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THE 


240-HP  NISSAN 


PATHFINDER 


A  casual  drive  through  the  countryside  can  quickly  become  anything  but.  After  all.  a  N 
Pathfinder  is  capable  of  a  most  impressive  display  of  power  and  agility.  With  a  240-horsep 
V6  underhood.  it's  the  most  powerful  SUV  we've  ever  built.  It's  also  the  smartest  -  with  an  All ' 


A 


■**<i 


NOT  THAT  YOU  WOULD.  BUT  YOU  COULD. 
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D  system  that  automatically  distributes  power  to  the  wheels  that  need  it  most.  The  result  is  a  majestic  steed 
s  as  sure  of  foot  as  it  is  fleet.  Of  course,  this  scenario  might  be  just  another  fantasy  born  within  the  comforts 
>ur  Pathfinder's  luxuriously  appointed  cabin.  For  more  info,  call  800-326-9116  or  click:  NissanDriven.com. 


DRIVEN. 


Both  pride  themselves  on  being  objective 
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sir- 


David  Morgan 

Schwab  Investment  Specialist 

Walnut  Creef(,  CA 


Judge  Harvey 
Tucson,  AZ 
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8ut  only  one  can  recommend  a  mutual  fund 

that  fits  in  your  portfolio. 


Mutual  Funds.  With  all  due  respect  to  His  Honor,  you  probably 
him  giving  you  advice  on  mutual  funds.  You  want  an  Investment 

Fortunately,  there's  Charles  Schwab.  We  offer  the  kind  of 
expert  advice  you'd  expect  from  us: 

Objective.  Uncomplicated.  And  not  driven  by  commission. 

This  is  no  minor  detail.  Especially  when  you  realize  that  our 
advice  covers  over  1,200  no-load,  no-transaction  fee  funds. 

Of  course,  having  access  to  a  wide  array  of  funds  is  one 
thing.  Helping  you  choose  the  right  ones  is  another. 

That's  why  we  suggest  you  speak  to  one  of  our  Investment 
Specialists.  It  gives  us  a  chance  to  discuss  your  financial  goals 
and  explain  all  the  things  Schwab  has  to  offer: 

•  Over  1,200  no-load,  no-transaction  fee  funds 


don't  want 
Specialist. 


•  Objective  mutual  fund  recommendations 

•  Help  building  a  diversified  portfolio 

If  you  ask  us,  it's  an  open-and-shut  case. 
For  more  information  and  a  free  copy  of 
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Schwab's  Mutual  Fund  Select  List"  just  give  us  a  call. 


A  snapshot  of  mutual 
fund  families  available 
through  Schwab. 
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INVESCO 

American  Century 

Dreyfus 

Strong 

Artisan 

PBHG 

Baron 

Oakmark 

Federated 

Neuberger  Berman 

RS  Investments 

Berger 

Firsthand 

Gabelli 

Oak  Associates 


charles  schwab 


Call 


1-800-540-0667 


Click 


schwab.com 


Visit 


400  locations  nationwide 


Canadian  residents  call  Charles  Schwab  Canada  Co.  at  1  -866-339-0399  or  visit  schwabcanada.com. 

Prospectuses  containing  more  complete  information,  including  management  fees,  charges  and  expenses,  are  available  from  Schwab.  Please  read  the  prospectus 
-arefully  before  investing  or  sending  money.  Schwab's  short-term  redemption  fee  will  be  charged  on  redemptions  of  funds  (except  certain  SchwabFunds')  bought  through  Schwab's  Mutual 
-und  OneSource'  service  (and  certain  other  funds)  with  no  transaction  fee  and  held  for  1 80  days  or  less.  If  you  pay  a  transaction  fee  to  purchase  a  fund,  you  will  pay  a  transaction  fee  when  you 
lell  it  as  well.  Schwab  reserves  the  right  to  change  the  funds  we  make  available  without  transaction  fees  and  to  reinstate  fees  on  any  funds.  Schwab  receives  remuneration  from  participating  fund 
jmpanies.  Fund  shares  may  be  purchased  from  the  fund  company  directly  with  no  transaction  fee.  £2001  Charles  Schwab  &  Co.,  Inc.  All  nghts  reserved.  Member  SIPC/NYSE  (1001-14725). 
'Judge  Harvey"  is  not  a  real  judge>  but  a  fictional  character  portrayed  by  an  actor.  Any  similarity  to  any  real  person  is  unintended  and  coincidental. 
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"Just  order  the 
standard  computers. 
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Translation:  By  standard  I  mean  configured  just  like  mine. 
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OVER  THERE 


THE  EURO:  A  SHOPPERS  BEST  FRIEND 

EUROPEAN  CONSUMERS  ARE  GETTING  SOMETHING  OF  A  BANG  FOR 

their  euro  these  days.  On  New  Year's  Day,  12  countries  began 
using  euro  notes  and  coins.  As  had  been  hoped,  there  were 
long  bank  lines  as  customers  waited  to  exchange  currency.  But 
the  expectation  that  prices  might  rise  as  they  change  from 
francs,  marks,  pesetas,  and  all  the  rest  was  confounded.  Many 
merchants  are  effectively  lowering  prices. 

How?  In  translat- 
ing prices  from  local 
J4?  currencies  to  the 
euro,  retailers  are 
rounding  prices  down 
rather  than  up,  in  an 
effort  to  reassure 
consumers.  A  49.99 
mark  pair  of  slippers 
at  a  Frankfurt  Wool- 
worth's,  for  instance, 
should  now  cost  25.51 
"  euros.  But  they'll  sell 
for  24.99  euros.  The  savings  grow  for  larger  purchases.  Aldi, 
a  German  discount  chain,  used  the  euro's  arrival  to  cut  prices 
an  average  of  3%.  And  with  cross-border  price  comparisons 
now  easy,*  stores  feel  more  pressure  to  hold  down  prices. 
Says  an  Aldi  spokesman:  "We  can  source  our  products  more 
cheaply,  and  we'll  pass  on  the  benefits  to  the  consumer." 
Generally,  consumers  seem  pleased.  And  why  not,  when  the 
new  currency  buys  more  than  the  old?  David  Fairlamb 


DAY  ONE:  Prices  were  streamlined 


NUMBERS  GAMES 

FUNNY  BUSINESS  101 
GETS  A  NEW  SPIN 

COULD    IT    BE    A    SIGN    THAT 

accountants'  numbers  games 
are  going  out  of  fashion?  Since 
last  spring,  a  two-day  $995 
accounting  course  had  of- 
fered tips  on  "slight[sic]-of- 
hand  and  revenue  reporting" 
and  "nine  ways  to  say  earn- 
ings," while  warning  that  "ac- 
countants who  lack 
this  critical  skill 
may  be  des- 
tined for  a 
life  of  num- 
ber-crunch- 
ing instead 
of  a  corner 
office."  Run 
by  the  Na- 
tional Center 
for  Continuing 
Education      in 


Tallahassee,  the  courses  drew 
hundreds. 

But  Enron's  fall  has  high- 
lighted the  risk  of  clouding 
such  numbers,  so  the  firm's 
pitch  is  changing.  Executive 
Director  Joseph  Weil  says  a 
new  brochure  promises  a  case 
study  of  Enron  and  "Tricks- 
'n'-traps  auditors  should  be 
aware  of."  There  is  still  plen- 
ty to  teach  that  can  pass  sec 
muster,  adds  Weil. 
»"At  no  time  do 
we  tell  people  to 
break  the  law.  It  is 
not  [about]  how  to 
cook  the  books." 

That's  a  relief:  The 
National  Association 
of  State  Boards  of 
Accountancy     says 
that     the     firm's 
courses  count  toward 
the  continuing  educa- 
tion requirements  for 
a  cpa.        David  Henry 


TALK  SHOW  ((This  wasn't  exactly  the  response  we 
intended."  — William Fitzsimmons,  Harvard's  dean  ofadn 
Some  e-mails  telling  applicants  if  they  had  been  admitted  I 
arrived  because  aol  interpreted  them  as  junk  mail 


lyst  questioning  its  ac< 
ing  an  ass —  in  an 
conference  call.  Enron  | 
filed  for  bankruptcy.  [1 
says  Skilling  was  irri| 
because  the  analyst 
known  short  seller  usi 
call  to  drive  down  the 
price.] 

There  are  other  cased 
Qwest  Communications 
Joseph  Nacchio  held 
cial  conference  call  in  Ji 
blast  two  Morgan  Stank 
alysts  who  issued  a  neg 
report.  He  called  them! 
professional"  and  "irresij] 
ble."  However,  Qwest's 
dropped  more  than  50%  | 
the  next  five  months, 
chio  has  blamed  that 
poor  economy. 

A  year  earlier,  Amazor| 
Jeff  Bezos  labeled  a  Let 
Brothers  analyst's  restj 
"hogwash."  Amazon's 
price  halved  in  the  nexi 
months  as  that  analysis  i\ 
poor  cash  flows  worries 
vestors.  [Amazon  main| 
the  analyst  was,  and  stii 
wrong.]  Nonetheless,  thj 
a   lesson   here   for   sta] 
ahead  of  a  falling  stock  f 
When   the   executives 
rush  to  sell.  Heather  Tcmn 


INVESTOR  BEWARE 

WHEN  EXECS 
PROTEST  TOO  MUCH 

WHAT  CAN  INVESTORS  BELIEVE? 
Institutional  research  is  of- 
ten way  off  the  mark  or  sul- 
lied by  analysts'  cozy  ties  to 
their  investment-banking  col- 
leagues. And  earnings  reports 
are  increasingly  convoluted. 
So  we've  developed  the 
"Trash  Talk  Indicator,"  or  tti. 
It's  simple — when  you  hear 
execs  publicly  trash  an  ana- 
lyst's research,  sell.  Usually 
it's  a  sign  that  the  analysts 
are  hitting  close  to  home. 

We  know  the  Enron  case, 
of  course:  Former  ceo  Jef- 
frey Skilling  called  an  ana- 


THE  LIST   BIGGEST  BANKRUPTCIES  OF  2001 

Enron  earned  the  dubious 
distinction  of  making  the 
nation's  largest-ever 
bankruptcy  filing.  Here 
are  some  other  whoppers:  \- 

COMPANY 

DATE 

ASSETS  BILLIO 

ENRON 

Dec.  3 

$63.3 

PACIFIC  GAS  &  ELECTRIC 

Apr.  6 

21.5 

FINOVA  GROUP 

Mar.  7 

14.1 

RELIANCE  GROUP  HOLDINGS 

Jun.  12 

12.6 

FEDERAL-MOGUL 

Oct.  1 

10.2 

COMDISCO 

July  16 

8.8 

ANC  RENTAL 

Nov.  13 

6.3 

36ONETW0RKS  (USA) 

Jun.  28 

5.6 

WINSTAR  COMMUNICATIONS 

Apr.  18 

5.0 

PSINET 

May  31 

4.5 

Data:  BankruptcyData.com 
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People  issues  are  complex.  Managing  them  doesn't  have  to  be.     M(^\\jff 
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Software  quality 


Developer  productivity 


300% 


1400% 


Rational 

the  software  development  company 


Lies,  damn  lies  and  statistics,  you  say?  Some  of  our  customers  used  to  be  cynical,  too.  Before  they  were  customers. 
But  then  they  started  sending  us  these  numbers.  Telling  us  that  the  results  of  using  our  best  practices,  integrated  tools 
and  services  exceeded  their  expectations.  Cutting  test  time,  decreasing  development  cycles  and  reducing  bugs. 
Freeing  their  teams  from  the  obstacles  that  hinder  software  development.  Need  more  evidence?  There's  plenty 
available  at  www.rational.com/customersuccess4. 
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Readers  Report 


THE  ENRON  FIASCO: 
SO  MANY  LESSONS 


like 


The  failure  of  Enron  ("The  fall  of  En- 
ron," Cover  Story,  Dec.  17)  is  every  bit 
a  failure  of  the  U.  S.  financial  communi- 
ty, which  supported  the  growth  story 
of  the  company  with  loan  commitments, 
favorable  research  reports,  and  leaky 
accounting  practices.  In  all  cases 
this,  the  enthusiasm  for  big 
gains  outweighs  the  need  to 
provide  fundamentals. 

If  discipline  were  enforced 
at  early  stages,  Enron  Corp.'s 
fall  would  have  been  from  a 
much  lower  level  of  credit 
and  market  value,  perhaps 
to  the  extent  of  not  deserv- 


ing your  cover  space. 

Gary  Walther 
Winnetka,  111. 


"The  fall  of  Enron"  pro- 
vided real  insight.  Having  once  been 
described  in  the  press  as  a  guru,  I  sym- 
pathize with  the  four  experts  you  quote 
in  the  panel  "Everyone  loved  Enron." 
The  issue  is  not  that  none  of  them  could 
have  predicted  Enron's  demise  but  that 
they  had  all  praised  Enron  at  a  specific 
point  in  time  under  specific  market  con- 
ditions without  the  aid  of  due  diligence. 

Just  as  climate  change  made  the  most 
successful  predator  on  this  planet — the 
Tyrannosaurus  Rex — extinct,  a  change 
in  the  business  climate  made  Enron  ex- 
tinct. New  models  have  been  suggested 
that  allow  a  more  accurate  prediction 
of  the  inevitable  changes  in  the  busi- 
ness climate,  and  these  would  have 
helped  Enron. 

It  is  not  skillful  to  predict  success  or 
failure;  it  is  skillful  to  know  when  the 
risk  of  both  is  at  its  peak. 

Gerald  Michaluk 
Glasgow 


Enron  had  estimated  that  the  < 
tronic  market  for  bandwidth  W( 
reach  $450  billion  by  2002,  a  value  c 
parable  to  many  established  mark 
Analysts  and  scholars  doubted  the  n 
el  initially,  but  soon  suppressed  t 
doubts.  Enron's  supporters  claimed 
only  a  fool  could  reject  such  an  op 
tunity  given  economic  theory  sta 
that  big  markets  emerge  spontaneoi 
The  moral  of  Enron's 
ry  is  that  carefully  ore 
trated  hype  can  lead  to 
pression  of  counter  opini 
to  self-serving  market  ft 
casts,  and  ultimately  to 
of  shareholder  value. 

Rado  Koto 
New  1 

One  way  to  analyze 
expected  corporate  failu 
is  to  ask:  Did  managem 
tell  us  about  the  risks?  . 
other  is  to  ask:  Did  the  audit  commit 
and  the  outside  auditors  understand 
company  and  its  risks  and  ensure  tht 
nancial  reports  clearly  explained  si 
risks?  The  Securities  &  Exchange  Cr 
mission  and  others  have  pointed  to 
audit  committee  and  the  auditors  to  p 
tect  the  interests  of  the  investing  pub 
Cases  such  as  Enron  may  promote  f 
ther  efforts  to  enhance  the  oversight 
companies'  financial  reporting  process 
Dana  R.  Hermanr 
Kennesaw,  ( 

How  ironic  for  those  of  us  in  mid< 
management  that  in  a  culture  fame 
for  a  brutal  ranking  process,  designed 
extract  maximum  performance  from  t 
general  workforce,  senior  managenru 
was  unable  to  make  hard  choices  abc 
spending  and  investment  decisions.  Si 
ply  claiming  that  an  industry  was  ri 
for  the  "Enron  Way"  was  enough  to  ( 
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The  CRM  Leader  Extends 
Its  Global  Lead. 


"Siebel  7  breaks  new  ground  by  taking  a  very  functionally 

rich  application  and  wrapping  it  in  a  Smart  Web  Architecture.  It's  designed 

to  provide  fast  implementation,  smooth  upgradability,  and  to  help 

customers  achieve  long-term  reductions  in  overall  costs." 

Mike  Lawrie,  Senior  VP  and  Group  Executive,  Sales  and  Distribution, 

IBM  Corporation,  November  2001 

"Siebel  7  combines  Siebel's  unparalleled  knowledge  of  the  business 

problems  being  faced  by  enterprises  with  a  depth  of  industry  functionality  to 

offer  an  unrivaled  suite  of  applications  right  out  of  the  box — reducing 

deployment  risks  and  accelerating  return  on  investment" 

John  G.  Stevenson,  VP  and  Chief  Information  Officer,  Avaya,  November  2001 
"We  still  have  various  legacy  applications,  so  application  integration 

is  critical,  siebel  7,  with  its  advanced  Smart  Web  Architecture, 

enables  seamless  integration  into  complex  environments  such  as  ours." 

Clemens  Kaiser,  Head  of  eCommerce,  Bayer,  October  2001 

"Competitors  have  reason  to  be  fearful.  All  of  the  applications  are 

part  of  a  new  Smart  Web  Architecture  consisting  of  a  zero-footprint  client, 

built-in  portal  framework,  a  new  and  detail-free  application  network  for 

third-party  integration  and  integrated  analytics  across  the  suite..." 

Bruce  Richardson,  AMR  Research,  October  5,  2001 

"The  dominant  force  in  the  industry  is  Siebel  Systems,  inc. 

New  York  Times,  October  1,  2001 


To  find  out  more  about  Siebel  7,  view  a  demo  at  www.siebel.com/demo 

or  contact  us  at  1-800-307-2181. 


Good  service  is  good  business. 

©2002  Siebel  Systems,  Inc.  All  rights  reserved.  Siebel  and  the  Siebel  logo  are  trademarks  of  Siebel  Systems,  Inc.,  and  may  be  registered 
in  certain  jurisdictions.  Other  product  names,  designations  and  logos  may  be  trademarks  of  their  respective  owners. 


You'll  be 
shocked. 

Electric  motors 
consume  63  percent 
of  all  electricity 
used  by  U.S. 
industry.  Why 
use  more 
electricity  than  you 
have  to?  There  is  a  solution. 
Raise  the  efficiency  of  electric 
motors  and  lower  your  company's 
electric  bill.  Baldor  Super-E 
motors  are  the  most  energy 
efficient  line  made  today.  They 
reduce  your  electricity  use  and 
save  you  money  every  minute 
they're  running.  Call  me  and  find 
out  how  premium  efficiency 
motors  and  drives  can  improve 

your  company's 
profitability. 


John  McFarland 

CEO  President 

Baldor  Electric 

Compart) 


1-501-648-5665 


"    B-A-XjIDOR    1 

MOTORS  AND  DRIVES 

BALDOR  ELECTRIC  CO 
FT    SUITH.  AR    MFC    IN  U  S  A 

CAT  NO 
SPEC 

Readers  Report 


CORRECTIONS  &  CLARIFICATIONS 

in  "It  could  be  tech  time  again"  ("Where  to 
invest,"  Cover  Story,  Dec.  31/Jan.  7),  the  fi- 
nal paragraph  of  the  story  was  incomplete, 
and  should  have  read:  "In  the  fourth  quar- 
ter, many  investors  have  become  more 
afraid  of  losing  out  on  a  big  rebound  than 
of  overpaying  for  technology  stocks.  That 
lack  of  caution  could  cost  them  big  in  the 
coming  months,  if  the  pessimists  are  right." 
In  addition,  the  "For  the  record"  box  ac- 
companying the  story  should  have  said  that 
Paul  H.  Wick  runs  the  $6  billion  Seligman 
Communications  &  Information  Fund. 

"How  to  cash  out  of  your  company"  (Busi- 
nessWeek Investor,  Oct.  1)  incorrectly  stat- 
ed that  the  net  unrealized  appreciation  rule 
(NUA)  requires  individuals  to  take  a  distri- 
bution of  their  entire  balance  from  tax-de- 
ferred plans  within  one  year  from  when 
they  leave  their  job.  Individuals  need  not 
take  distributions  when  they  leave  a  com- 
pany, but  to  qualify  for  NUA  they  must  take 
all  distributions  within  a  year  of  taking  the 
first  one. 


tain  a  blank  check  from  management. 
Hiding  the  extent  of  this  activity  off 
the  balance  sheet  simply  proves  that 
many  executives  weren't  the  masters 
of  the  business  world  they  supposed 
themselves  to  be,  but  were  simply  out 
of  their  depth. 

Stephen  Schwarz 
Houston 

BusinessWeek's  article  was  very  en- 
lightening, except  it  lacked  the  sugges- 
tion that  Enron's  top  executives  might 
have  been  emboldened  in  their  ques- 
tionable (and  timely)  disposition  of  their 
Enron  stock  by  their  strong  political 
ties.  They  must  have  been  pretty  sure 
the  SEC  wouldn't  come  after  them. 

James  E.  Patterson 
St.  Louis 

If  there  is  any  justice  in  the  world, 
Jeffrey  Skilling  and  his  cronies  will  be 
held  accountable  for  their  malfeasance, 
their  assets  will  be  seized,  and  they'll  be 
thrown  in  jail  where  they  belong.  I'm 
not  naive  enough  to  think  that  will  ac- 
tually happen,  though.  Quite  the  con- 
trary, I'm  sure  it's  only  a  matter  of  time 
before  they're  all  back  within  the  ranks 
of  highly  paid  corporate  executives. 

Oh,  and  one  more  thing — Business- 
Week and  others  in  the  business  and  fi- 
nancial press  are  not  without  some  re- 
sponsibility in  this  sordid  affair. 

Joseph  Moran 
Somerset,  N.J. 


In  your  Feb.  12,  2001,  cover 
("Power  broker"),  Skilling  is  quote 
saying,  "I've  never  not  been  succej 
in  business  or  work,  ever."  Oops! 

Usamah  ZaJ 
Hoi 

HOW  TO  CUT  THE  COZY  TIES 
THAT  HELPED  BRING  DOWN  ENR I 

Your  editorial,  "Enron:  Let  us  c 
the  culprits"  (Dec.  17),  comple 
missed  the  mark.  The  accuracy  and 
equacy  of  Enron's  external  fina 
statements  is  primarily  the  respo: 
ity  of  the  management  of  Enron, 
that  of  the  external  auditors.  Collu 
behavior  from  senior  executives, 
posely  intended  to  deceive  auditors 
third-party  users  of  financial  info: 
tion,  cannot  be  regulated  out  of 
tence  with  the  passing  of  new  acco 
ing  rules  or  the  stroke  of  a  pen. 

We  must  reinstate  the  historical 
lationship  of  the  finance  organizatio 
the  corporation  scrutinizing  the  op 
tions  branch  of  the  company:  E 
the  present  practice  of  having  the 
report  to  the  ceo  and  restrict  cfos 
other  high-level  finance  officers  fi 
being  paid  bonuses  based  on  the  c 
pany's  quarterly  or  annual  result 
also  propose  that  any  company  requir) 
an  sec  audit  must  change  audit 
every  three  years,  and  retain  the  s; 
auditor  but  once  every  nine  years, 
way,  there  would  be  at  least  three  s 
arate  auditors  of  a  company's  finan 
statements  during  a  rotation. 

Gregg  M.  Stieber,  c 
Sammamish,  Wa 

EXCITE@HOME  AND  AT&T'S 
COMMON  PROBLEM:  ARMSTRONG 


Now,  let  me  understand.  The  com] 
ny  had  a  flawed  acquisition  strategy 
had  unrealistic,  grandiose  plans;  it  ov 
paid  for  acquisitions.  It  would  not  ra 
prices  to  provide  much-needed  reveni 
It  has  to  sell  off  acquired  assets  for  k- 
than  it  paid  for  them.  And,  ultimate 
employees  and  shareholders  are  bei  -. 
stabbed  in  the  back  ("Excite@Home: 
saga  of  tears,  greed,  and  ego,"  Infc 
mation  Technology,  Dec.  17).  Are  y  , 
talking  about  Excite@Home  or  AT&  > 
Maybe  both  companies  have  the  san  [' 
core  problem:  C.  Michael  Armstrong.  ■ 

Armstrong's  expensive  broadband/la  t 
mile  strategy  for  AT&T  was  unrealist '■'■ 
from  the  start.  Had  he  instead  used  th  } 
money  to  create  the  ultimate  wirele 
company — prices  as  low  as  land-bas<  '•' 
telecom,  unrivaled  reception,  and  a  wir! 
less  phone  in  every  hand — he  might  n«r 
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earing  AT&T  apart  today.  You  know, 

Armstrong,  Bill  Gates  did  pretty 

with  his  concept  of  a  PC  in  every 

nd  "air"  can  be  that  last  mile. 

Richard  DeLio 
Ramsey,  N.J. 


FDA  DOES  REVIEW 
SE  DRUG  ADS 


iur  editorial  "How  to  control  drug 

Hjis,  simply"  (Dec.  10)  suggests  that 

Food  &  Drug  Administration  should 

:k  down  on  "misleading"  ads.  The 

er  apparently  is  unaware  that,  de- 

I  a  lack  of  statutory  authority  (and, 

ict,  a  specific  legislative  prohibition), 

IDA  already  does  review  virtually  all 

iner  ads  in  advance  on  a  "volun- 

basis  on  the  part  of  industry  ad- 

isers.  By  law,  all  such  advertise- 

-  must  be  submitted  to  the  FDA 

they  have  aired  or  been  printed. 

?|  research  on  consumer  advertising 

«i  (jests  a  benefit  to  patients. 

Jack  E.  Angel 

11  in  for  Healthcare  Communication 

i  Greenwich,  Conn. 
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ERE'S  A  WORD1FOR  KNOWING 
THAT  YOU'RE  GETTING  THE  BEST  VALUE 
IN   FRACTIONAL  OWNERSHIP. 


Only  Bombardier  Flexjet*  offers  thi  completi  rangi  oi  Learji 
Chai  lenger*  and  Globai  Express"  [Ers,  each  eqi  ippi  d  with  advanced  safi  n 

SYSTEMS  AND  FLOWN  B^   H1GHU   EXPERIENCED,  WEU    ["RAINED  PILOTS.  AS  TH]   WORLD 

LEADER  IN  BUSINESS  AVIATION.  VALUE  JUST   MAY  Bl   WHAT  Wl    D      BEST    FOR  MORI 

INFORMATION.  VISIT  WW  W.I  I  EXJI  1/  OM,  OR  (  All    I-80OFLEXJ1  I 
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DOT.BOMB 

My  Days  and  Nights  at  an  Internet  Goliath 

By  J.  David  Kuo 

Little,  Brown  •  314pp  •  $25.95 


A  HIGHFLIER'S  LEGACY: 
LOW  COMEDY 


If  you  ever  wondered  what  it  was 
like  to  work  in  a  high-flying  dot- 
com company  during  the  height  of 
the  Internet  bubble,  you're  bound  to 
love  J.  David  Kuo's  dot.bomb:  My  Days 
and  Nights  at  an  Internet  Goliath.  It's 
an  insider's  story  of  the  rise  and  fall  of 
an  e-commerce  company  that  should 
never  have  existed. 

Kuo's  tale  of  the  Charlottesville  (Va.)- 
based  Value  America  Inc.  reads  like  pure 
farce.  He  describes  a  passel  of  characters 
worthy  of  a  Tom  Wolfe  novel:  a  nearly 
mystical  entrepreneur  who  lacks  a  grip 
on  reality;  a  ceo  who  believes  that  the 
company's  success  is  solely  dependent 
upon  God;  and  our  wide-eyed  narrator, 
the  get-rich-in-a-hurry  flack  brought  in  to 
hype  the  company  and  its  stock.  They 
work  in  what  Kuo  suggests  is  a  chaotic, 
badly  mismanaged  company  that  can't 
seem  to  do  anything  right. 

Yet  the  startup  drew  influential  in- 
vestors such  as  Paul  Allen,  co-founder 
of  Microsoft  Corp.,  and  Frederick  W. 
Smith,  founder  and  ceo  of  FedEx 
Corp.  Their  involvement  offered  instant 
credibility  to  a  failed  but  charismatic 
businessman,  Craig  Winn,  who  rein- 
vented himself  as  an  e-commerce  vi- 
sionary in  1996  with  the  founding  of 
Value  America.  Positioned  as  a  Wal- 
Mart  on  the  Internet — or,  in  Winn's 
more  flamboyant  language,  the  "mar- 
ketplace for  the  new  millennium" — Val- 
ue America  was  to  be  the  future  of 
retailing.  (Winn's  own  self-published  ac- 
count will  come  out  shortly.) 

At  first,  the  business  model  seemed 
smart  and  differentiated.  When  someone 
bought  an  D3M  PC  or  a  tube  of  Crest  on 
the  Value  America  Web  site,  the  inven- 
tory-less company  transmitted  the  order 
to  the  manufacturer,  who  supposedly 
shipped  direct  to  the  customer.  Value 
America  earned  a  retailer's  profit  but 
never  had  to  touch  the  merchandise — at 
least,  that  was  the  idea. 


Like  everything  with  a  .com  suffix, 
investors  eagerly  flocked  to  Value  Amer- 
ica. On  the  day  Winn  took  the  company 
public  in  April,  1999,  the  $23-a-share 
stock  soared  to  a  high  of  $73.68,  and 
Winn  momentarily  became  a  billionaire. 
Some  16  months  later,  Winn  was  gone, 
the  stock  was  trading  for  pennies,  and 
the  company  was  in  bankruptcy.  In- 
vestors lost  hundreds  of  mil- 
lions of  dollars  in  the  deba- 
cle, and  some  very  big  names, 
among  them  Smith  and  Allen, 
lost  a  bit  of  credibility  as  well. 

Even  by  dot-com  stan- 
dards, however,  Value  Ameri- 
ca comes  across  as  something 
of  a  mirage.  By  Kuo's  account, 
it  was  little  more  than  a  bare- 
ly functioning  mail-order-cata- 
log outfit.  About  70%  of  sales 
were  made  by  telephone — 
when  the  telephone  was  actu- 
ally answered.  Toward  the  end 
of  1999,  an  internal  study  showed  that 
hapless  customers  waited  an  average  of 
nearly  an  hour  to  get  through  to  Value 
America's  customer-service  desk.  During 
one  quarter  in  1999,  the  company  spent 
$20  million  on  newspaper  ads  that  only 
brought  in  slightly  more  than  $6  million 
in  sales  from  new  customers. 

Winn,  who  got  his  start  selling  fly 
swatters  and  toaster  ovens,  regularly 
hyped  the  company  and  the  stock,  of- 
ten stating  as  fact  things  that  Kuo  al- 
leges were  "materially  untrue."  At  one 
point,  the  company  announced  it  had 
more  than  400,000  customer-members. 
The  real  number  was  under  30,000, 
Kuo  claims.  Winn  often  claimed  that 
Value  America  carried  more  than  1,000 
brands,  but  underlings  who  invento- 
ried them  for  the  initial-public-offering 
prospectus  found  around  700.  So  the 
task  called  for  improvising,  according  to 
Kuo.  Six  types  of  Near  East  couscous 
were  counted  as  six  separate  brands, 


and  so  on,  until  staff  got  the 
than  1,000  brands"  number. 

In  Winn's  world,  reality  was  el 
Kuo  recounts  that,  after  a  sales 
ing  with  Citibank  officials  that 
nowhere,  Winn  reported  to  his  n 
hired  chief  executive.  "Citibank 
awed  by  me,"  Winn  said.  "Whe 
were  leaving,  they  pulled  me  aside 
said,  "We  are  awed  by  your  genius 
never  met  anyone  like  you.... We  t 
you  are  sent  by  God.'" 

"Fantastic,"  replied  ceo  Tom 
gan,  knowing  of  Winn's  tendency  tc 
aggerate.  "Really  fantastic." 

"Fantastic?"  groaned  Winn.  "I  bj 
you  news  about  what  is  undoubt 
the  biggest  deal  in  the  history  of  e-< 
merce,  and  I  get  'fantastic?'" 

Of  course,  there  was  no  deal,  me 
an  initial  sales  call  by  Winn  attemp 
to  open  the  door  to  a  p 
nership  that  would  m 
materialize.  Four  moi 
later,  Value  America  iss 
a  press  release  on  the 
that  Winn  said  would 
worth   "billions   and 
lions":      Value     Ame 
would  be  offering  Citib 
credit  card  holders  spe 
benefits — the  kind  of  ] 
motions  everyone  routii 
tosses  when  monthly  st 
ments  arrive. 
The   author,   a  former  polit 
speechwriter,  comes  across  as  th 
oughly  gullible,  just  like  the  invest 
who  bought  into  this  dot-com  nig 
mare.  When  hired  in  1999  as  vice-pi 
ident  for  communications,  a  job  p 
ing  $125,000  a  year  with  stock  opti 
on  80,000   shares,   Kuo  concedes 
thought  he  would  help  Winn  build 
retail  version  of  Microsoft."  Kuo  ei 
believed  that  Winn  had  the  right  po 
ical  stuff  to  become  governor  of  "\ 
ginia — preliminary   to   a   run   at 
White  House. 

Kuo's  dot.bomb  is  a  wildly  enterta 
ing  romp  through  the  worst  of  the  d 
com  era.  At  times,  I  laughed  out  loud 
how  zany  things  became.  Other  times 
wondered  why  so  many  of  us,  parti 
larly  investors,  analysts,  and  the  n 
dia,  were  so  clueless. 

BY  JOHN  A.  BYR 
Senior  Writer  Byrne  described  Vol 
America's  demise  in  a  BusinessWe  |p 
cover  story. 
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WINN,  WHO  ONCE  SOLD  TOASTERS,  CHARMED  TH 
LIKES  OF  PAUL  ALLEN  AND  FEDEX'S  FRED  SMITH 
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Searching  for  a  powerful, 
jhtweight  notebook  computer? 
Maybe  you  Ye  searching 
in  the  wrong  place. 


invent 


Now  you  can  get  a  small,  lightweight  HP 
Omnibook  at  a  small,  lightweight  price.  The 
Omnibook  is  fast  and  powerful,  featuring  a  mobile 
Intel®  Pentium®  III  processor.  And  Omnibook  has  a 
large,  clear  display  and  a  powerful  battery  that 
allows  you  to  get  up  and  go  for  up  to  four  hours 
without  recharging.  Finally,  you  don't  have  to  go 
searching  for  a  good  deal  on  a  laptop. 


hp  omnibook  xe3  -  Mobile  Intel9  Pentium®  II 
processor-M  1.06  GHz,  14-inch  TFT  XGA  display, 
256MB  SDRAM,  20GB  HDD,  8X  Max-speed  DVD- 
ROM,  Microsoft®  Windows®  XP  Home  edition. 

F3954HT    I/StT  You  save  $100 

hp  omnibook  500  -  Mobile  Intel®  Pentium®  III 
processor  700MHz,  12.1-inch  TFT  XGA  display, 
3.5  lbs.,  128MB  SDRAM,  20GB  HDD,  8X  Max-speed 
DVD-ROM,  Microsoft*  Windows®  2000.  (XP  Upgrade 
certificate  available.) 

F2974KT     ^/ 14  V  You  save  $450 
hp  omnibook  6100  -  Mobile  Intel®  Pentium®  III 
processor-M  1.06  GHz,  14-inch  TFT  XGA  display, 
256MB  SDRAM,  20GB  HDD,  8X  Max-speed  DVD- 
ROM  ,  Microsoft®  Windows®  2000.  (XP  Upgrade 
certificate  available.) 

>    ^/Z^iy  You  save  $250 


F3679KS 


i?  PCs  use  genuine  Microsoft  Windows 
vww.microsoft.com/piracy/howtotell 

Offer  ends  January  31,  2002. 

Save  now!  Call  1.800.243.9812,  contact  your  local  reseller,  or  visit  www.hp.com/go/bizsku57 

'rice  is  estimated  street  price.  Actual  price  may  vary.  Photographs  may  not  accurately  represent  exact  configurations  priced.  Offe-  expires  January  31 ,  2002.  Intel,  the  Intel  Inside  logo 
:  \d  Pentium  are  registered  trademarks  of  Intel  Corporation  or  its  subsidiaries  in  the  United  States  and  other  countries.  Microsoft  and  Windows  are  either  registered  trademarks  or 
■ademarks  of  the  Microsoft  Corporation  in  the  United  States  and  other  countries   ©2002  Hewlett-Packard  Company.  All  rights  reserved. 
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THIS  VIDEO  RECORDER 
HAS  SOME  ENEMIES 


Replay  allows 
you  to  delete 
ads  automati- 
cally or  send 
shows  to  pals 
over  the 
Internet 


BusinessWeek  onliiK 


HIGH-END  AUDIO  MEETS 
THE  NET.  Check  out 
Kenwood's  Entre 
networked  system  at 

Technology  &  You  at 

www.businessweek.com/ 

technology/ 


One  Life  to  L. 


20  KBWB        Maury 


If  you  wanted  to  build  a  consumer-electronics 
product  designed  to  drive  the  entertain- 
ment industry  nuts,  it  would  be  hard  to 
beat  soNicblue's  ReplayTV  4000  (www.re- 
playtv.com).  While  basically  a  personal  video 
recorder  that  gives  you  an  easy  way  to  record 
shows  onto  a  big  hard  drive,  Replay  claims  the 
ability  to  delete  commercials  automatically  dur- 
ing playback  and  to  send  recorded  programs 
to  other  Replay  own- 
ers over  the  Internet. 
An  assortment  of 
outraged  broadcasters 
and  cable  programmers 
has  asked  a  federal 
court  to  block  the  sale 
of  the  product. 

In  truth,  the  com- 
mercial-skipping feature 
works  erratically,  and 
sending  programs  is 
hopelessly  impractical, 
even  with  a  broadband 
connection.  But  Replay 
is  still  an  important 
product.  It  is  in  the 
vanguard  of  a  new 
generation  of  consumer 
electronics  equipped  to 
connect  both  to  home 
networks  and  to  the  Internet. 

Recorders  such  as  Replay  and  rivals  from 
TiVo  and  Microsoft  have  been  around  for  a  cou- 
ple of  years.  They  give  you  a  simple  way  to  se- 
lect programs  from  an  on-screen  guide  for  one- 
shot  or  repeated  recording  and  to  search  for 
and  select  shows  by  title  or  genre.  Replay  marks 
a  new  high  in  recording  capability,  ranging  from 
40  gigabytes  (40  hours  at  standard  quality)  for 
$699  to  320  gb  for  $1,999. 

Previous  versions  used  dial-up  connections  to 
download  the  program  guide.  Replay  links  to 
the  Internet  through  a  home  network.  That  same 
connection  can  be  used  to  transfer  video  to  an- 
other Replay  in  your  home  or  out  onto  the  Net. 
You  can  also  display  photos  stored  on  a  Win- 
dows PC  in  your  home  as  a  slide  show  on  a  tele- 
vision set. 

Make  no  mistake  about  it:  This  is  bleeding- 
edge  stuff  aimed  at  technically  astute  buyers. 
It  requires  a  broadband  connection  and  a  home 
network  that  includes  a  standard  Ethernet  con- 
nection handy  to  your  television.  (Given  the 
trend  in  home-networking,  a  wireless  option 


rZi  General  Hospital 


(TV-PC)  A  soap  opera  is  set  in  a  hospital  and  the  surrounding 


18/13         1:30  pm  2:00  pm 

ION  Judge  Joe  Br...     Jenny  Jones 

'IX  As  the  World...     Guiding  Light 


would  greatly  enhance  the  appeal.)  Settin 
box  up  to  download  program  information 
tually  simpler  than  the  old  dial-up  models 
configuring  it  to  receive  video  over  the  In 
included  the  baffling  instruction:  "Open  a 
your  firewall  and  enter  the  port  number  h 

Broadcasters  find  the  new  Replay 
a  suit  pending  in  U.S.  District  Court  i 
Angeles,  content  producers  claim  that  the 
ing  of  programs  for  personal  use,  not  to  me) 
sharing  them,  violates  the  Digital  Millen 
Copyright  Act.  Fortunately  for  the  plai 
sharing  programs  over  the  Internet  isn't  lik 
be  much  of  an  issue  in  the  real  world.  An  h 
video  fills  a  gigabyte  of  storage,  and  since 
broadband  connections  limit  upload  spe 
about  256  kilobits  per  second,  sending  a 
hour  movie  takes  18  hours.  If  you  own  twq 
plays,  you  could  send  a  movie  to  a  secondJ 
over  a  high-speed  home  network  in  less 
five  minutes.  And  in  the  not-too-distant  fu 

you'll    probably 
able  to  send  a  n 
recorded   on  a 
play  or  similar 
vice  to  a  netwoi 
TV  set  anywher 
your  home. 

The  industry 
also  alarmed  a 
Replay's  Comme 
Advance  feat 
which  sonic 
claims  automatic 
deletes  ads  dui 
playback.     I    fo 

THREATENING?  .- 

number  of 

^.  broadcast 
have  mo 
to  block 
Replay 


California  Gold  Antiques  Road. 


io 


Paid  Program...   Judge  Mathis 
El  Precio  de  T...    Primer  Amor 


that  it  cau 
most  commercials  on  prime-time  programrr 
but,  for  some  reason,  was  more  erratic  at  ot 
times.  It  also  missed  some  ads  during  segme 
of  five  or  more  commercials.  Still,  a  click  of 
30-second  advance  button  on  the  remote  quic 
got  me  past  any  commercials  that  remained 

The  TV  and  movie  industries,  like  recor< 
music  companies,  view  new  technologies  a 
threat  rather  than  an  opportunity.  Studios,  wl 
now  find  tape  and  dvd  sales  a  very  profits 
business,  went  to  the  Supreme  Court  in  the  19 
in  a  vain  effort  to  block  the  sale  of  vcrs. 
Recording  Industry  Assn.  failed  to  stop  Diamclii 
Multimedia  (since  purchased  by  soNicblue)  fr 
selling  Rio  digital  audio  players. 

Networked  home-entertainment  products 
coming,  whether  the  industry  likes  them  or  r 
and  they  are  going  to  get  cheaper  and  easier 
use.  We  can  only  hope  the  entertainment  ind 
try  fails  in  its  efforts  to  kill  these  new  produ 
before  they  have  a  chance  to  thrive. 


If 
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Looking  for  a  manageable 

PC  at  a  low  price? 

Maybe  you're  looking 

in  the  wrong  place. 


ra 


invent 


HP  PCs  use  genuine  Microsoft  Windows 
vvwv.microsoft.com/piracy/howtotell 


Tired  of  looking  all  over  town  for  a  good  deal  on  a 
PC?  Then  you'll  love  the  deals  HP  is  offering  on 
Vectra  desktop  computers.  Vectra  is  easy  to 
manage  and  easy  to  support.  And  InteP'  Pentium  4 
and  Intel"'  Celeron"  processors  mean  it's  powerful 
enough  to  give  you  the  speed  you're  seeking. 
With  128  MB  SDRAM,  the  Vectra  is  powerful, 
smart,  and  waiting  at  an  HP  dealer  near  you. 


Vectra  xe  3 1 0  -  Microtower  model,  Intel" 
Celeron "  950  MHz,  128MB  SDRAM,  20GB  IDE  HDD, 
48X  Max-speed  IDE  CD-ROM,  integrated  graphics 
direct  AGP,  HP  10/100BT  IAN,  Microsoft*  Windows*  98. 


$479 


P5880B 

Vectra  vl420  -  Inter-  Pentium'  4  processor 
1.6GHz,  128MB  SDRAM,  20GB  Ultra  ATA/100 
HDD,  48X  Max-speed  CD-ROM,  ATI  Rage  128  PRO 
(graphics  card),  Microsoft*  Windows*  98. 


P5777T 


$899 


Vectra  vl420  -  Intel*  Pentium*  4  processor 
1  6GHz,  128MB  SDRAM,  20GB  Ultra  ATA/100 
HDD,  48X  Max-speed  CD-ROM,  ATI  Rage  128  PRO 
(graphics  card),  Microsoft*  Windows*  2000. 


P5778T 


$999 


Offer  ends  January  31,  2002. 


Save  now!  Call  1.800.243.9812,  contact  your  local  reseller,  or  visit  www.hp.com/go/bizsku57 


t:  estimoted  street  price   Actual  price  may  vary.  Monitor  not  included    Photographs  may  not  accurately  represent  exact  configurations  priced.  Offer  expires  January  31,  2002. 
the  Intel  Inside  logo,  Pentium,  and  Celeron  are  trademarks  or  registered  trademarks  of  Intel  Corporation  or  its  subsidiaries  in  the  United  States  and  other  countries   Microsoft  and 
Windows  are  either  registered  trademarks  or  trademarks  of  the  Microsoft  Corporation  in  the  United  States  and  other  countries.  ©2002  Hewlett-Packard  Company  All  rights  reserved. 


Economic  Viewpoint 


BY  LAURA  D  ANDREA  TYSON 


FOR  DEVELOPING  COUNTRIES, 
HEALTH  IS  WEALTH 


LIFE 
SAVINGS: 

Health-care 
investments 
of  $30  to  $40 
per  person 
could  yield 
$186  billion 
yearly  in 
economic 
benefits  to 
the  poorer 
nations 


Laura  D'Andrea  Tyson  is 
dean  of  London  Business 
School. 


Lord  Chesterfield  observed  that  good  health  is 
the  first  and  greatest  of  all  blessings  and  the 
first  of  all  liberties.  Millions  of  people  in  de- 
veloping countries  around  the  globe  lack  this  bless- 
ing and  basic  freedom.  What's  more,  their  poor 
health  both  reflects  their  poverty  and  contributes 
to  it.  Economists  have  found  a  strong  correlation 
between  better  health  and  faster  economic 
growth — a  correlation  that  holds  up  even  after 
accounting  for  other  factors  that  explain  national 
differences  in  economic  progress.  Providing  ade- 
quate health  services  to  the  world's  poorest  citi- 
zens could  save  millions  of  fives  each  year,  re- 
duce poverty,  and  promote  development.  Laudable 
as  this  goal  is,  can  it  be  achieved?  A  carefully 
researched  report  from  a  World  Health  Organiza- 
tion commission  chaired  by  Jeffrey  Sachs  of  Har- 
vard University — on  which  I  served — concludes 
that  the  answer  is  yes. 

A  relatively  small  number  of  identifiable  condi- 
tions— such  as  malaria,  tuberculosis,  childhood  in- 
fectious diseases,  maternal  and  perinatal  nutri- 
tional deficiencies,  and  hiv/aids — are  the  main 
causes  of  illness  and  high  mortality  rates  in  de- 
veloping countries.  For  each  of  these  conditions,  in- 
terventions that  can  dramatically  improve  health 
outcomes  already  exist.  Most  such  interventions 
are  not  technically  exacting  and  can  be  delivered 
by  local  health  centers,  working  with  state  and  pri- 
vate health-care  providers  and  nongovernmental 
organizations. 

Spending  on  health  in  the  developing  countries 
must  increase  significantly  over  the  next  decade, 
however.  The  who  commission — known  formally  as 
the  Commission  on  Macroeconomics  &  Health — es- 
timates that  the  minimum  cost  of  essential  treat- 
ments, including  those  necessary  to  fight  the  aids 
pandemic,  is  between  $30  and  $40  per  person  per 
year  in  those  countries. 

This  sounds  like  a  trivial  amount  compared 
with  average  per-capita  annual  health  spending  of 
$2,000  in  high-income  countries.  But  it  is  consid- 
erably more  than  the  average  per-capita  health 
spending  of  $13  per  year  in  the  poorest  coun- 
tries. Even  if  developing  countries  significantly 
increase  the  resources  they  devote  to  health  and 
use  such  resources  more  efficiently,  the  who  com- 
mission concludes  that  developed  countries  must 
contribute  an  additional  $27  billion  per  year  by 
2007.  This  increase  is  large  compared  with  their 
current  contribution  of  about  $6  billion  per  year, 
but  it  would  amount  to  only  about  0.1%  of  the 
gross  domestic  product  of  the  developed  coun- 
tries, leaving  ample  resources  for  other  develop- 
mental goals. 


At  the  same  time,  the  who  commission 
knowledges  that  efficient  delivery  of  develop 
assistance  for  health  will  require  new  organizai 
such  as  the  Global  Fund  to  Fight  aids,  Tub 
losis,  &  Malaria.  Commission  members  app 
the  establishment  of  this  fund  and  endorse 
U.N.  recommendation  that  its  resources  be  sc 
up  to  $8  billion  a  year  by  2007.  The  commisi 
also  urges  each  developing  country  to  establi* 
temporary  commission  to  formulate  a  strat 
for  increasing  domestic  spending  on  health  and 
extending  essential  health  services  to  all  citiz 
The  who  has  pledged  to  work  with  these  nati* 
organizations  to  establish  operational  targets 
a  framework  for  the  effective  use  of  donor  ai( 

Drug  companies,  too,  have  a  crucial  role 
play  in  the  fight  to  improve  the  health  of 
poor.  The  who  commission  recommends  that 
global  pharmaceutical  industry  formulate  volunt 
guidelines  to  ensure  that  essential  medicines 
made  available  to  developing  countries  at  the  1 
est  viable  commercial  prices.  Such  guideli 
should  recognize  the  principle  of  differential  p 
ing — meaning  lower  prices  in  low-income  co 
tries  as  the  norm — and  should  provide  for  lice 
ing  of  patented  drugs  to  generic  producers 
developing  countries.  In  addition,  donor  counti 
should  negotiate  with  drug  companies  for  the  1( 
est  prices  on  behalf  of  countries  too  small 
poor  to  negotiate  on  their  own.  At  the  same  tii 
developing  and  donor  countries  must  work 
gether  to  ensure  that  lower  prices  and  generic 
censing  in  poorer  countries  do  not  underm 
market  pricing  and  patent  protection  in  high 
come  markets. 

A  sustained,  cooperative  effort  to  imprc 
health  in  developing  countries  would  yield  bene 
that  far  exceed  its  costs.  The  Commission 
Macroeconomics  &  Health  predicts  that  ena 
ment  of  its  recommendations  could  save  abou 
million  lives  per  year  by  2010.  The  8  million  deal 
prevented  would  translate  into  about  330  milli 
disability-adjusted  life  years,  a  measure  of  mc 
years  of  life  and  fewer  years  of  disabilities, 

Conservatively,  each  disability-adjusted  1 
year  saved  would  yield  the  economic  benefit 
one  year's  per-capita  income  in  a  developi 
country.  The  direct  economic  benefits  of  savi 
330  million  disability-adjusted  life  years  would 
around  $186  billion  each  year.  Because  reduc 
disability  translates  into  higher  productivity,  t 
total  benefits  would  be  larger.  On  economic  a 
humanitarian  grounds,  the  case  is  compelling  i 
the  world  community  to  invest  in  the  health 
its  poorest  citizens. 
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Trying  to  find  a  great  deal 

on  a  reliable  server? 

Maybe  you're  trying 

the  wrong  place. 


Now  it's  easier  than  ever  to  find  an  HP  Netserver 
at  an  affordable  price.  HP  Netservers  are  reliable 
and  fast,  and  feature  Intel®  Pentium®  III  processors. 
And  Netserver  has  the  memory  and  storage  you 
need  to  keep  your  business  up  and  running.  For  a 
limited  time,  get  0%  apr  financing*  on  selected 
e800  Netservers.  HP's  hottest  servers  at  their 
lowest  prices  ever.  It  just  goes  to  show  that  good 
savings  are  where  you  find  them. 


m 


n  v  e   n  t 


® 


*r  e800  -  inter  Pentium 
processor  933MHz,  256KB  ECC  L2  cache,  Ultra2 
SCSI,  40X  Max-speed  CD-ROM. 

P2575A     O  WjF  $38  per  month* 

hp  netserver  e800  -  Intel'  Pentium    III 
processor  933MHz,  256KB  ECC  L2  cache,  18.2GB 
HDD,  40X  Max-speed  CD-ROM. 

P5367A     1  / 1  Q  V  $49  per  month* 

hp  netserver  e800  -  Intel*  Pentium 
processor  933MHz,  256KB  ECC  L2  cache,  18.2G 
HDD,  DAT  24i  with  one  button  disaster  recovery 

P5369A      I/3W  $67  per  month* 


. 


0%  financing*  available  -  call 

888.276.9866,  contact  your  local  reseller 

or  visit  www.bstore.hp.com. 


Offer  ends  January  31,  2002. 
Save  now!  Call  1.800.243.9812,  contact  your  local  reseller,  or  visit  www.hp.com/go/bizsku57 

'0%  apr  financing  based  upon  a  24-month  financing  term  and  subject  to  final  HP  credit  approval.  Minimum  financed  amount  is  $1500  More  than  one  new  server  may  need  to  be 
jurchased  to  qualify.  Estimated  street  price  for  the  e800  P2575A  is  $899,  P5367A  is  $1 189  and  P5369A  is  $1599.  Estimated  monthly  payments  are  $38,  $49  and  $67  respectively. 
Mual  prices  may  vary.  Offer  expires  January  31,  2002.  Intel,  the  Intel  Inside  logo  and  Pentium  are  registered  trademarks  of  Intel  Corporation  or  its  subsidiaries  in  the  United  States  and 
ither  countries.  ©2002  Hewlett-Packard  Company.  All  rights  reserved. 
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Economic  Trends 


EDITED  BY  PETER  COY 

SOCIAL  SECURITY: 
THE  LONG  VIEW 

Making  the  case  for  pessimism 

Each  year,  the  actuaries  of  the  Social 
Security  Administration  predict  So- 
cial Security's  financing  needs  for  the 
following  75  years.  In  addition  to  their 
base-case  scenario,  they  offer  an  opti- 
mistic projection  and  a  pessimistic  one, 
using  different  assumptions  about  fer- 

BAD  NEWS  FOR  SOCIAL  SECURITY? 
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PROJECTED  DEPENDENCY  RATIO  IN  2075 
(PEOPLE  AGED  65  AND  OVER  PER  100  PEOPLE  AGED  20-64) 

■  SOCIAL  SECURITY  ADMINISTRATION 
-    ■  ALTERNATIVE  CALCULATION- 


BASE-CASE  SCENARIO  PESSIMISTIC  SCENARIO 

•ANALYSIS  BY  UC-BERKELEY  DEMOGRAPHER  RONALD  LEE 
Data:  SSA,  Lee 

tility,  longevity,  economic  growth,  and 
other  factors.  The  latest  pessimistic  fore- 
cast shows  the  Social  Security  Trust 
Funds  running  out  of  money  in  2027, 
compared  with  a  2038  exhaustion  date 
for  the  base  case. 

Is  the  Social  Security  Administra- 
tion's pessimistic  case  pessimistic 
enough?  No,  says  a  new  study  by 
Ronald  D.  Lee  and  Ryan  D.  Edwards, 
both  of  whom  are  demographers  and 
economists  at  the  University  of  Cali- 
fornia at  Berkeley.  Unlike  Social  Secu- 
rity's actuaries,  Lee  and  Edwards  esti- 
mate the  probability  of  every  possible 
level  for  each  relevant  factor.  Then  they 
combine  those  to  create  a  range  of  prob- 
abilities for  the  outcomes  of  interest. 

They  found  that  the  chance  of  a  real- 
ly bad  outcome  is  much  higher  than 
commonly  expected.  In  the  Social  Secu- 
rity actuaries'  pessimistic  projection,  the 
old-age  dependency  ratio — the  ratio  of 
elderly  to  working-age  people  in  the 
population — reaches  56  per  100  in  2075. 
'Lee  and  Edwards  calculate  there's  al- 
most a  25%  chance  the  dependency  ratio 
could  go  even  higher  than  that.  Indeed, 
they  estimate  there  is  a  2.5%  chance 
that  the  dependency  ratio  could  reach  a 
crushing  82  per  100  or  higher,  if  longevi- 
ty rises  and  fertility  falls  over  time.  A 
higher  ratio  means  the  Trust  Funds  run 
out  of  money  sooner,  since  there  are 


fewer  workers  supporting  each  retiree. 
To  be  sure,  Lee  and  Edwards  also  dif- 
fer with  the  Social  Security  actuaries  on 
the  other  end  of  the  scaje.  They  calculate 
that  there's  a  chance  the  dependency  ra- 
tio could  be  slightly  lower  than  in  the  ac- 
tuaries' optimistic  projection.  Neverthe- 
less, the  relatively  high  probability  of  a 
bad  outcome  suggests  politicians  may 
have  to  deal  with  Social  Security  reform 
sooner  than  they  now  realize. 


DEBATING 
DECIMALIZATION 

Do  traders  have  a  legitimate  beef? 

TThe  New  York  Stock  Exchange 
converted  to  quoting  prices  in  in- 
crements of  pennies  instead  of  eighths 
or  sixteenths  of  dollars  on  Jan.  29,  2001. 
The  Nasdaq  followed  suit  in  April.  Most 
analysts  agree  that  small  investors  have 
benefited  from  decimalization.  Because  of 
a  narrowing  in  the  spread  between  the 
highest  bids  and  the  lowest  offers,  the 
little  guys  can  pay  less  when  they  buy 
stocks  and  fetch  more  when  they  sell 
them.  However,  big  money  managers 
complain  that  the  narrow  spreads  don't 
help  them.  They  say  the  volume  of 
shares  that  can  be  bought  or  sold  at 
the  best  prices  is  too  small  for  their 
needs — partly  because  some  big  traders 
have  been  driven  away  by  the  narrower 

A  new  study  by      HOW  TRADING 
Plexus  Group  Inc.,        COSTS  ROSE 

a  Los  Angeles  firm  POP  BIG 

that    advises   big         INVESTORS 

money  managers,  ^  0f  EXECUT|NG 
suggests  another  ORDERS  OVER  250,000 
reason     for     the  SHARES  ON  NYSE 

managers'  prob-  DOLLARS  PER  $10,000 
lems.    The    study  OF  ORDER  VALUE 

confirms    trading 
costs     for     large     C0ST 
stock  orders  did  go  y.  „ 

up    on   the    NYSE     EXECUTION       9     40 
after    decimaliza-     m«pkcT 
tion,  from  $38  per     impact 
$10,000    of   order     OF  TRADES      19     15 
value  in  the  third     COMMISSIONS  10     12 
quarter  of  2000  to     TnT..  ,.     c, 

$67  per  $10,000  in  T0TAL  38  " 
the  second  quarter  Data:  Plexus  Group  lnc 
of  2001  (table).  Mark  Edwards,  a  Plexus 
managing  director  who  wrote  the  study, 
says  that  may  be  happening  because 
money  managers  haven't  yet  gotten  the 
hang  of  trading  in  a  decimalized  world. 

Edwards  says  traders  may  be  unwit- 
tingly raising  their  trading  costs  by  try- 
ing too  hard  to  disguise  their  orders. 


QTR.    QTR. 
2000  2001 


jll 


Often,  a  big  buy  order  will  drr 
price  up  or  a  big  seU  order  will  dri    I 
price  down.  Worried  that  decimal  ' 
has  made  matters  worse,  trader 
been  dribbling  out  trades  a  littl  arm  I' 
time.  But  slowing  down  the  execu  ni 
trades  can  be  costly  for  large  ii 
tional  traders  when  they  try  to  pi 
rising  stocks  and  dump  falling 
Plexus  Group  calculates  that  for 
of  250,000  shares  or  more  on  the 
the  cost  of  execution  delays  rose  fr 
average  of  $9  per  $10,000  of  order 
in  the  third  quarter  of  2000  to  fc 
$10,000  in  the  second  quarter  of 
The  delay  cost  is  the  loss  when  a 
price  moves  against  a  trader  whill 
trader  is  waiting  to  place  a  trade 

Moreover,  Edwards  argues  that  r 
bling  out  trades  didn't  even  wor 
cause  other  market  participants 
ized    what    they    were    up    to. 
Edwards:  "If  you're  an  elephant  y 
can't  hide  in  the  strawberries." 
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THE  ECONOMY'S 
BONIS  SETBACK^ 

Variable-pay  cuts  may  hurt  spenlff 

Since  the  last  recession  in  19r 
the  number  of  U.  S.  workers  v 
pay  is  tied  to  company  performanc 
soared.  With  profits  in  the  tank,  i 
economists  think  bonuses  will  be 
off — slamming  personal  income. 

WorldatWork,  a  Scottsdale  (Ariz 
sociation  that  tracks  employee  co: 
sation,  estimates  that  77%  of  hourly 
ployees  receive  profit-sharing  pa 
or  bonuses,  up  from  52%  in  1997. 
percentage  of  salaried  workers  rece 
such  pay  has  also  reached  77%, 
60%  in  1997. 

Morgan  Stanley  Dean  Witter  & 
economist  Stephen  S.  Roach  pre 
that  with  aftertax  corporate  profit 
timated  to  fall  21%  in  the  fourth 
of  2001  from  a  year  earlier,  variable 
will  plummet.  As  a  result,  he  pre 
consumption  will  fall  1%  in  the 
quarter  of  2002,  vs.  the  0.3%  declin 
timated  by  economists  polled  by 
Chip  Economic  Indicators. 

There  are  certainly  forces  sup 
ing  the  consumer,  including  lowe 
prices,  lower  interest  rates,  and  th 
bound  of  the  stock  market.  But  the 
of  pay  combined  with  the  growing  1 
of  layoffs  will  do  more  to  undern 
consumer  spending,  Roach  argues, 
the  end  of  the  day,  it's  income  stab 
that  matters,"  he  says. 

By  Robert  Berner  in  Chic 


24  BusinessWeek  /  January  14,  2002 


usiness  Outlook 


JAMES  C.  COOPER  &  KATHLEEN  MADIGAN 


N  WITH  THE  NEW  YEAR, 
IACK  TO  THE  OLD  RULES 

jime-tested  fundamentals  will  drive  growth,  but  slowly 


U.S.  ECONOMY 


INDUSTRY  ENDS  2001 
ON  A  NIGH  NOTE 


It  looks  like  the  beginning  of 
a  mood  swing.  Consumers  are 
>re  optimistic.  Their  assessment  about  the  future 
ared  in  December  to  the  highest  level  since  before 
ptember  11.  And  orders  for  capital  goods — a  good 
oxy  for  business  sentiment — are  up  strongly  two 
mths  in  a  row.  While  emotions  are  ephemeral,  rising 
ofidence  is  the  most  concrete  evidence  yet  that  the 
■akness  in  the  economy  is  starting  to  ease  up. 
But  even  though  the  economy  may  be  hitting  bottom, 
ere  is  nothing  to  suggest  a  return  to  the  go-go  days 
the  late  1990s  when  consumer  spending  grew  at  a 
fty  5%  or  6%  annual  rate  and  business  executives  felt 
Tipelled  to  buy  the  hottest  new  equipment.  Instead, 
Jl  will  see  the  return  of  the  back-to-basics  economy. 

Growth  this  year  will  be 
driven  by  time-tested  funda- 
mentals, not  unsustainable 
fads.  First,  forget  the  wealth 
effect  from  stock-price  bub- 
bles. Consumer  spending  in 
2002  will  grow  more  in  line 
with  gains  in  take-home  pay. 
Second,  companies  will  take  a 
more  prudent  approach  to  new 
technology  as  more  realistic 
expectations  about  sales  and 
jfits  will  dictate  capital  budgets.  Last,  despite  the 
wnise  of  just-in-time  delivery  systems,  businesses 
ve  learned  that  the  inventory  cycle  is  not  dead, 
ankfully,  though,  inventory  rebuilding  will  supply 
important  boost  to  growth  this  year. 
|The  latest  data  on  consumer  confidence,  durable 
ds  orders,  and  industrial  activity  show  that  these 
ditional  forces  were  influencing  the  economy  at  the 
I  of  2001  (charts).  Signs  of  improvement,  especially  in 
Mifacturing,  suggest  that  the  recession  may  soon 
i  over.  But  because  there  is  no  strong  catalyst  for 
>wth,  the  recovery  will  be  far  more  sober  than  the 
toical  upturn. 

EN  SO,  consumers  are  upbeat  about  the  future. 
e  Conference  Board's  index  of  consumer  confidence 
nped  to  93.7  in  December  from  November's  84.9. 
most  all  of  the  gain  came  from  a  surge  in  expecta- 
ns  about  the  economy  six  months  from  now.  The 
pectations  index  jumped  more  than  14  points,  to 
5,  its  highest  reading  since  August.  Household  as- 
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A  GLIMMER  OF 
OPTIMISM  IN  DECEMBER 
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sessment  about  the  current  situation  edged  up  slightly. 

The  board  said  consumers'  moods  might  have  reached 
a  plateau  in  part  because  of  "a  stabilizing  employment 
scenario."  The  recent  drop-off  in  new  claims  for  unem- 
ployment benefits  supports  that  notion.  Progress  in 
the  war  in  Afghanistan,  the  fourth-quarter  stock-market 
rally,  and  lower  energy  prices  probably  boosted  senti- 
ment as  well. 

Moreover,  consumer  actions  underscore  their  feel- 
ings. Retailers  were  disappointed  by  Christmas  sales, 
partly  because  of  consumer  wariness  over  the  current 
economy  and  partly  because  deep  price  cuts  robbed 
profits.  But  because  the  future  looks  brighter,  con- 
sumers are  willing  to  make  the  long-term  commitment 
to  a  mortgage.  In  November,  new  home  sales  rose 
6.4%,  to  an  annual  rate  of  934,000,  and  sales  of  existing 
homes  gained  0.6%,  to  a  5.2  million  pace. 

Unseasonably  warm  weather 
lifted  the  November  data,  but 
housing  remains  one  of  the 
U.S.'s  most  resilient  sectors. 
In  the  eight  months  since  the 
recession  began,  new-home 
sales  have  averaged  887,000 
per  month,  down  only  4%  from 
their  pace  of  the  eight  months 
before  the  economy's  peak.  In 
the  1990-91  recession,  home- 
buying  collapsed  by  16.1%. 

But  because  housing  hasn't  suffered  much,  it  is  un- 
likely to  add  significantly  to  real  gross  domestic  product 
in  2002.  That's  a  big  reason  why  the  recovery  will  be 
mild.  For  the  first  quarter,  a  return  to  more  normal 
weather  and  the  recent  uptick  in  mortgage  rates  could 
knock  the  housing  data  for  a  loop.  But  the  2001  rise  of 
new  homeowners  sets  the  stage  for  continued  spending 
gains  on  home  goods  such  as  appliances  and  electronics. 

DEMAND  FOR  H0MEG00DS  and  other  consumer 
items,  however,  will  depend  on  how  fast  incomes  grow 
in  2002,  a  trend  that  was  evident  in  the  fourth  quarter. 
In  October  and  November,  real  aftertax  income  was  up 
2.1%  from  a  year  ago  and  real  consumer  spending  in- 
creased 2.9%.  Back  in  1999,  when  households  used 
their  stock-market  gains  or  credit-card  reserves  to  fi- 
nance many  of  their  purchases,  real  income  rose  2.4%, 
but  consumer  spending  soared  by  5.6%. 

This  shift  in  behavior  isn't  hard  to  figure.  Stock 
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portfolios  got  hammered  over  the  past  two  years,  so  in- 
vestors aren't  touching  their  holdings.  And  the  recession 
has  made  many  households  think  twice  about  taking  on 
more  debt.  The  new  attitude  means  consumer  spending 
will  increase  at  a  subdued  rate  in  2002,  closer  to  2%  or 
3%  rather  than  5%.  It  also  suggests  that  the  factory  re- 
bound, when  it  comes,  won't  be  very  strong. 

THE  BEST  NEWS  FOR  MANUFACTURERS,  there- 

fore,  is  that  excessive  inventories  will  be  much  less  of 
a  drag  on  production  in  2002.  When  demand  soured  in 
2001,  companies  had  to  pare  their  stock  levels  by  a 
record  amount.  This  old-fashioned  inventory  cycle  cut 
more  than  one  percentage  point  from  growth  in  real 
gdp  last  year.  Business  inventories  likely  shrank  by 
the  largest  amount  on  record  in  the  fourth  quarter. 

The  December  data  from  the  Institute  for  Supply 
Management,  formerly  the  National  Association  of  Pur- 
chasing Management,  suggest  that  inventories  have  fi- 
nally shrunk  so  much  that  companies  are  increasing  or- 
ders and  production.  The  purchasing  managers'  index 
rose  to  48.2%  in  December,  from  44.5%  in  November. 
Inventories  were  drawn  down  for  the  23rd  month  in  a 
row.  And  the  indexes  covering  new  orders  and  pro- 
duction both  rose  above  50%,  a  sign  that  demand  and 
output  of  manufactured  goods  increased  last  month 
for  the  first  time  since  the  autumn  of  2000. 

The  extended  drawdown  of  inventories  has  been  led 


BRITAIN 


by  nondefense  capital  goods,  including  high-tech  e 
ment.  The  ratio  of  tech  inventories  to  sales  has  sli 
for  three  consecutive  months  and  is  now  at  its  1 
since  April,  2001.  But  now,  with  inventories  in  b 
shape,  companies  feel  more  confident  and  are  ord 
supplies  and  equipment  again.  November  durable 
orders  fell  4.8%  after  a  defense  aircraft-related  j 
12.5%  in  October.  But  nonmilitary  capital  goods 
4.8%  in  November  on  top  of  a  5.9%  advance  in  Oc 
(chart).  That  was  the  strongest  two-month  gain 
January,  2000,  and  it  was  led  by  increased  bookmi 
motor  vehicles,  computers,  and  electrical  machine 

The  gain  in  capital-goods  or- 
ders is  a  sign  that  executives 
think  demand  will  rise  enough 
over  the  next  year  to  justify 
expanding  capacity.  To  be 
sure,  the  factory  sector  isn't 
out  of  the  woods  yet.  The  lat- 
est data  suggest  only  that,  af- 
ter 16  months  of  decline,  man- 
ufacturing is  finding  a  bottom. 

Indeed,  consumers  and  busi- 
nesses seem  to  sense  that  the 
worst  is  over  for  the  economy.  But  even  as  the  bus: 
cycle  takes  a  turn  for  the  better,  the  old  rules 
cerning  spending  and  income  and  investment  and 
its  will  apply  ever  more  importantly  in  2002. 


CAPITAL  GOODS  0RDE 
ARE  ON  THE  MEND 
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THE  STIMULUS  IS  PAYING  OFF 


me  British  economy  heads  into     pectations  hit  a  13-year  low,  re- 
2002  in  much  the  same  way  it      fleeting  excessive  inventories. 


traveled  through  2001:  on  two 
separate  tracks.  Consumer  spend- 
ing and  housing  are  strong,  while 
manufacturing  is  in  a  recession. 

The  result  is  a  mix 
of  weakness  and  re- 
silience that  could 
make  Britain  the 
fastest-growing  econo- 
my of  the  Group  of 
Seven  nations  for  the 
second  year  in  a  row. 
Economists  expect 
growth  of  just  over  2% 
in  2002,  about  the 
same  as  in  2001. 

To  be  sure,  the  economy  will 
not  escape  the  global  slowdown's 
impact  on  exports  and  manufac- 
turing. Optimism  among  manufac 
turers  dropped  to  a  three-year 
low  in  December,  and  output  ex- 


SALES  GROWTH  HITS 
A  13-YEAR  HIGH 

BRITISH  RETAIL  SALES 
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The  economy  is  slowing  sharply 
in  late  2001  and  early  2002,  but  it 
should  avoid  outright  recession. 
Consumer  spending  has  slowed 
from  a  gallop,  but  its 
underlying  strength 
was  evident  in  surg- 
ing November  retail 
sales.  And  while  un- 
employment ticked  up 
in  October  and  No- 
vember, it  remains 
near  a  record  low. 

Britain's  resilience 
mainly  reflects  stimu- 
lative policy  from 
both  the  Bank  of  England  and 
government  spending.  The  boe  cut 
interest  rates  by  two  percentage 
points  in  2001,  to  a  37-year  low  of 
4%.  With  core  retail  inflation  in 
November  at  just  1.8%,  which  is 


below  the  boe's  2.5%  target,  ecor 
omists  are  not  ruling  out  anothe| 
cut  by  February.  The  effects  of 
those  cuts  on  retail  sales,  house 
prices,  and  borrowing  will  spill 
over  well  into  2002. 

Fiscal  policy,  which  turned 
stimulative  last  spring,  will  offer! 
further  support  in  2002.  The  go\| 
eminent  has  recently  announced] 
new  measures  on  pensions  and 
health  care,  and  various  tax  crec 
its,  in  addition  to  already-an- 
nounced increases  in  outlays  for 
transportation,  hospitals,  and 
schools.  The  stimulus  will  total 
more  than  one  percentage  point 
gross  domestic  product. 

One  implication  of  Britain's 
buoyancy:  As  manufacturers  and| 
consumers  begin  to  head  in  the 
same  direction  later  in  2002,  the 
boe  may  well  be  the  first  central  I 
bank  to  tighten  monetary  policy. 
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AFE  AND  SEXY.  HOW  MUCH  MORE  CONTEMPORARY  CAN  YOU  GET? 


SIDE-IMPACT  AND  SIDE  CURTAIN  SHIELD  AIR  BAGS  (SRS)r  VEHICLE  SKID  CONTROL**  DAYTIME  RUNNING  LIGHTS 
(DRL)  AND  A  HOST  OF  OTHER  SAFETY  FEATURES.  (CAMRY  PRICES  START  AT  $19,455.  XLE  V6  AS  SHOWN  IS  $25,890.) 
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IT  SURE  IS 

GETTING 

HOSTILE 
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Unsolicited  offers 
are  on  the  rise  in  a 
market  ripe  for 
consolidation 

What's  the  matter  with  a 
little  hostility?  Nothing 
at  all,  if  you  ask  Dimitri 
J.  Boylan,  chief  executive 
of  online  employment 
service  HotJobs.com.  Six 
months  after  he  set  plans  to  merge 
with  tmp  Worldwide  Inc.,  parent  of  ri- 
val Monster.com,  media  giant  Yahoo! 
Inc.  on  Dec.  12  barged  in  with  an  un- 
solicited offer  to  buy  HotJobs  for  $436 
million  in  cash  and  stock.  With  $81  mil- 
lion more  on  the  table  than  TMP  was 
willing  to  pay  by  late  December  and 
stronger  growth  prospects,  it  took  less 
than  three  weeks  for  Boylan  to  say 
yes  to  Yahoo's  hostile  bid.  "[I  was]  sur- 
prised to  get  the  phone  call,  but  not 
surprised  by  the  strategy,"  says  Boylan. 
HotJobs  isn't  the  only  company  on 
the  receiving  end  of  such  calls  these 
days.  As  companies  ranging  from  cable- 
television  provider  AT&T  Broadband  to 
cruise  liner  p&o  Princess  Cruises  have 
discovered,  hostile  takeovers  are  back 
with  a  vengeance.  The  combination  of  a 
weakened  economy,  downtrodden  stock 
prices,  and  new  accounting  practices 
sent  hostile  bids  soaring  in  2001,  with 
more  on  the  way.  "We've  clearly  seen 
an  uptick,"  says  David  M.  Baum,  co- 


head  of  mergers  and  acquisitions  in 
North  America  at  Goldman,  Sachs  & 
Co.  "And  we're  likely  to  see  unsolicited 
activity  accelerate." 

Indeed,  from  just  $40  billion  in  2000, 
the  value  of  announced  hostile  deals 
more  than  doubled  last  year,  to  $94 
billion.  That's  well  above  the  $81  billion 
peak  hit  in  the  1988  heyday  of  the  hos- 
tile deal,  and  close  to  the  record  set  in 
1999  as  the  stock  market  topped  out. 
That  year,  the  combination  of  lofty 
share  prices  and  one  outsized  deal  by 
Pfizer  Inc. — which  paid  $90  billion  for 
Warner-Lambert  Co. — led  to  a  record 
$103  billion  in  hostile  deals. 

Not  surprisingly,  all  that  predatory 
dealmaking  is  also  spurring  more  com- 
panies to  take  defensive  maneuvers: 
The  adoption  of  shareholder-rights 
plans  known  as  poison  pills  is  also  back 
up.  And  that's  not  the  only  way  the 
hostile  takeover  game  has  changed 
since  it  first  burst  on  the  scene  in  the 
1980s.  Then,  corporate  raiders  like  Carl 
C.  Icahn  and  Henry  R.  Kravis  scoured 
the  landscape  for  companies  with  un- 
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dervalued  assets  to  restructure  and 
sell.  Now,  the  predators  are  more  like- 
ly to  be  blue-chip  industry  leaders  like 
Comcast,  which  is  buying  AT&T  Broad- 
band, and  Weyerhaeuser,  which  is  try- 
ing to  combine  with  Willamette  Indus- 
tries (page  30). 

Why  the  rise  in  hostile  deals  now? 
The  recession  is  the  driving  force  be- 
hind the  trend.  The  weak  economy, 
scarce  profits,  and  rampant  overcapac- 
ity in  many  sectors  have  pushed  in- 
dustry leaders  to  try  to  strengthen 
their  positions  by  forcing  consolidation 
(page  32).  And  for  those  with  the  fi- 
nancial muscle,  there's  little  question 
plenty  of  assets  and 
businesses  can  now  be 
gotten  on  the  cheap. 
With  the  Standard  & 
Poor's  500-stock  index 
down  13%  in  2001 
alone,  shares  of 
weaker  companies 
are  at  bargain-base- 
ment prices. 

For  mainstream  com- 
panies, the  repercus- 
sions of  failing  at  a  hos- 
tile bid  also  have 
lessened.  Because  fail- 
ing to  pull  off  a  deal 
used  to  be  considered  a  major  embar- 
rassment on  Wall  Street,  acquirers  felt 
compelled  to  engage  in  bidding  wars 
no  matter  what  the  cost — so  they 
thought  long  and  hard  before  moving 
ahead.  Now,  even  if  a  takeover  fails,  in- 
vestors often  reward  a  predator.  "We're 
seeing  more  companies  make  proposals 
on  transactions  that  are  prepared  to 
walk  away  if  the  deal  does  not  create 
value  for  their  shareholders,"  says  Don- 
ald Meltzer,  head  of  global  M&A  at 
Credit  Suisse  First  Boston. 

Regulatory  changes  are  also  giving 
companies  greater  incentive  to  fire 
away.  Bankers  expect  the  antitrust  en- 
vironment under  President  Bush's  Ad- 
ministration to  be  easier,  so  CEOs  are 
less  worried  about  making  aggressive 
offers  to  gobble  up  smaller  rivals. 
"Coming  out  of  the  recession,  people 
are  less  concerned  about  these  issues 
than  getting  things  rolling  again," 
says  James  R.  Elliott  III,  head  of 
North  American  m&a  at  J.  P.  Morgan 
Chase  &  Co. 

Even  accounting  rules  are  helping 
to  spur  hostile  deals.  In  the  past,  pred- 
ators shied  away  from  all  deals — hostile 
and  friendly  alike — where  their  own 
earnings  would  have  been  diluted  be- 
cause of  the  need  to  amortize  goodwill. 
That's  the  difference  between  the 
amount  an  acquirer  pays  for  a  company 


NO  GOODWILL 


Accounting-rule 
changes  help  to 
spur  deals:  "One 
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defenses . . .  has 

been  eliminated" 


and  what  its  assets  are  on  its  own  bal- 
ance sheet.  But  in  July,  the  Financial 
Accounting  Standards  Board  decided 
to  end  the  practice  of  amortizing  good- 
will. "One  of  the  great  defenses  against 
hostile  offers  has  been  eliminated,"  says 
tax  and  accounting  analyst  Robert  Wil- 
lens  at  Lehman  Brothers  Inc.  The 
change  has  been  particularly  important 
in  industries  built  on  human  capital, 
such  as  biotech,  technology,  and  finan- 
cial services,  because  the  difference  be- 
tween companies'  asset  values  and 
their  stock  valuations  have  typically 
been  large. 

That's  one  key  reason  hostile  deals 
are  soaring  in  the  tech 
sector.  Indeed,  62%  of 
the  hostile  bids  in  2001 
involved  failing  dot- 
coms, cash-strapped 
telecom  players,  and 
other  tech  companies, 
up  from  24%  of  hostile 
deals  just  a  year  earli- 
er. But  there's  another, 
more  prosaic  explana- 
tion as  well:  In  the 
past,  acquirers  gener- 
ally avoided  hostile 
deals  in  tech,  since 
many  feared  a  target's 
main  assets — its  engineers,  developers, 
and  other  valuable  employees — would 
flee.  But  with  the  economy  in  a  reces- 
sion and  unemployment  rising,  unhappy 
employees  have  fewer  places  to  move 
to.  "[Tech]  takeover  targets  can't  take 
as  much  comfort  as  they  have  in  the 
past,"  says  Doug  W.  McNitt,  general 
counsel  at  webMethods  Inc.,  a  Fairfax 
(Va.)  company  that  specializes  in  linking 
computer  systems. 

That  isn't  to  say  companies  have 
been  shorn  of  all  defenses.  The  rise  in 
hostile  activity  is  also  spurring  another 
round  of  poison  pills  designed  to  make 
life  tougher  for  potential  acquirers.  In 
2001,  283  companies  adopted  poison 
pills,  74  more  than  in  2000.  And  given 
the  plunge  in  stock  valuations  they've 
suffered,  it's  hardly  surprising  that  tech 
companies  and  dot-coms  such  as  bea 
Systems  Inc.  and  E*Trade  Group  Inc. 
accounted  for  31%  of  the  poison  pills 
enacted  in  2001,  up  from  24%  last  year. 
"Many  CEOs  are  actively  reviewing 
their  companies'  defensive  profiles," 
says  Michael  J.  Boublik,  head  of  East 
Coast  technology  M&A  at  Morgan  Stan- 
ley Dean  Witter  &  Co. 

Some  managements  are  going  so  far 
as  to  hire  investment  bankers  just  in 
case  they  get  hit  with  a  hostile  bid. 
"Over  the  last  12  months,  we  have 
more  than  doubled  our  defense  retain- 
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er  business,"  says  csfb's  Meltzer. 
For  now,  however,  the  return  of  poi- 
son pills  has  left  investors  relatively 
sanguine.  The  reason?  Unlike  in  the 
'80s,  when  such  measures  were  often 
used  to  protect  entrenched  manage- 
ment, today's  pills  are  more  geared  to 
prompting  unwanted  bidders  to  in- 
crease their  offers.  Bankers  now  point 
to  a  wealth  of  evidence  that  they  ulti- 


mately pay  off  for  investors.  J.  P.  Mor- 
gan Securities'  research  shows  that 
since  1997,  U.S.  companies  worth  more 
than  $1  billion  with  pilts  in  place  re- 
ceived a  median  premium  of  35.9%,  vs. 
31.9%  for  companies  without.  "Your 
typical  investor  can  point  to  more  sit- 
uations where  boards  used  pills  to  get 
higher  bids  than  to  boards  that  used 
pills  to  forestall  [deals]  altogether,"  says 


Patrick  McGurn,  vice-president  anJ 
rector  of  corporate  programs  at  II 
tutional  Shareholder  Services.  Coil 
ering  many  of  the  other  earmart 
these  hardscrabble  times,  it's  at  le 
trend  that  investors  can  bank  on. 

By  Emily  Thornton  in  New 
with  Faith  Keenan  in  Boston,  Chr 
plier  Palmeri  in  Los  Angeles,  and 
da  Himelstein  in  San  Mateo,  Cali 


COMMENTARY 


By  Stanley  Holmes 


ITS  TIME  FOR  WILLAMETTE 
TO  GIVE  IN  TO  WEYERHAEUSER 


It  has  been  emotional,  nasty,  and 
seemingly  endless.  Indeed,  the 
fierce  hostile-takeover  battle  that 
began  way  back  in  November,  2000, 
between  two  Northwest  timber  ri- 
vals, Weyerhaeuser  Co.  and 
Willamette  Industries  Inc., 
could  drag  on  for  several 
more  months.  Despite  repeat- 
ed Willamette  board  meetings 
to  consider  Weyerhaeuser's 
sweetened  $55-a-share  bid, 
Willamette  shows  few  signs 
of  yielding. 

Too  bad,  because  a  Weyer- 
haeuser-Willamette  combo 
makes  good  strategic  sense.  The  in- 
dustry is  in  the  midst  of  a  broad  con- 
solidation to  reduce  excess  capacity, 
of  which  Willamette  has  plenty.  A 
successful  Weyerhaeuser  bid  would 
also  give  Willamette  investors  a  tidy 
premium  of  40%  over  its  $33  share 
price  prior  to  Weyerhaeuser's  origi- 
nal bid.  Further,  it  would  preclude 
any  more  ill-considered  moves  on  the 
part  of  Willamette's  management. 

Investors  clearly  want  a  deal.  In 
October,  a  majority  of  shareholders 
backed  a  tender  offer  at  $50.  Yet  in 
his  damn-the-torpedoes  attempt  to 
outrun  the  Weyerhaeuser 
offer,  Willamette  Chair- 
man William  Swindells 
has  been  maneuvering  to 
acquire  the  building  prod- 
ucts division  of  Georgia- 
Pacific  Corp.,  another  for- 
est products  company 
with  serious  problems. 
The  $3.5  billion  offer  an- 
nounced in  December, 
Swindells  has  argued,  is 
the  only  way  to  make 


Weyerhaeuser  and  its  CEO,  Steven  R. 

Rogel,  go  away. 

But  acquiring  the  GP  unit  would 

create  more  difficulties  than  it  would 

solve.  A  GP  deal  would  give 

Willamette  a  gypsum  wall- 
board  business  that  carries 
big  potential  asbestos  lia- 
bilities and  a  costly  distri- 
bution system  vastly  differ- 
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ent  from  Willamette's  own.  That 
would  be  a  sorry  result  for  a 
Willamette  management  team  that 
up  until  now  has  had  one  of  the  best- 
run  operations  in  the  industry. 

The  problem  with  this 
fight  is  that  it  has  been 
far  too  personal  from  the 
start.  The  two  rival  chief- 
tains go  way  back:  Wey- 
erhaeuser's Rogel  once 
held  the  same  post  at 
Willamette,  where,  as  a 
Willamette  20-vear  veteran,  he  was 

"  stock  price  -  Swindells'  protege.  Not 

°  JAW.  -01 JAN.'2,''02        lonS  int0  the  takeover 

a  dollars  battle,  incensed 

Data:  Bloomberg  Financial  Markets  Willamette  exeCS  taped  8. 


DEAL  TIME? 

Investors  want  Willamette 
to  accept  Weyerhaeuser's 
55  -  -  $55  dollar  bid  -  -  - 
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picture  of  Rogel  to  a  voodoo  doll, 
placed  it  on  a  desk  in  the  hallway 
that  ran  through  the  Portland  (Ore. 
executive  suites,  and  jabbed  pins  in 
their  former  boss.  Says  Willamette 
ceo  Duane  C.  McDougall:  "It  was  a 
pretty  good  indication  of  how  peopl 
were  feeling." 

Swindells  has  vowed  he  will  neve 
sell  to  Rogel.  The  Willamette  board 
has  used  every  means  to  try  to 
scotch  the  deal,  including  plumping 
up  golden  parachutes,  withholding 
shareholder  mailing  lists  from  Wey- 
erhaeuser, and  threatening  to  trigge 
a  hugely  dilutive  poison  pill. 

Yet  all  that  pales  compared  with 
Willamette's  plans  to  buy  GP.  With 
gp's  myriad  problems,  many  in- 
vestors see  the  potential 
deal  as  a  "scorched-earth'- 
tactic  to  thwart  Weyer- 
haeuser. Even  members  o 
the  founding. family,  who 
have  supported  Willamett 
until  now,  are  against  it. 
"Those  types  of  companies 
at  GP  are  not  the  core 
business  of  Willamette," 
says  Richard  M.  Clark,  a 
son  of  one  of  the  compa- 
ny's founders,  who  con- 
trols about  3%  of  its 
shares.  He  is  now  willing 
to  sell  for  $55  a  share. 
One  way  or  the  other,  a  decision 
wall  have  to  come  by  June,  when  a 
proxy  vote  over  board  membership 
is  set.  Last  year,  Weyerhaeuser  won 
three  seats  on  a  nine-member  board 
after  waging  a  heated  proxy  battle. 
Unless  Swindells  goes  ahead  with 
the  GP  bid — in  which  case  Weyer- 
haeuser will  withdraw  its  offer — it 
looks  like  Weyerhaeuser  will  win 
three  more  seats  and  board  control 
in  June.  Ultimately,  Swindells  may 
win  this  battle — but  at  a  heavy  cost 
to  the  company  and  its  sharehold- 
ers. It's  time  he  gave  up  the  fight. 


Holmes  covers  the  forest  products 
industry  from  Seattle. 


30  BusinessWeek  /  January  14,  2002 


HOW? 


GET  TO  KNOW  BRIO. 

The  Business  Performance  Software  Company?1 

Having  evolved  beyond  traditional  business  intelligence 
applications,  Brio  Software"'  helps  drive  business  performance 
by  aligning  an  organization's  resources  with  its  business 
goals.  Using  existing  enterprise  information  systems,  Brio 
solutions  enable  you  to  establish  key  performance  indicators, 
evaluate  organization-wide  achievement,  and  empower  your 
workforce  at  every  critical  moment  of  performance. 

Compatible  and  easy  to  use,  Brio's  performance-driven 
applications  will  turn  your  analytics-bound  organization 
into  a  dynamic  enterprise  that  knows  how  to 
Act  with  Intelligence. 

If  you're  ready  to  take  action,  call  1-877-BUY-BRIO 

or  visit  www.brio.com 
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STRATEGIES 


MAKING  HAY 
WHILE 
IT  RAINS 


Companies  with  healthy 
balance  sheets  are  buying 
rivals,  cutting  prices,  and 
boosting  marketing 

While  other  hotel  executives 
have  been  trekking  to  Wash- 
ington seeking  relief  for  their 
hard-hit  sector,  Hilton  Hotels 
Chief  Executive  Stephen  F.  Bollenbach 
has  taken  a  different  tack.  He  has  been 
spending  liberally  to  renovate  such  top- 
of-the-line  properties  as  the  San  Fran- 
cisco Hilton  &  Towers.  And  instead  of 
remodeling  just  a  planned  five  floors  at 
a  time,  he's  overhauling  10  at  a  bound — 
taking  advantage  of  slack  occupancies 
at  the  1,900-room  site  to  replace  every- 
thing from  furniture  to  draperies. 

Throw  in  renovations  at  Hilton  units 
in  New  Orleans,  Cleveland,  and  Salt 
Lake  City,  and  the  tab  will  come  to  $40 
million.  That  doesn't  count  the  $25  mil- 
lion Bollenbach  plans  to  spend  to  build  a 
319-room  tower  in  Portland,  Ore.,  a  new 
ballroom  in  La  Jolla,  Calif.,  and  a  new 
restaurant  in  Alexandria,  Va.  Says 
Bollenbach:  "Now  is  the  time  to  take 
market  share  from  our  competitors." 

While  plenty  of  managers  seem 
shackled  by  the  uncertainty  brought  on 
by  recession,  coupled  with  the  new  dan- 
gers and  costs  of  terrorism,  opportunists 
such  as  Bollenbach  see  this  as  a  terrific 
opening  to  advance  their  strategies. 


Their  goal:  to 
outhustle,  out- 
maneuver,  or  just 
plain  outmuscle 
weaker  competitors 
to  be  even  further 
ahead  when  the  re- 
covery comes.  "If  you  have  a  strong  fi- 
nancial structure,  gambling  on  picking 
up  market  share  in  a  downturn  can  of- 
ten be  a  great  strategy,"  says  David  A. 
Wyss,  chief  economist  at  Standard  & 
Poor's. 

To  be  sure,  more  is  required  than  an 
iron  stomach  and  a  roll-the-dice  disposi- 
tion. Investing  in  a  downturn  takes  a 
healthy  balance  sheet,  a  strong  core 
brand,  and,  often,  the  advantages  that 
come  with  being  the  lowest-cost  pro- 
ducer in  a  market.  Those  blessed  with 
such  strengths  are  slashing  prices, 
pumping  up  marketing  budgets,  pouring 
capital  into  new  equipment,  and  buying 
weakened  rivals  in  hopes  of  coming  out 
of  the  slowdown  in  much  better  shape. 

Put  another  way,  it's  a  great  time  for 
the  strong  to  press  their  rivals  to  the 
wall.  Companies  that  are  able  to  ex- 
ploit the  downturn  went  into  it  with 
their  financial  houses  in  order — and 
many  have  continued  to  strengthen 
their  balance  sheets.  That  sturdiness  al- 
lows them  to  grab  more  market  share 
without  having  to  worry  as  much  as 
their  more  fragile  rivals  about  the  short- 
term  financial  consequences.  Indeed, 
such  moves  are  often  aimed  at  putting 
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ever    more    financ 
pressure  on  the  falterii 
"If  you  haven't  got  a  strong  b    >apeiii 
ance  sheet,  you  just  can't  take  so 
of  the  risks — whether  that's  the  oper 
ing  risk  of  running  a  loss  for  a  while 
a  business  risk  of  making  acquisitions 
of  making  a  major  expansion,"  s 
Robert  G.  Atkins,  a  vice-president 
Mercer  Management  Consulting  Inc 

But  financial  health  is  just  a  sta 
The  question  is,  how  best  to  use  it?  F 
many,  the  answer  is  simple:  acquisitio 
With  share  prices  at  most  compam 
now  trading  at  just  a  fraction  of  wr 
they   were    18  months   ago,   barg; 
hunters  are  on  the  prowl.  No.  1  el< 
tronics  retailer  Best  Buy  Co.,  seei 
limited  growth  potential  in  its  supt 
store  concept,  is  snapping  up  sudder 
more  affordable  retailers  in  other  fc 
mats.  Recent  deals,  including  the  $3 
million  purchase  of  91-unit  Future  Sb 
Ltd.  in  Canada,  quadrupled  its  sto 
count.  "In  relationship  to  what  oth 
houses  had  sold  for  in  the  neighbc    - 
hood,  we  got  to  buy  this  one  at  a  fit t 
cheaper  price,"  says  Chief  Financial 
fleer  Darren  R.  Jackson. 

Even  the  staggering  media  busine 
suffering   its    steepest    downturn 
decades,  has  its  share  of  opportunist 
Tribune  Co.,  though  suffering  bad 
from  the  advertising  drop,  wants  to  at 
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BETTING  ON 
GROWTH 

As  the  going  gels 
tough,  some 
companies  are 
seizing  on  the  down- 
turn to  strengthen 
their  posit  to 
Among  the  strategies: 


PRICE  CUTS 


The  lowest  production 
costs  in  the  PC  indus- 
try have  allowed  Dell 
Computer  to  slash 
prices  and  grab  share 
from  rivals  Gateway, 
Compaq,  and  Hewlett- 
Packard,  even  as  it 
puts  enormous  pres- 
sure on  their  margins. 


CAPITAL  EXPANSION       I  AGGRESSIVE  MARKETING 


A  weak  retail  outlook? 
Not  at  Wal-Mart, 
which  will  open  415 
stores  over  the  next 
year  in  its  most  ag- 
gressive capital  spend- 
ing plan  ever.  Count 
on  it  gaining  share 
over  such  weakened 
competitors  as  Kmart. 


Ad  spending  may  be 
tanking  most  every- 
where, but  Sara  Lee 
and  Wendy's  plan  to 
boost  ad  outlays  by 
25%  and  30%  respec- 
tively. With  media 
rates  declining,  they'll 
get  an  even  bigger 
bang  for  their  buck. 


ACQUISITIONS 


With  asking  prices 
falling,  superstore 
chain  Best  Buy  spot- 
ted a  chance  to  plug  a 
gap  in  its  strategy  by 
purchasing  Canada's 
Future  Shop  and  other 
retailers  with 
electronics  stores  in 
smaller  for 
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its  portfolio  of  TV  stations.  At  the 
I  une  time,  it's  investing  $100  million  in 
joint  venture  with  Knight  Ridder  Inc. 
>  acquire  job  bulletin  board  Head- 
mter.net,  bringing  into  the  fold  what 
|  ice  was  seen  as  a  dire  threat  to  news- 
papers' classified-advertising  business. 
Is  some  portfolio  managers  say,  you 
lould  buy  at  the  time  of  maximum 
ssimism,"   says  Tribune   President 
ennis  J.  FitzSimons. 
!  If  acquisitions  are  fine  for  some,  for 
ric  iany  businesses,  there's  a  more  irarae- 
rii  ate  way  to  bolster  their  position  at 
-  ;  ;e  expense  of  rivals:  slash  prices.  And 
sod  one  thing  is  clear  after  a  Christmas 
'  i  ason  in  which  retailers  from  Gap  to 
e '  ordstrom  discounted  both  early  and 
ten,  it's  that  the  strong  are  turning  in- 
•easingly  to  price  wars  to  try  to  grab 
larket  share.  Here,  the  key  isn't  simply 
iving  a  strong  balance  sheet — to  come 
•ta  it  ahead,  it  also  helps  to  have  the  low- 
F  st  costs  in  an  industry.  That  way,  any 
in  rice  war  is  guaranteed  to  wreak  more 
ani  woe  on  rivals'  profits  and  market  po- 
vh  tion  than  on  the  company  leading  the 
rga  rice  spiral  down. 

elf   That's  the  logic  driving  Dell  Comput- 

eii  *  Corp.,  which  slashed  computer  prices 

ipf  ,'  16%  in  2001.  Sticker  prices  on  some 

ien  achines  have  dropped  by  as  much  as 

jf%.  The  payoff:  At  14.5%,  Dell's  mar- 

v"  jt  share  is  up  1.1  percentage  points 

>tii/er  where  it  was  in  the  three  months 

t!  iding  in  September,  says  market  re- 

■  archer  International  Data  Corp.  The 

ice-cutting  has  put  Gateway  on  the 

litt  jpes,  cut  into  Hewlett-Packard's  piece 

lO?  the  market,  and  helped  Dell 

lare  the  No.  1  spot  in  global  PC 
rabies  from  Compaq.  What's 
iore,  Dell  has  also  won  36 
rge  corporate  accounts,  worth 
:|270  million,  so  far  this  year. 
••Ve're  in  full  account-acquisi- 
on  mode,"  says  CEO  Michael  S.  Dell. 


I 
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"The  whole  market  is  down.  We  con- 
tinue to  be  up." 

How  so?  Dell's  streamlined  procure- 
ment, manufacturing,  and  distribution 
systems  have  blessed  it  with  a  low 
breakeven  point  that  lets  it  cut  prices 
while  staying  solvent.  True,  Dell  has 
had  to  lop  off  thousands  of  jobs  and  re- 
cently logged  its  first  losing  quarter  in 
eight  years.  But  in  the  quarter  that 
ended  Nov.  2,  Dell  rang  up  profits  of 
$429  million  on  revenues  of  $7.5  billion. 
And  when  tech  buying  bounces  back, 
Dell  expects  customers  it  has  lured  with 
deals  on  PCs  and  low-end  servers  to 
ante  up  for  more  expensive  gear. 

Of  course,  cutting  only  gets  you  so 
far.  Even  as  belts  are  being  tightened, 
some  companies  are  continuing  to  spend 
where  it  matters.  Far  from  hunkering 
down,  Wal-Mart  Stores  Inc.  is  under- 
taking its  biggest  expansion  ever.  Bet- 
ting that  it  can  take  business  from 
Kmart,  Sears,  and  a  fragmented  super- 
market industry,  the  discounter  will 
spend  about  $10  billion  ^tbis  year  on  cap- 
ital projects,  up  $1  billion  from  2001,  to 
add  46  million  square  feetxof  retail 
space.  "We  refer  to  ourselves  as  maybe 
the  world's  only  $200  billion  growth 
company,"  says  J.J.  Fitzsimmons,  se- 
nior vice-president  for  finance. 

Even      marketing, 
one  of  the  first  vic- 
tims of  cuts  in 


a  recession,  is  getting  a  sharp  boost  at 
companies  such  as  Sara  Lee  and 
Wendy's  International.  Sara  Lee,  with  a 
diverse  product  line  spanning  cheese- 
cake, panty  hose,  and  shoe  polish,  is 
juicing  advertising  by  25%,  to  $434  mil- 
lion, in  2002.  No  mean  increase  even 
in  flush  times,  it's  a  particularly  strong 
boost  in  brand  exposure  considering 
how  much  the  price  of  TV  air  time  is 
falling,  ceo  C.  Steven  McMillan  has 
even  told  his  managers  that  they  won't 
get  bonuses  if  they  try  to  meet  financial 
targets  by  cutting  marketing  budgets. 

Given  the  degree  of  economic  and 
political  uncertainty  that  confounds 
planning,  McMillan  is  countering  what 
is  a  natural  reaction.  Indeed,  plenty  of 
companies  are  sounding  the  retreat. 
Still,  the  players  who  wind  up  in  the 
best  position  may  be  those  who  take 
the  risky-seeming  opposite  course.  And 
placing  those  bets  will  always  be  a 
game  only  the  strong  can  play  well. 

By   Julie    Forster   in    Chicago, 
with  Andrew  Park   in  Dallas, 
Christopher  Palmeri  in  Los 
Angeles,     and     bureau 
reports 


\ 


COMMENTARY 

By  Richard  S.  Dunham 
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Watching  the  debate  over  now- 
stalled  economic  stimulus  leg- 
islation was  a  little  like  watch- 
ing human  evolution  in  reverse:  Both 
parties  seemed  to  regress  back  to 
their  Neanderthal  roots. 

Republicans,  who  began  2001  de- 
termined to  retool  their  message  into 
a  more  user-friendly  "compassionate 
conservatism,"  became  the  Party  of 
Big  Business  again.  They 
made  their  last  stand  of 
the  year  on  alternative- 
minimum-tax  relief  for  the 
likes  of  General  Electric 
and  IBM. 

Democrats  came  off 


WHERE  HAVE 

ALL  THE 

CENTRISTS  GONE? 

It's  a  lousy  way  to  run  a  country." 

That  divide  could  foreshadow  a 
nasty,  unproductive  year  in  Washing- 
ton as  public  attention  shifts  from 
the  war  on  terrorism  to  recession 
and  recovery.  Among  the  likely  hot 
spots:  business  tax  cuts,  regulatory 
relief,  Social  Security  privatization, 
and  a  prescription-drug  benefit  for 
seniors.  In  each  case,  Democrats  will 
accuse  Republicans  of  trying  to  pay 
back  their  corporate  patrons,  while 
the  gop  will  accuse  the  Dems  of  be- 
ing in  the  pocket  of  unions,  trial 
lawyers,  and  radical  environmental- 
ists. "To  compromise  means  to  give 
away  what  their  biggest  supporters 

LIKELY  VICTIMS  OF  GRIDLOCK 

Issues  to  watch: 


one-vote  edge  in  the  Senate  and  Re- 
publicans protecting  a  five-seat  cush 
ion  in  the  House,  hyperpartisanship 
could  be  the  order  of  the  day.  And 
that  will  only  accelerate  public  dis- 
content. Already,  "the  biggest  party 
in  the  country  is  really  'No  Party,'" 
concedes  Democratic  pollster  Mark 
Penn.  Swing  voters  overwhelmingly 
want  moderate  solutions  to  national 
problems,  and  by  three-to- 
one  would  be  more  incline 
to  support  centrist  candi- 
dates, according  to  a  re- 
cent Penn  poll. 

So  why  the  disconnect 
between  independent-mind- 
equally  poorly  as  the  party      I.!!"!*™""1.?. ed  Americans  and  Capitol 


TAX  CUTS  Republicans  will  demand  a  new  round  of 
cuts  for  business  and  accelerated  rate  reductions  for 
individuals 


of  liberal  interest  groups 
and  government  spending. 
No  new  tax  cuts,  not  even 
a  teeny  one,  for  anybody 
who  isn't  certifiably  mid- 
dle-class, they  cried.  After 
a  decade  of  Clintonian  ef- 
forts to  create  a  "New  De- 
mocrat" party  attractive  to 
entrepreneurs  and  fiscally 
moderate  independents, 
leaders  such  as  Senate  Majority 
Leader  Tom  Daschle  (D-S.D.)  and 
House  Minority  Leader  Dick  Gep- 
hardt (D-Mo.)  have  returned  to  their 
labor-populist,  anti-corporate  roots. 
Despite  the  national  pulling-to- 
gether  after  September  11,  the  two 
parties  are  more  polarized  on 
spending  and  taxes  than  at  any  time 
since  the  Reagan  years.  "There  is 
nothing  that  divides  our  parties 
more,  philosophically,  than  economic 
policy,"  says  Daschle.  Frets  Repre- 
sentative Amos  Houghton  (R-N.  Y.), 
a  leader  of  the  moderate  Main 
Street  Republicans:  "We're  revert- 
ing back  to  our  aboriginal  state. 


SOCIAL  SECURITY  PRIVATIZATION  Democrats  will 
accuse  the  GOP  of  promoting  a  risky  new  scheme  that 
puts  retirees'  money  in  jeopardy  in  the  stock  market 

REGULATORY  RELIEF  The  White  House  is  preparing  a 
broad  offensive  against  government  regulations  it  sees 
as  restraining  business  growth  and  profits 

MEDICARE  Democrats  will  demand  a  new  prescription- 
drug  entitlement  for  seniors 

Data:  BusinessWeek 

want,"  says  Charles  Cook,  editor  of 
the  nonpartisan  Cook  Political  Re- 
port. "It's  always  easier  to  say,  T 
went  down  fighting  for  you.' " 

This  doesn't  mean  a  complete  lack 
of  progress.  Both  paraes  need  to 
chalk  up  some  accomplishments  in  an 
election  year.  Election  reform  is 
headed  for  passage  [page  43],  and 
trade  liberalization  legislation  is  like- 
ly to  win  final  approval  soon.  Com- 
promise also  is  likely  on  two  stalled 
proposals — a  Patients'  Bill  of  Rights 
and  energy  legislation — if  President 
Bush  is  willing  to  use  some  of  his  ac- 
cumulated political  capital. 

Still,  with  Democrats  holding  a 


Hill?  For  one  thing,  the 
political  extremes  are  dis- 
proportionately represent- 
ed. The  reason:  Nearly 
90%  of  House  districts  are 
heavily  weighted  toward 
one  party  or  the  other,  and 
primary  elections  are  domi- 
nated by  time  believers. 
That  leaves  about  40  mod- 
erate Democrats  and  a 
dozen  gop  centrists  in  competitive 
districts  holding  the  balance  of  pow- 
er. But  most  of  the  centrists  have 
been  intimidated  into  submission  by 
their  parties'  ideological  hierarchies. 
Unless  Bush  moves  the  domestic 
agenda  to  the  center,  moderates  will 
keep  fading.  Although  lawmakers 
such  as  Senators  Olympia  J.  Snowe 
(R-Me.)  and  Joe  Lieberman  (D- 
Conn.)  continue  to  search  for  consen- 
sus solutions  to  divisive  issues,  there 
are  too  few  heavyweights  to  counter- 
act the  centrifugal  force  that's  pulling 
Washington  toward  the  extremes. 

With  Lorraine  Woellert  and 
Alexandra  Starr  i)i  Washington 
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LORIDA  DRAWS 
1  LINE  IN  THE  SAND 

'he  feds  want  offshore  drilling — but  opposition  is  fierce 


Ipior  more  than  a  decade,  to  be  a 
■  Floridian  has  meant  opposing  off- 
shore drilling.  Nearly  everyone  in 
e  state,  from  environmentalists  and 
le  tourism  industry  to  successive  in- 
ibitants  of  the  governor's  office,  fought 
f  attempts  to  drill  in  the  nearby  oil 
'id  gas  fields  under  the  Gulf  of  Mexico. 
i\v.  however,  the  oil  industry,  backed 
*  a  friendly  White  House,  has  finally 
!on  a  round.  On  Dec.  5,  the  Interior 
ept.  auctioned  off  the  rights  to  drill  on 
5  million  acres  about  100  miles  off 
iorida's  west  coast. 

That's  not  all.  ChevronTexaco  Corp.  is 
i  the  verge  of  winning  federal  approval 
drill  25  miles  off  the  pristine  beaches 
I*  Pensacola.  "We've  been  peering  over 
fence  for  the  past  13  years,  and  at 
we're  being  allowed  inside,"  says 
obert  J.  Allison  Jr.,  chairman  of 
nadarko  Petroleum  Corp.,  which  won 
ie  biggest  share  of  the  recently  auc- 
oned  rights. 

But  don't  count  on  drilling  beginning 
ly  time  soon.  Granting  leasing  rights  is 
ily  the  most  recent  salvo  in  this 
icades-old  battle,  which  is  largely  be- 
g  fought  between  oil  interests  and 
lorida's  huge  tourism  industry,  who 
ive  received  a  helping  hand  from  en- 
ronmentalists.  It  has  already  pitted 
o  prominent  political  brothers  against 
ie  another.  President  Bush  wants  more 
>mestic  exploration,  while  his  brother 
b,  Florida's  governor,  opposes  it  in 


his  state.  And  even  oil  executives  con- 
cede that  opponents — who  are  gearing 
up  to  fight  the  oil  companies  through 
lawsuits  and  challenges  to  the  permit- 
ting process — could  halt  drilling  for  up 
to  five  years,  if  not  kill  it  altogether. 

Until  now,  there  has  never  been  a 
commercial  well  drilled  off  the  state's 
coast.  But  hundreds  of  rigs  dot  the  hori- 
zons of  other  Gulf  states'  shorelines. 
The  difference:  Florida's  $50  billion 
tourism  industry.  "Any  perceived  threat 
to  the  Panhandle's  clear  waters  and 
world-renowned  beaches  injures  our 
tourist  industry,  the  backbone  of  Flori- 
da's economy,"  says  Governor  Bush. 

Some  in  Washington  are  less  con- 
vinced by  that  argument.  Governor  Bush 


NO,  GEORGE: 

Jeb  Bush  is  on 
the  side  of  the 
tourism  biz 


became  the  target  of 
an  intense  yet  quiet 
Administration  cam- 
paign to  open  up  the 
offshore  fields.  With 
the  heat  on  from  his 
brother,  Jeb  has  had  to 
publicly  agree  to  ac- 
cept drilling  outside  a 
100-mile  perimeter  of 
the  Florida  coast.  A  to- 
tal of  17  oil  companies 
bid  $340  million  on  a 
small  number  of  the  6 

million  tracts. 

Now  drilling  foes  plan  to  challenge 
the  oil  companies  over  every  one  of 
the  dozens  of  state  and  federal  per- 
mits needed  to  begin  work.  This  is  no 
idle  threat.  The  companies  can't  start 
without  scores  of  permits  from  the  En- 
vironmental Protection  Agency  and 
other  federal  agencies.  Each  permit 
must  go  through  a  series  of  hearings 
where  opponents  can  voice  objections. 
The  loss  of  any  permit  can  stop  the 
drilling.  "We  always  get  an  over- 
whelming show  of  force  against  the  in- 
dustry," says  Mark  Ferrulo,  director 
of  the  Florida  Public  Interest  Research 
Group,  which  opposes  exploration. 

Lawsuits  are  also  likely.  If  permits 
are  granted,  environmentalists  plan  to 
sue  to  stop  exploration  under  the  En- 
dangered Species  Act,  arguing  that 
sperm  whales  in  the  Gulf  would  be 
threatened.  Others  may  also  sue  the 
Commerce  Dept.  in  federal  court  if  it 
grants  ChevronTexaco  the  drilling  rights 
it  won  back  in  1988. 

Florida's  officials  are  making  them- 
selves heard  in  Washington,  too.  Gov- 
ernor Bush  has  written  to  Commerce 
Secretary  Donald  L.  Evans  asking  the 
federal  government  to  deny  Chevron- 
Texaco drilling  rights.  Meanwhile,  Sen- 
ator Bill  Nelson  (D-Fla.)  is  lobbying 
Congress  to  let  Florida  repurchase  any 
of  the  recently  leased  rights  and  re- 
tire them.  "We  sell  Florida  on  its  clean 
and  pristine  beaches,"  says  Lenne 
Nieklaus-Ball,  vice- 


OIL  WARS 

Opponents  of  drilling 

for  oil  off  Florida's  Gulf 

Coast  mil  fight  to  limit 

exploration  by: 


president  of  the 
Nicklaus  Group, 
which  owns  the 
plush  Sirata  Beach 
Resort  in  Tampa. 
"A  spill  would  dev- 
astate Florida's 
tourism  industry." 
True  enough.  But 

that's  a  risk  that 
Endangered  Species  Act  the   WhJte   Houge 

►  Lobbying  Congress  for  appears  willing  to 

egislation  that  would  take. 

permit  Florida  to  buy  back  By  Charles  Had- 

ChevronTexaco's  leases       dad     in    Atlanta, 

off  the  Panhandle        with  Laura  Cohn 

in  Washington 


►  Tying  up  drilling  permits 
in  administrative  hearings 
on  oil  company  safety 
practices  and  environmen- 
tal records 

►  Suing  the  17  oil  compa- 
nies involved,  including 
Anadarko  Petroleum  and 
Shell  Oil,  under  the 
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AUTOS 


DAIMLER  AND  CHRYSLER 
HAVE  A  BABY 

The  Crossfire  is  the  first  sign  they're  meshing 


Barely  a  year  ago,  Chrysler  design- 
ers wowed  the  folks  at  the  Detroit 
auto  show  with  a  sensuous  new 
concept  car  called  the  Crossfire.  Al- 
though the  reception  was  gratifying, 
many  at  Chrysler  thought  there  was 
little  chance  the  two-seat  roadster  would 
ever  be  built.  After  years  of  record 
sales  and  profits,  Chrysler  was  sudden- 
ly in  a  tailspin.  Six  weeks  earlier,  with 
costs  out  of  control,  parent  Daimler- 
Chrysler  had  sent  two  of  its  best 
German  managers  to  Detroit  to 
untangle  the  mess.  Their  assign- 
ment: Slash  spending. 

But  to  the  surprise  of  many,  a 
struggling  Chrysler  announced  on  Jan.  3 
that  it  will  expand  its  lineup  to  include 
the  Crossfire,  beginning  in  2003.  The 
decision  comes  even  as  Chrysler  is  chop- 
ping some  $10  billion,  or  25%,  out  of 
its  five-year  product  plan.  And  the  mar- 
ket for  two-seat  coupes  is  small,  so  an- 
alysts don't  expect  Chrysler  to  sell  more 
than  20,000  units  or  so.  Even  so,  for 
symbolic  and  financial  reasons,  the 
Crossfire  may  be  the  most  important 
vehicle  Chrysler  has  introduced  in  years. 
The  Crossfire  is  the  first  concrete  ev- 
idence that  Chrysler  and  Daimler  Benz, 
which  merged  in  1998,  are  starting  to 
mesh.  It  has  a  sleek  Chrysler  look, 
while  many  of  the  components  under 
the  hood  are  borrowed  from  Mercedes. 
That  makes  the  Crossfire  "the  first  true 
child  of  the  merger,"  says  Chrysler 
President  Wolfgang  Bernhard. 

The  41-year  old  German,  who  arrived 


1  MIDWIFE:  Bernhard  cut  costs  by 
taking  components  from  Mercedes 


at  Chrysler's  Auburn  Hills  (Mich.)  head- 
quarters in  November,  2000,  along  with 
new  ceo  Dieter  Zetsche,  gets  credit  for 
turning  the  Crossfire  into  reality  in 
record  time — 18  months.  To  do  so,  he 
tapped  engineering  contacts  back  home 
to  pry  loose  Mercedes  components 
Chrysler  could  also  use.  He  also  pushed 
American  engineers  to  squeeze  devel- 
opment costs  on  other  vehicles  by  as 
much  as  30%  to  come  up  with  the  mon- 
ey for  Crossfire. 

DaimlerChrysler  promises  even  more 
component-sharing  in  the  future. 
Chrysler's  next-generation  family  sedans 
will  use  a  version  of  Mercedes'  rear- 
wheel-drive  transmission,  as  will  its  re- 
designed Dakota  pickup  and  Durango 
sport  utility  vehicle.  The  sharing  will 
go  even  further  with  Mitsubishi  Motors 
Corp.,  which  is  also  controlled  by 
DaimlerChrysler.  The  Japanese  car- 


maker is  working  closely  with  CI 
engineers  to  develop  joint  platforms 
future  small  and  midsize  cars.  By  adj 
ing  parts  that  have  already  been  eJ 
neered  elsewhere,  DaimlerChrysler  I 
save  hundreds  of  millions  in  devel 
ment  costs.  Cloning  Mercedes'  gearl 
for  its  family  sedans  may  save  Chry[ 
as  much  as  $100  million,  execs  say. 

That  would  be  a  huge  step  tow| 
realizing  the  global  efficiency  at  the 
of  Daimler's  strategy.  After  a  loss 
Chrysler  approaching  $2.5  billior 
2001,  DaimlerChrysler  needs  to  st] 
making  good  on  long-promised  sj 
gies.  Just  breaking  even  at  ChrysleJ 
2002  would  be  a  relief  after  three  ye 
of  post-merger  tussling  over  mans 
ment  issues  and  relentless  cost-cuttl 

Getting  the  two  sides  to  work 
gether,  however,  was  no  mean  trj 
DaimlerChrysler  jealously  guards 
Mercedes  brand  image;  the  last  tl 
it  wants  is  for  consumers  to  perct 
the  luxury  marque  as  just  a  more 
pensive  Chrysler.  "The  engineers  wc 
have  loved  to  take  a  bit  more  [of 
cedes  for  the  Crossfire].  But  they  did 
come  up  with  those  proposals  becai 
they  knew  we'd  say  no,"  says  Daiml| 
Chrysler  CEO  Jiirgen  E.  Schrempp. 

But  with  DaimlerChrysler  under 
creasing  pressure  from  investors  to 
fiver  on  the  merger's  economies,  inclj 
ing  parts-sharing,  they  had  to  give  sol 
ground.  The  result  is  a  stylish  Chrys] 
whose  guts  are  all  Mercedes,  from 
most  popular  engine  in  the  U.S.,  I: 
3.2-liter  V-6,  to  its  transmission,  a> 
seat  frames,  and  radio  controls.  In 
nearly  40%  of  the  Crossfire's  content 
from    Mercedes.    The    sticker   prul 
Chrysler  isn't  saying,  but  analysts  p  [ 
diet  $35,000.  If  it  helps  get  the  merj. 
in  gear,  it  may  well  be  priceless. 
By  Joann  Muller  in  Auburn  Hi\ 
Mich.,  with  Christine  Tie 

in  Frank fi\ 


FAMILY  TIES 


Chrysler's  Crossfire  is  the  first  of  several  new  models  in  the  works  that  will  blend  Chrysler 
styling  with  Mercedes  engineering.  Among  the  more  promising  offspring: 


2003  PACIFICA  The  sports  wagon  will 
suspension  and  axles  from  Mercedes 

2004  DODGE  INTREPID,  CHRYSLER 
CONCORDE  These  next-generation 
family  sedans  will  use  Mercedes 
rear-wheel  Gtrive  transmission  and 
electronics 

2005  DAKOTA^The  pickup 
will  incorporate  ^..five-speed 
automatic  Mercedes  transmission 


borrow  rear 


THE  CROSSFIRE 
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ian  car  dealers 

;eep  the  profits  rolling? 

fter  a  banner  year,  repairs  and  used  cars  become  the  focus 


N 

I  ■  c 


ith  heavy  advertising  and  good 

old-fashioned  salesmanship,  savvy 

car  dealers  went  all  out  in  De- 

mber  to  finish  the  year  with  strong 

les.  The  reason  for  the  extra  effort: 

:  n.  2  marked  the  end  of  the  0%  financ- 

i]  i  deals  that  Detroit  carmakers  offered 

in  mid-September  to  woo  buyers. 

ys  Rene  Isip,  who  runs  four  dealer- 

i(j  ips  in  Dallas  for  Charlotte  (N.  C.)-based 

i)  >nic  Automotive  Inc.:  "It's  the  best 

-.  les  incentive  program  I've  ever  seen." 

He'd  better  have  made  the  most  of 

Even  though  new  programs  are  being 

nounced — General  Motors  Co.'s   $2,002 

uscount,  for  example — deals  as  sweet 

free  financing  are  unlikely  to  come 

ound  again  for  a  long  time.  And  no 

le  has  benefited  as  much  from  Detroit's 

nerous  promotions  as  the  nation's  auto 

:alers.  While  the  combination  of  big  in- 

ntives  and  a  weakening  economy  deci- 

ated  profits  at  the  Big  Three  auto  mak- 

s,  the  reverse  has  been  true  for  large 

S.  dealer  chains.  The  incentive-fueled 

les  boom  turned  2001  into  one  of  their 

«t  years  ever  as  buyers  poured  in  to 

ke  advantage  of  lower  prices.  Even 

all  Street  applauded  the  dealers'  good 

rtune:  Shares  of  the  biggest  chains — 

arket  leader  AutoNation,  followed  by 

nited  Auto  Group,  then  Group  1  Au- 

motive — doubled  or  tripled  last  year. 

With  the  swooning  economy,  rising 


. 


joblessness,  and  the  end  of  the  incen- 
tives all  expected  to  slow  new  car  sales 
in  2002,  the  question  now  is  whether 
dealers'  fortunes  will  stall  out,  too.  Not  to 
worry,  says  AutoNation  ceo  Michael 
Jackson.  Used-car  sales  and  the  hugely 
profitable  repair  business  should  "offset 
the  obvious  decline  in  new-car  sales." 
But  not  everyone  is  convinced.  "Building 
profits  will  be  a  difficult  task,"  says  Tom 
Webb,  chief  economist  for  Atlanta-based 
used-car  clearinghouse  Manheim  Inc. 

One  certainty:  2002  will  look  plenty 
different  from  last  year.  In  2001,  De 
troit  jacked  up  incentives  through 
November  some  36%  over  the  same 
period  in  2000,  to  an  average  of 
$2,477  a  car,  which  includes  the  in- 
terest-free offers.  The  financing 
break  allowed  dealers  to  pump  up 
sales  without  cutting  into  their  own 
profits.  At  the  Medford   (Ore.)- 
based  dealer  chain  Lithia  Automo- 
tive Group,  for  example,  gross  mar- 
gins on  new  cars  jumped  to  9.4%  in 
the  third  quarter,  up  from  8.7%  a 
year  earlier.  Lithia  expects  another 
uptick  in  the  fourth  quarter. 

But  dealers  can  no  longer  count  on 
that  windfall  this  year.  New-car  sales 
are  expected  to  fall  10%,  to  about  15 
million.  Instead,  they  are  hoping  to  make 
up  much  of  the  difference  with  stronger 
used-car  sales,  where  they  book  better 


THE  BAYS  THE  THING 

A  Toyota  mechanic  does  repairs  in 
Houston.  High  margins  on  service 
have  dealers  installing  more  bays 

margins.  Houston-based  Group  1,  for  ex- 
ample, makes  12%  gross  margins  on 
used-car  sales,  vs.  8%  on  new  cars.  Still, 
those  fat  margins  can't  hide  the  fact 
that  used-auto  sales  are  unlikely  to  in- 
crease as  much  as  new-car  sales  will 
fall.  During  the  1990-92  recession,  for 
example,  used-car  sales  rose  by  400,000, 
as  new-auto  sales  fell  by  1  million. 

This  time  around,  the  gap  could  be 
even  greater,  because  the  market  for 
pre-owned  wheels  is  coming  under  pres- 
sure, too.  For  one,  the  thriving  car  mar- 
ket of  the  past  few  years  may  mean 
fewer  car  buyers,  period.  Used-car  sales 
are  likely  to  grow  by  just  100,000  vehi- 
cles next  year,  to  12.7  million,  according 
to  Paul  Taylor,  chief  economist  for  the 
National  Automobile  Dealers  Assn. 
Worse,  the  fat  margins  may  be  a  thing 
of  the  past.  Thanks  mostly  to  trade-ins 
from  the  0%  financing,  used-car  prices 
tumbled  6%  in  2001,  squeezing  profits. 

All  the  more  reason  for  dealers  to 
supercharge  their  efforts  to  boost  rev- 
enues in  the  service  and  repair  busi- 
ness. Last  year's  slowdown  forced  some 
consumers  to  keep  their  cars  longer.  As 
a  result,  service  revenues  at  dealerships 
grew  4%,  to  $236  billion  even  as  new- 
car  sales  fell  2%.  Repair  services  and 
parts  now  make  up  10%  to  12%  of  rev- 
enues at  the  big  dealer  chains. 

More  important,  repairs  give  dealers 
their  fattest  margins.  At  AutoNation, 
parts  and  services  bring  in  just  12%  of 
revenues  but  35%  of  net  profits. 
That  explains  why  dealers  like 


RIDING 
HIGH 


OCT.  31,  '00 


Data:  Bloomberg  Financial  Markets 


Group  1  are  investing  in  new  service 
bays  for  their  dealerships.  Says  Group  1 
Chairman  Ben  Hollingsworth  Jr.:  "Ser- 
vice business  is  why  we've  performed 
even  in  a  recession."  Looks  like  he'll 
have  another  chance  to  prove  it. 

By  David  Welch  in  Detroit 
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RETAILING 


HOW  HARD 
SHOULD 
AMAZON  SWING? 

Bezos'  push  for  profitability  is 
putting  a  crimp  in  growth 

Deena  Maerowitz,  a  busy  Wash- 
ington lawyer,  had  no  doubts 
about  where  to  do  much  of 
her  holiday  shopping  this  year. 
When  it  came  to  buying  gifts,  in- 
cluding two  Olivia  the  pig 
children's      books,      a 
bearded-collie  calen- 
dar,     Star      Wars 
games,  and  two  An- 
gel   Barbies,    she 
went     straight     to 
Amazon.com.    A    few 
clicks,  and  $150  worth  of 
presents    were    on    their 
way — no  wrapping  or  wait- 
ing in  line  at  the  post  office 
required.  "I  had  a  great  expe- 
rience with  Amazon,"  she  says. 

Plenty  of  holiday  shoppers  have  that 
same  satisfied  glow.  They  snapped  up 
37.9  million  items  from  Amazon.com  Inc. 
and  its  merchant  partners  from  Nov.  9 
to  Dec.  21 — 22%  more  than  last  year,  ac- 
cording to  the  company's  Delight-O- 
Meter  online  tracking  service.  As  a  re- 
sult, Amazon  is  expected  to  meet  or 
beat  Wall  Street's  revenue  estimates  of 
$1.01  billion  in  the  fourth  quarter.  More 
important,  it  should  finally  achieve  the 


NOT  JUST  BOOKS  ANYMORE 

Amazon's  latest  growth  engines:  electronics,  foreign  sales, 
and  filling  orders  for  their  retailers 


W 


CD 


YOU 


ii 


In  Die 


JtcaspI 

9      T[I 

IjljjB 

Pi] 
PEVEHjJ 

■R 

.:,■:■' 


2001 


1999 

▲  BILLIONS  OF  DOLLARS 

Data:  Company  reports,  Prudential  Securities 

closely  watched  pledge  of  founder  and 
CEO  Jeffrey  P.  Bezos  to  hit  pro  forma 
operating  profitability. 

So,  is  Amazon  out  of  the  woods? 
Hardly.  In  its  bid  to  reduce  losses,  it 
sacrificed  sales  growth  by  cutting  mar- 
keting expenses  17%  last  year.  When 
the  final  numbers  come  in  on  Jan.  22, 
2001  revenues  probably  will  be  up  just 


9%,  to  about  $3  billion,  down  dramati- 
cally from  69%  growth  in  2000.  A  major 
drag  was  its  core  books,  music,  and 
video  business,  where  sales  dropped  5% 
in  2001.  And  unlike  Amazon's  pro  forma 
numbers — which  omit  such  things  as  in- 
terest expense  and  restructuring 
charges — real  profitability  remains  far 
off.  At  best,  it  isn't  ex- 
pected until  2003. 

The  question  is,  can 
Amazon  pump  up  its 
growth  rate  while  still  im- 
proving profitability?  That 
depends  on  whether  it 
can  make  money  off  of  its 
expansion  into  new  prod- 
ucts, such  as  consumer 
electronics,  and  bolster  its 
business  of  managing  oth- 
er retailers'  online  store- 
fronts. If  not,  Amazon 
may  end  up  as  just  a  niche  merchant  of 
books,  music,  and  videos.  "Amazon  hit 
an  important  milestone,  but  it's  just 
that — a  milestone,"  says  Mark  Rowen, 
an  analyst  at  Prudential  Securities  Inc. 
"They  have  a  long  way  to  go  yet." 

The  e-tailer  is  making  some  progress. 
Electronic  gadgets  such  as  DVDs,  as  well 
as  kitchen  appliances  and  tools,  flew  out 


dl 
loot 


of  its  warehouses 
Christmas,  makin 
19%  of  sales  this 
vs.  10%  in  1999. 
investors     don't 
know  if  it  is  cut 
losses  in  these  ne 
categories. 

One  litmus  test 
be    progress    in 
sumer  electronics, 
were  a  bright  spo 
holiday  sales  this  s) 
son.  Competing  po 
Yahoo!    Inc.    repo 
that  digital  cameras 
other  such  gear  hel 
boost  sales  86%  at 
virtual  mall  this  Chf 
mas.  But  unlike  Yal 
which  simply  take 
cut   of  the    sales 
merchants  who  n 
via    its 
Amazon  actiBLt  t 
ly  stocks  pr    n,E 
ucts\  So  it 
ces    a    tougft:  a 
challenge  in  efficiei    mil  Si 
managing  its  merchanc   ithd 
ing  and  fulfillment.  Gross  marg   ared 
of  10%  to   12%   don't  allow  ro 
for  error. 

Another  key  area  is  the  performa 
of  Amazon's  increasingly  important  bilsr-ri 
ness  running  online  stores  and  handl    ]y  on 
order  processing  for  traditional  retaili  oftk 
such  as  Toys  'R'  Us,  Borders,  Targ  *t  ii 
and  Circuit  City.  The  unit  brings    pared 
gross  margins  of  60%  and  up  for  An    1$ 
zon  because  the  partners  own  the     djjw 
ventory.  But  it  does  less  for  reven  rial  D 
growth,  since  Amazon  books  only  »  e  Ka 
vice  fees  and  a  cut  of  sales.  Still,  th( 
service  revenues  were  expected  to     (art 
crease  20%  in  2001,  to  $237.2  millic  pfa 
says  Prudential's  Rowen.  If  that  tre  jug 
continues,  fulfillment  deals  could  go  it  ?< 
long  way  toward  better  utilizing  An 
zon's  expensive  warehouse  investmen 
If  not,  Amazon  may  have  to  bite  t 
bullet    and    shutter   warehouses    a:   |J|| 
weaker  businesses.  But  that  would  c 
off  its  growth  prospects.  "Unless  t 
services  business  grows  a  lot  more 
they  can  drive  substantially  more  prof 
out  of  their  products,  I  am  not  su 
they  are  a  worthwhile  investment,"  sa 
Lauren  Cooks  Levitan,  an  analyst 
Robertson  Stephens. 

Even  if  the  company  is  on  the  rig 
track,   most   observers   expect   slo 
steady  progress,  not  the  fireworks 
past  years.  For  Amazon,  the  holida; 
were  fun.  Now  it's  back  to  work. 

By  Heather  Green  in  New  Y<r. 
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DAK  IS  THE  PICTURE 
F  DIGITAL  SUCCESS 

it  can  the  fast-selling  EasyShare  alter  its  profit  outlook? 


i 


igital  cameras  were  in  demand  this 

Christmas,  flying  off  the  shelves 

along  with  Microsoft  Corp.'s  Xbox 

ne  consoles  and  low-cost  DVD  players. 

d  the  supreme  hot  seller?  No,  it 

■=n't  Nikon  or  Canon  that  came  out 

ad.  Instead,  the  hit  product  was  from 

ennial  also-ran  Eastman  Kodak  Co. 

iks  to  its  new  digital  offerings,  strug- 

g  Kodak  was  suddenly  looking  aw- 

sharp.  At  Best  Buy,  Wal-Mart,  and 

witless  other  stores  across  the  country, 

iktlak's  EasyShare  digital  cameras,  in- 

c:  iuced  on  Apr.  23,  were  often  sold  out 

•  1  before  Dec.  25.  Says  Kodak  Chair- 

Daniel  A.  Carp:  "We'll  stay  in  the 

•  ne  long-term  with  [EasyShare]." 
Vhile   the   final   numbers   on   2001 

r|n't  in,  EasyShare  sales  clearly  boost- 
Kodak's  market  standing.  In  a  De- 
iber  survey  of  90  major  retailers  by 

fiiomon  Smith  Barney,  50%  listed  Ko- 

ic ;  as  their  best-selling  digital  camera, 

glipared  with  29%  in  June.  Second- 

ked  Olympus  was  a  best  seller  at 

'  about  35%  of  stores  in  the  Decem- 

survey,  followed  by  Fuji  and  Sony.  If 

trend  holds,  Kodak  will  surely  gain 

iftly  on  Sony,  which  had 

of  the  digital 
rket    in   2001, 
lpared  to  Ko- 
's    14%  share, 

i  lording  to  Inter- 

D  ional  Data  Corp. 

aFhe  Kodak  digi- 

io     cameras — 

iire  are  five  in 

io  |  product  line, 

edging      from^ 
it     $200     to 


DIGITAL 
TAKES  OFF 


NOT  A  SURE  SHOT 

EasyShare  boosted  Kodak's 
market  standing,  but  Carp 
may  have  trouble  leveraging 
that  result  into  other  areas 


TOTAL  SHIPMENTS  OF 
DIGITAL  CAMERAS 
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$400 — are  a  hit  because  they 
"help  resolve  significant  problems  that 
have  plagued  digital  camera  owners. 
These  include  difficulty  downloading  im- 
ages and  short  battery  life. 

The  timing  couldn't  have  been  bet- 
ter. Kodak  hasn't  had  a  big  hit  in  a  long 
time — and  never  has  it  needed  one  more 
than  now.  The  company  relies  heavily  on 
sales  of  traditional  film  to  consumers,  a 
business  that  has  been  hit  hard  by  both 
the  recession  and  September  11,  as  well 
as  the  shift  to  digital  photography.  Con- 
sumers last  year  cut  back  sharply  on 
the  use  of  traditional  film — by  as  much 
as  5%,  according  to  Goldman,  Sachs  & 
Co.  In  recent  weeks,  analysts  have  been 
steadily  dropping  Kodak's  2001  profits 


estimates,  to  just  $667  million,  down 
more  than  te%  from  the  prior  year,  ac- 
cording tM&fis  Warburg  analyst  Ben- 
jamin A-Yleitzes.  Now  at  $29,  Kodak's 
stock  is^l%  off  its  high  last  June. 

Having  a  hot  new  product  line  will 
help — though  only  so  much.  Digital  cam- 
eras accounted  for  just  $500  million  of 
Kodak's  estimated  $13.1  billion  in  sales  in 
2001.  That  compares  with  $2.6  billion  for 
<  the  declining  film  business, 
according  to  Warburg's  Re- 
itzes.  As  a  result,  he  con- 
tends,   digital    is    chipping 
away  at  sales  of  traditional 
cameras,  film,  and  photo  pro- 
cessing services,  but  isn't  yet 
boosting    the    bottom    line 
much.  What's  more,  as  sales 
of  digital  cameras  soar,  the 
prices   they   command    are 
plummeting.    As    a    whole, 
camera  makers  sold  nearly  9 
million  units  in  2001,  almost 
triple  the  number  they  un- 
loaded in  1999.  But  the  aver- 
age price  per  camera  has  fall- 
en to  just  under  $300,  from 
around  $460  two  years  ago. 

It  is  also  unclear  whether 
Kodak  can  successfully  lever- 
age the  popularity  of  its  dig- 
ital cameras  into  higher  mar- 
gin ancillary  lines.  Kodak  is 
eyeing  future  profits  from 
photo-quality  inkjet  paper 
and  the  company's  Ofoto.com 
online  photo  sharing  and 
printing  service.  With  2  mil- 
lion members,  Ofoto — one  of 
three  photo  printing  services 
featured  in  Microsoft's  new 
XP  operating  system — is  now 
growing  12%  a  month. 

The   home   photo   paper 
business  may  be  tougher  to 
crack.  Right  now,  only  15% 
to  20%  of  digital  images  are 
ever  printed.  Kodak  is  bank- 
ing that  Easy  Share's  sim- 
plicity could  boost  demand 
for  home  printing,  thus  spurring  sales  of 
high-margin  paper.  But  that  in  turn 
could  eat  into  Kodak's  existing  sales  of 
paper  to  printing  labs. 

Kodak  has  avoided  the  intensely  com- 
petitive home  printer  market.  Instead, 
it's  pushing  printing  kiosks  in  retail  stores 
such  as  cvs  and  Kmart.  Customers  can 
get  their  own  prints  by  feeding  a  CD- 
rom  or  memory  card  into  some  24,000 
kiosks  that  Kodak  claims  have  been  prof- 
itable since  2000.  Add  it  all  up,  and  as 
big  a  success  as  Kodak's  EasyShare  cam- 
eras are,  they  may  not  be  enough.  Keep- 
ing the  momentum  going — and  the  prof- 
its rolling  in — will  be  no  easy  task. 
By  Geoffrey  Smith  and  Faith  Keenan 
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Front-wheel  drive 
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Rear-wheel  drive 
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LONG  DISTANCE 
ON  THE  RISE 

THE  BIG  THREE  LONG-DISTANCE 

companies  rang  in  the  new 
year  by  hiking  some  rates 
and  fees  to  start  off  2002,  but 
don't  expect  the  moves  to  re- 
verse the  declines  in  the  tra- 
ditional long-distance  business 
in  recent  years.  AT&T,  Sprint, 
and  MCI  Group  all  increased 
their  "basic"  telephone  rates, 
which  they  charge  customers 
who  are  not  on  discount 
plans.  AT&T,  for  example,  will 
raise  the  daytime  rate  it 
charges  for  long-distance  calls 
to  35^  from  30c;  With  sbc 
Communications,  Verizon 
Communications,  and  other 
Bells  all  gaining  approval  to 
offer  long  distance  in  their 
regions,  however,  competition 
is  rising.  In  addition,  wire- 
less companies  are  offering 
deals  on  lots  of  minutes  that 
include  long-distance  sendee. 
VoiceStream  Wireless  offers 
a  $40-a-month  plan  that 
works  out  to  80  a  minute  for 
long    distance    during    the 


CLOSING    BELL 


CHEMICAL  RUNOFF 

Monsanto  shares  fell  3%,  to 
$32.80,  after  The  Washington 
Post  detailed  PCB  dumping  in 
Alabama  by  one  of  the  compa- 
ny's chemical  units.  Monsanto 
and  Solutia — as  the  unit  was 
named  following  a  1997  spin- 
off— deny  the  action  caused 
any  illness  or  injury  and  will 
defend  themselves  in  a  trial 
beginning  Jan.  7. 
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week — and  includes  unhmit- 
ed  calling  on  weekends  for 
no  additional  charge. 

THE  FDA  GIVES 
IMCLONE  A  HEADACHE 

ONE  OF  THE  HOTTEST  NEW 
drugs  of  2002  was  supposed 
to  be  ImClone  Systems'  Er- 
bitux  for  cancer — until  the 
Food  &  Drug  Administration 
rejected  the  company's  ap- 
proval filing  on  Dec.  31.  The 
fda  wants  more  data  to  back 
up  ImClone's  claims  for  the 
drug.  CEO  Samuel  Waksal 
says  the  requested  informa- 
tion will  be  pulled  together 
in  a  matter  of  weeks.  But  the 
delay  raises  concerns  that  the 
FDA  may  demand  more  clini- 
cal trials,  delaying  the  drug's 
launch  until  2003.  That  would 
also  hurt  Bristol-Myers 
Squibb,  which  paid  $1  bilhon 
to  ImClone  in  September  for 
40%  of  Erbitux'  profits. 

IS  ALLSTATE 
COVERED  FOR  THIS? 

THE    FEDERAL    GOVERNMENT 

has  accused  Allstate,  the  sec- 
ond-largest auto-  and  home- 
insurance  company,  of  violat- 
ing federal  labor  law  by 
forcing  6,400  agents  to  give 
up  their  right  to  sue  it  for 
age  discrimination  or  other 
issues.  Under  a  1999  reorga- 
nization plan,  the  Northbrook 
(111.)  company  had  converted 
its  insurance  agents  into  pri- 
vate contractors.  However, 
the  employees-turned-con- 
tractors were  required  to 
sign  a  waiver  giving  up  their 
right  to  sue  the  company 
over  job  issues.  After  a  year 
of  negotiations,  the  Equal 
Employment  Opportunity 
Commission  says  it  had  no 
other  option  but  to  sue  to 
block  Allstate  from  enforcing 
the  waivers.  All  told,  pay- 
ment for  lost  wages,  job- 
search  expenses,  attorneys' 
fees,  and  pain  and  suffering 
could  cost  the  company  $2 
bilhon,  say  analysts. 


HEADLINER:   CHUCK   CONAWAY 


WHEN  HE  WAS  HIRED  IN 

June,  2000,  as  Kmart's 
ceo.  Chuck  Conaway  said 
he  would  need  two  years 
to  turn  the  ailing  dis- 
count chain  around. 
Now,  after  a  disap- 
pointing holiday 
season,  some 
Kmart  investors 
aren't  waiting  to 
see  whether  he 
will  succeed. 
Kmart  shares  fell 
13.19%,  to  $4.74,  on 
Jan.  2,  after  Prudential 
Securities  analyst  Wayne 
Hood  downgraded  his  rat- 
ing on  the  stock  from 
"hold"  to  "sell"  and  sug- 
gested that  a  bankruptcy 
filing  could  come  later  in 
this  year. 

That's  certainly  not  what 
Conaway,  41,  envisioned 


when  he  joined  Kmart 
from  the  cvs  drugstore 
chain,  where  he  was  pre; 
dent.  An  operations  wl 
with  a  finance  back 
ground,  Conaway 
has  been  trying 
fix  long-standin 
inventory-man- 
agement woes 
But  he  admits 
Kmart  paid  dear 
for  its  decision  to 
cut  back  on  Sunda; 
supplements  in  favor 
TV  ads  promoting  "Blue 
Light  Always"  pricing.  Tl 
retailer  says  it  has  suffi- 
cient cash  and  lines  of 
credit  for  Conaway  to  pui 
sue  his  strategy.  The  poss 
bility  of  bankruptcy  is 
Hood's  "opinion,"  a  Kmar 
spokesman  said. 

Joann  Mul 


WHYVISI0NICS 
IS  FLYING  HIGHER 

THE  WAR  ON  TERRORISM  HAS 

been  a  growth  engine  for  VI- 
sionics  (page  75).  On  Jan.  2,  it 
announced  that  seven  air- 
ports— from  Burbank,  Calif., 
to  Cincinnati — have  placed 
orders  totaling  $350,000  for 
Visionics'  fingerprint  scanning 
system,  which  allows  users 
to  scan  prints  into  the  sys- 
tem and  transmit  them  di- 
rectly to  the  FBI.  Installation 
is  expected  to  be  completed 
by  the  end  of  the  month.  In 
the  wake  of  September  11, 
all  airline  employees  are  re- 
quired to  undergo  fingerprint 
background  checks. 

THE  MOUSE  THAT 
SUED  ECHOSTAR 

WALT   DISNEY  WON   A   TEMPO- 

rary  restraining  order  that 
prevents  satellite-TV  compa- 
ny EchoStar  Communications 
from  yanking  Disney's  new- 


ly acquired  ABC  Family  CI 
nel  off  its  service.  The 
sle  is  crucial  to  Disney  w 
paid  $5.2  billion  to  acqi 
the  Family  Channel  ft 
Fox.  EchoStar  says  it  ne 
to  drop  cable  channels 
make  room  for  local  TV 
tions  it's  required  to  ca 
and  has  charged  that  Dis 
threatened  to  lobby  ai 
EchoStar's  proposed  me 
with  DirecTV  if  the  Fa: 
Channel  was  dropped.  Dis 
says  it  won't  oppose 
merger  unless  EchoS 
blocks  its  TV  properties  ft 
consumers. 


ETCETERA. .. 

■  U.S.  District  Judge  Colli 
Kollar-Kotelly  set  a  Janl 
meeting  date  with  Microsj 

■  Hynix  Semiconductor  rai 
chip  prices  for  the  third  tij 
in  less  than  a  month. 

■  Insurer  ACE  named  Prij 
waterhouseCoopers  parti j 
Phil  Bancroft  as  cfo. 
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LECTION  REFORM 
OOKS  LIKE  A  SHOO-IN 


lection  reform,  long  ago  given  up  for  dead,  could  well  be- 
come the  first  major  legislation  approved  by  Congress  in 
■2002.  For  most  of  2001,  it  was  caught  up  in  partisan  re- 
ininations  over  dangling  chads  and  bipartisan  allegations  of 
te  fraud.  But  the  issue  seems  to  have  been  resurrected  by 
mething  that  happens  all  too  rarely  in  Washington:  a  com- 
omise  that  makes  both  sides  feel  like  they've  won. 
For  Democrats,  the  cost  of  consensus  was  more  than  $2  bil- 
In  in  grants  to  states  to  buy  modern  election  machinery  and 
feguards  that  allow  voters  to  cast  provision- 
ballots  if  their  names  were  inadvertently 
t  off  the  rolls.  Republicans  signed  on  in  part 
cause  the  legislation  includes  significant 
tifraud  provisions.  It  will  require  new  voters 

H  show  a  photo  ID  before  casting  their  first 
llot  and  mandates  statewide  registration  to 
;sen  the  chance  of  someone  voting  in  more 

mjan  one  jurisdiction. 

i"When  similar  measures  were  adopted  in 
rginia,  100,000  deceased  people  and  20,000 

njlons  were  removed  from  the  rolls,"  observes 
>presentative  Robert  W.  Ney  (R-Ohio),  co- 
onsor  of  the  bipartisan  House  bill.  If,  as  GOP 
■ategists  believe,  most  felons  and  dead  people 
•te  Democratic,  the  change  will  benefit  the 
^publicans.  "I  have  great  respect  for  the 
arly  departed  and  for  dogs — I  just  don't 
ink  they  should  vote,"  says  Senate  co-sponsor  " 
iristopher  S.  Bond  (R-Mo.). 

The  House  overwhelmingly  approved  Ney's  proposal  in 
ecember,  and  Senate  Majority  Leader  Tom  Daschle  (D-S.  D.) 
omises  that  a  similar  measure  will  be  near  the  top  of  the 

ienda  when  the  Senate  returns  on  Jan.  23.  With  few  obsta- 
remaining,  born-again  election-reform  convert  George  W 

>msh  is  poised  to  sign  it  into  law  by  spring. 
Why  the  rapid  turnaround?  Chalk  it  up  to  a  post-Sep- 

rfcnber  11  end  to  the  debate  over  whether  the  now  im- 


mensely popular  President  was  legitimately  elected.  And  a 
news  media  examination  of  Florida  ballots,  which  concluded 
that  Bush  likely  would  have  carried  the  state  had  the 
Supreme  Court  not  stepped  in,  "took  the  pressure  off  the  Re- 
publicans to  keep  this  baby  bottled  up,"  says  Thomas  Mann, 
a  senior  fellow  at  the  Brookings  Institution. 

But  there  are  longer-term  calculations  at  work  as  well.  By 
agreeing  to  a  compromise  bill,  Republicans  can  deflect  De- 
mocratic charges  that  they  are  against  accurate  vote-counting. 
.^—*m^m  And  Democrats  are  likely  to  benefit  from  the 
■  I  additional  votes  that  may  be  tallied  in  heavily 
V I  minority  precincts.  "When  this  is  fully  imple- 
V  mented,  we're  going  to  add  3  million  to  5  mil- 
»  M  Hon  voters,"  predicts  Representative  Steny  H. 

'  Hoyer  (D-Md.),  co-sponsor  of  the  House  bill. 
The  reason  for  Hoyer's  optimism:  The  most 
inaccurate  voting  systems  are  concentrated  in 
primarily  minority  precincts  in  inner  cities  and 
rural  areas.  In  Cook  County,  111.,  for  example, 
uncounted  punch-card  ballots  exceeded  5%. 

A  cadre  of  Democratic  liberals  and  pro-re- 
form purists  complain  that  the  changes  don't  go 
far  enough.  They  are  demanding  federal  stan- 
dards for  voting  machinery,  a  ban  on  punch- 
card  ballots,  and  far  more  money  to  help  re- 
cession-ravaged states  pay  for  new  equipment. 
But  the  incremental  approach  seems  to  have 
"  satisfied  all  but  the  harshest  partisans.  The 
Republicans  have  a  reasonable  guarantee  that  the  last  election 
won't  become  a  big  issue  in  the  next.  And  Democrats  have  a 
crack  at  picking  up  some  previously  uncounted  votes.  "One 
reason  this  works,"  says  former  Representative  Mickey  Ed- 
wards (R-Okla.),  now  a  lecturer  at  Harvard's  Kennedy  School 
of  Government,  "is  that  nobody  really  loses."  And  in  Wash- 
ington, there's  nothing  quite  so  sweet  as  legislation  that  has 
something  for  almost  everybody. 

By  Dan  Carney 


bye  chads? 


CAPITAL  WRAPUP 


WING  BACK  AT  ASHCR0FT 


►  Attorney  General  John  Ashcroft 
vants  to  give  law  enforcement  every 
ool  to  combat  terrorism — except,  it 
teems,  if  it  angers  the  Nation- 

d  Rifle  Assn.  A  gun-control  group  tied 
jo  Senators  John  McCain  (R-Ariz.)  and 
:  foe  Lieberman  (D-Conn.)  is  airing  ads 
>  irotesting  Ashcroft's  decision  to  with- 
hold gun-show  records  from  the  FBI. 
:^\mericans  for  Gun  Safety  notes  that  a 
ilezbollah  member  in  Michigan  and  a 
xan  with  links  to  al  Qaeda  bought 
Submachine  guns,  rifles,  and  handguns 


at  shows  this  year.  The  FBI  arrested 
both  men  on  tips  after  September  11. 

CHIEF  OF  WHAT? 

►  The  President's  Chief  of  Staff  wields 
enormous  power,  but  the  job  may  not 
be  much  of  a  political  springboard. 
Charlotte  (N.C.)  venture  capitalist  Er- 
skine  Bowles,  a  much-admired  staff 
boss  in  the  Clinton  White  House,  lags 
far  behind  Republican  Elizabeth  Dole 
in  the  race  to  succeed  Senator  Jesse 
Helms  (R-N.  C).  An  Elon  University 
poll  gives  Dole  a  60%  to  13%  lead. 
And  Bush's  Staff  Chief,  Andrew  Card, 


trails  former  Clinton  Labor  Secretary 
Robert  Reich  in  a  hypothetical  match- 
up for  Massachusetts  governor,  accord- 
ing to  a  Boston  Herald  poll.  Card  says 
he's  not  running.  Smart  decision. 

HOLIDAY  GOODIES 

►  The  Bush  Administration  gave  busi- 
ness two  gifts  in  the  final  weeks  of 
2001.  It  rolled  back  one  of  Bill  Clinton's 
last-minute  regs,  requiring  federal  agen- 
cies to  prove  that  their  private  contrac- 
tors comply  with  environmental,  labor, 
and  other  laws.  It's  also  set  to  publish 
more  business-friendly  ergonomics  rules. 
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International  Business 


RUSSIA 


CLEANUP  TIME 

The  Kremlin  is  launching  a  major  attack  on  corruption 


It  was  an  encounter  with  Russian 
President  Vladimir  V.  Putin  that 
Moscow  investment  fund  manager 
Mattias  Westman  will  not  forget. 
Westman,  the  Swedish-born  director  of 
Prosperity  Capital  Management,  met 
with  Putin  in  the  Kremlin  in  July  to 
object  to  the  restructuring  of  Unified 
Energy  System.  Russia's  electricity  mo- 
nopoly. Westman  feared  that  ues  Chief 
Executive  Anatoly  B.  Chubais  could  use 
the  plan's  terms  to  sell  assets  on  the 
cheap  to  political  cronies,  thus  damaging 
minority  shareholders  like  Prosperity. 

Not  to  worry,  Putin  replied — the 
Kremlin  had  decided  to  rewrite  the  plan 
to  block  any  such  transactions.  When  a 
Westman  aide  asked  what  Chubais' 
managers  had  received  in  return  for  ac- 
cepting this  change,  Putin  answered  in  a 
deadpan  tone:  "I  have  agreed  that  they 
can  keep  their  jobs."  With  that,  West- 
man  recalled,  Russia's  President  nearly 
fell  off  his  chair  laughing. 

Jokes  aside,  Putin  is  serious  about 
cleaning  up  Russia.  He  realizes  the  en- 
trepreneurial sector  can  never  achieve 
its  potential  without  a  full-scale  battle 
against  corruption.  What's  more,  Putin 
wants  closer  ties  to  the  West — an  ini- 
tiative that  has  prompted  Putin's  coop- 
eration with  the  U.S.  in  the  fight 
against  terrorism  and  his  resistance  to 
opec's  call  for  big  cuts  in  oil  exports. 
But  Putin  knows  that  Western  invest- 


ment will  not  pour  in  without  a  major 
improvement  in  corporate  governance. 

So  Putin  is  leading  the  Kremlin's 
biggest  crackdown  on  corruption  since 
the  Soviet  Union's  collapse.  A  high-pro- 
file probe  of  suspect  bureaucrats — as 
seen  in  the  charges  pending  against 
Railways  Minister  Nikolai  Aksyonenko 
for  illegally  spending  Ministry  funds — is 
making  headlines.  But  a  second,  less- 
sensational  effort  is  the  heart  of  this 
campaign:  the  drive  to  limit  the  myriad 
opportunities  for  bribery  and  pilferage 
that  plague  business  and  government. 

Putin's  rewrite  of  the  ues  restruc- 
turing plan  is  just  one  example  of  this 
so-called  structural  approach.  Another  is 
a  new  package  of  reforms,  enacted  on 
Dec.  17,  that  aims  to  cut  down  on  court- 
room bribes  by  increasing  judges'  woe- 
ful salaries  fivefold.  The  new  law  also 
bans  the  intervention  of  state  prosecu- 
tors in  private  litigation  between  con- 
tending business  parties. 

The  Kremlin  wants  to  rein  in  other 
bureaucrats,  too.  New  rules  demanded 
by  Putin  sharply  restrict  discounts  that 
railroad  regulators  can  give  shippers. 
The  discounts  often  reward  customers 
who  cough  up  the  biggest  bribes.  An- 
other law  reduces  the  number  of  busi- 
ness activities  that  require  a  license 
from  2,000  to  100:  Fewer  licenses  mean 
fewer  chances  for  a  bureaucrat  to  get 
his  palm  greased.  "This  will  help,"  says 


Alexei  N.  Mamakov,  27,  owner  of 
Neon  Art,  an  outdoor-advertising 
business  in  the  central  Russian 
city  of  Kazan.  Graft  affects 
"everything  and  everybody"  in 
Russia,  Mamakov  says. 

The  cost  of  such  graft  is  huge. 
Russia's  reputation  as  a  place 
where  CEOs  routinely  violate  the 
rights  of  minority  shareholders 
wipes  about  $45  billion  off  the 
value  of  the  Russian  stock  mar- 
ket, estimates  Moscow  brokerage 
Troika  Dialog.  A  cleanup  could 
attract  an  additional  $10  billion 
annually  in  foreign  direct  invest- 
ment, figures  Price waterhouse- 
Coopers.  Only  $5  billion  a  year 
trickles  in  now. 

Putin  has  assembled  a  diverse 
group  of  allies  in  his  anticorrup- 
tion  drive  and  has  given  each  a 
direct  line  to  his  office.  The  coali- 
tion includes  Western  sharehold- 
ers' rights  activists  such  as  Pros- 
perity's Westman;  a  crew  of 
liberal  policy  advisers  including 
Economics  Minister  German  O. 
Gref  and  top  economic  adviser  And 
N.  Illarionov;  and  the  so-called  con] 
freaks — law-enforcement  leaders  incj 
ing  ex-Prime  Minister  Sergei 
Stepashin,  who  now  heads  the  Di 
wratchdog  Audit  Chamber.  "Putin's  sij 
is  to  let  others  fight  and  bloody  th 


The  Anticorruption  Coalition 


WESTERN  SHARE- 
HOLDER RIGHTS' 
ACTIVISTS 

Moscow  investors 
Mattias  Westman,  di- 
rector of  Prosperity 
Capital  Management, 
and  William  Browder, 
westman         director  of  Hermitage 
Capital  Management,  have  worked 
with  the  Kremlin  to  protect  minority 
shareholders  in  utility  UES 


LIBERAL  POLICY 
ACTIVISTS 

A  crew  of  Putin  fire- 
brands, including 
economics  aide  An- 
drei Illarionov  and 
legal  reformer  Dmitri 
Kozak,  are  seeking 
kozak  to  reduce  corruption 

by  cutting  back  the  clout  of  power- 
ful bureaucrats  and  increasing  the 
accountability  of  judges 

Data:  BusinessWeek 


"CONTROL 
FREAKS" 

A  group  with  back- 
grounds in  Russia's 
security  services,  in- 
cluding Duma  Audit 
Chamber  chief  Serge 
Stepashin  and  Dum 
stepashin       member  Nikolai 
Kovalev,  are  investigating  budget 
fraud  and  other  forms  of  govern- 
ment malfeasance 
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SERIOUS    Putin  understands 
that  graft  is  costing  Russia 
billions  in  foreign  investment 


Ives,"  says  William  Browder,  director 

d   Hermitage  Capital  Management  in 

oscow.  "It  is  smart  politics." 

For  minority  investors,  the  lure  of 

m  e  anticorruption  effort  is  the  prospect 

higher   share   prices.    That's   why 

owder  earlier  this  year  assisted  the 

emlin's  efforts  to  expose  shady  finan- 

1  deals  at  Gazprom,  which  is  38%- 

med  by  the  state.  With  Gazprom  man- 

ement  under  fire  from  shareholders 

id  the  press,  Putin  fired  Soviet-era 

!0  Rem  Vyakhirev  in  May.  On  Dec. 

",  the  new  management  decided  to  re- 

,  lim  a  valuable  asset,  the  Purgaz  gas 

hid,  which  had  been  pawned  off  on 

Frakhirev  cronies.  Since  Vyakhirev's 
3ter,  Gazprom  shares  have  risen  44%. 
For  the  young  liberal  policymakers, 
e  payoff  is  enhanced  clout.  Take  43- 
:ar-old  St.  Petersburg  lawyer  Dmitri 
Kozak.  Backed  by  Putin,  Kozak  got 
ie  Duma  to  ban  the  involvement  of 
■osecutors  in  private  litigation  and  lim- 
judges'  immunity  against  corruption 


charges.  "We  are  trying  to  create  a 
transparent  judicial  system,"  he  says. 

For  the  control  freaks,  a  cadre  domi- 
nated by  ex-KGB  officials,  the  campaign 
is  a  way  to  restore  the  proper  powers 
of  the  state  in  law  enforcement — powers 
these  officials  believe  President  Boris 
N.  Yeltsin  abandoned  during  Russia's 
free-for-all  transition  to  a  market  econ- 
omy. Thus  Nikolai  D.  Kovalev,  a  for- 
mer head  of  the  Federal  Security  Ser- 
vice, firmly  backs  Duma  Audit  Chamber 
chief  Stepashin's  probe  into  alleged  bud- 
get fraud  in  the  administration  of 
Mikhail  N.  Kasyanov,  Russia's  Prime 
Minister.  Kasyanov  would  not  comment, 
but  an  aide  maintains  the  probe  is  in- 
terfering with  the  work  of  government. 

The  crackdown  poses  several  risks. 
One  is  that  overzealous  investigators 
will  trample  on  civil  liberties.  Another  is 
that  the  public,  so  far  squarely  behind 
Putin,  turns  cynical  if  it  appears  that 
the  targeting  of  rogue  officials  is  selec- 
tive. Putin,  for  example,  has  yet  to  ad- 


ACCESS:  Allies  in  the  anticorruption 
fight  have  a  direct  line  to  Putin's  office 

dress  charges  by  Swiss  prosecutors  that 
Pavel  Borodin,  Putin's  former  boss  in 
the  Kremlin  Property  Dept.,  laundered 
$25  million  in  bribes:  Russian  prosecu- 
tors refuse  to  cooperate.  On  another 
front,  even  Kremlin  sources  say  there  is 
an  element  of  political  warfare  to  the 
corruption  probes,  as  obscure  policy- 
makers who  knew  Putin  from  his  St. 
Petersburg  years  target  officials  held 
over  from  the  Yeltsin  era. 

Wary  foreign  investors  also  want  to 
know  how  stringently  the  new  laws  will 
be  enforced.  Executives  at  Sawyer  Re- 
search Products  Inc.,  an  Eastlake  (Ohio) 
maker  of  electronic-grade  quartz,  are  still 
reeling  from  the  takeover  of  Sawyer's 
facility  in  the  Vladimir  region.  Two  Russ- 
ian companies  seized  the  facility  in  July 
after  gaining  the  support  of  local  prose- 
cutors and  judges.  Sawyer  is  appealing 
its  case  but  is  not  optimistic.  "Kozak's 
plan  to  increase  judges'  accountability  is 
on  the  right  track,"  says  Sawyer  ceo 
Gary  R.  Johnson.  "But  it's  a  question  of 
how  fast  he  can  implement  it." 

As  ambitious  as  Putin's  agenda  is, 
there  remains  a  big  missing  item:  the 
Central  Bank  of  Russia,  an  institution 
that  combines  state  regulatory  powers 
with  for-profit  activities  through  its 
stake  in  Sberbank,  Russia's  largest  com- 
mercial bank.  "This  conflict  of  interest 
creates  a  huge  field  for  corruption,"  says 
Dmitri  V.  Vasilyev,  a  former  head  of 
Russia's  Federal  Securities  Commission. 
The  Central  Bank's  refuses  to  disclose 
just  how  much  it  earns  from  commercial 
activities,  including  its  treasury  bill  and 
foreign  exchange  operations.  Fearful  of 
the  bank's  political  clout,  the  Duma  may 
not  push  for  reform  until  the  term  of 
the  bank's  powerful  chairman,  Viktor  V. 
Gerashchenko,  expires  in  September, 
2002.  "The  Central  Bank  could  be 
Putin's  toughest  task,"  says  Vasilyev. 

For  all  the  problems,  the  markets 
are  betting  on  positive  change.  Since 
Putin's  election  in  March,  2000,  govern- 
ment bonds  have  strengthened  sharply. 
Rising  oil  prices  have  helped.  But  bond 
prices  have  also  picked  up  because  in- 
vestors figure  "Putin  has  an  agenda  for 
cleaning  up  Russia,"  says  Christopher 
Weafer,  head  of  research  at  Troika  Dia- 
log. On  Dec.  19,  Standard  &  Poor's  up- 
graded Russia's  long-term  sovereign 
credit  ratings  from  B  to  B+,  citing  such 
factors  as  Kozak's  legal-sector  overhaul. 
This  cleanup  will  take  years.  But  at 
least  it's  starting. 

By  Paul  Starobin  and  Catfierine  Bel- 
ton  in  Moscow 
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FERRARIS 
NEW  WHEELS 

It's  polishing  up  Maserati  for 
a  slightly  less  affluent  driver 


A  wood  fire  crackles  in  the  living 
room  of  the  majestic  19th  century 
Bologna  villa  that  is  home  to  Fer- 
rari Chief  Executive  Luca  di  Mon- 
tezemolo.  Leaning  back  on  a  plush  sofa, 
the  54-year-old  executive  sips  sparkling 
wine  as  he  recounts  the  Italian  auto 
maker's  hard-earned  victories.  In  Sep- 
tember, Ferrari  snapped  up  its  second 
Formula  One  race  championship  in  a 
row  and  its  third  consecutive  win  as 
best  manufacturer  of  Formula  One  cars. 
Off  the  track  as  well,  2001  is  shaping  up 
to  be  a  memorable  year:  Operating  prof- 
its are  on  course  to  hit  a  record  $55 
million,  on  sales  of  around  $950  million. 
"What  means  the  most  to  me  is  winning 
the  Formula  One  award  for  best  car- 
maker," says  di  Montezemolo,  who  has 
trickled  much  of  the  advanced  racing 
technology  into  new  road  models. 

Not  bad  for  a  company  that  less  than 
a  decade  ago  seemed 
stuck  on  the  sidelines   COMING  TO  AMERICA 

TuZ^ZoZ™*  W  Montezemolo  is  targeting 

marketing  virtuoso  and  Porsche  and  BMW  buyers 

rally  driver,  took  over 


Ferrari  in  1991  at  the 
personal  request  of  Gi- 
anni Agnelli,  patriarch 
of  the  Fiat  clan  and 
head  of  the  Fiat  group, 
which  owns  87%  of  the 
Maranello-based  com- 
pany. Di  Montezemolo 
overhauled  Ferrari, 
luring  top  talent  to  the 
racing  team,  boosting 
the  quality  of  its  road 
cars,  and  jazzing  up 
marketing.  Then  came 
the  second  act:  In 
1997,  Ferrari  acquired 
control  of  Maserati 
from  Fiat.  The  Italian 
sports-car  maker's  for- 
tunes had  declined  un- 
der foreign  owners, 
and  Fiat  itself  had 
struggled  in  vain  for 
four  years  to  turn  it 
around.  Now,  with  new 
models  to  launch,  "the 
crucial     year     for 
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Maserati  will  be  2002,"  says  di 
Montezemolo. 

The  moment  is  nigh.  On  Jan.  7  in 
Detroit,  di  Montezemolo  will  host  the 
U.  S.  debut  of  the  Spyder,  the  first  of 
three  Ferrari-engineered  Maseratis.  A 
convertible  that  starts  at  $85,000,  the 
Spyder  boasts  a  Ferrari-built  light- 
weight V-8  engine,  a  curvaceous  body, 
and  a  $4,000  option  for  a  transmission 
derived  from  Ferrari's  winning  For- 
mula One  cars.  The  car  was  launched 
in  Europe  in  September  and  will  land 
in  U.S.  showrooms  in  March,  marking 
Maserati's  return  to  the  American  mar- 
ket after  an  11-year  hiatus.  A  remod- 
eled coupe  will  be  introduced  this 
spring. 

Maserati's  revival  is  the  centerpiece 
of  di  Montezemolo's  strategy  to  rev  up 
sales  from  a  broader 
universe  of  sports-car 
customers  while  re- 
taining the  high-octane 
cachet  of  the  Ferrari 
brand.  Critics  have 
praised  the  Spyder's 
styling,  handling,  and 
features  such  as  a  six- 
speed  Formula  One- 
style  transmission  op- 
erated by  paddles 
mounted  behind  the 
steering  wheel  to 
ease  shifting.  The  Spy- 
der can  hit  over  175 
miles  per  hour.  Its  V-8 
gives  off  the  same  sig- 
nature howl  as  Fer- 
rari's roadsters. 

Ir  Europe,  some 
700  Spyders  have  been 
sold  to  date.  U.S.  or- 
ders numbered  500  at 
last  count,  including 
one  from  American 
fashion  designer  and 
sports-car  enthusiast 
Ralph  Lauren.  "Maser- 
ati gives  the  market  a 
purebred  Italian  race 
car  at  a  price  not 
available  with  other 
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The  Spyder  sp 
a  Ferrari-built  en 


brands,"  says  Lauren,  who  ow 
stable  of  Ferraris.  "You  have  to  lot 
it  seriously  because  it's  coming  oi 
the  Ferrari  world." 

But  Maserati  faces  an  uphill  drh 
the  U.S.,  the  world's  biggest  ma 
for  sports  cars.  The  economy  is  ir 
cession  and  still  recovering  from 
events  of  September  11.  Even  di  I 
tezemolo,  who  drives  a  snappy  midri 
blue  Maserati  3200  GT  coupe  with  v 
la  leather  interior,  admits  "it's  not 
best  psychological  moment"  to  intra    ^  ' 
the  Spyder.  And  car  buffs  may     •<■> 
away  from  the  brand,  recalling  the  c, 
ity  problems  that  once  plagued  it.  Tl 
all  in  the  past,  insists  di  Montezen   t* 
who  as  part  of  his  overhaul  of  Mas€    »JH 
gutted  its  63-year-old  brick  factor       - 
Modena  and  refitted  it  with  a  cutt    iw 
edge  mini-production  line  modeled   lipait 
that  of  Ferrari.  inkd 

Another  question  is  whether  di  1\    tog 
tezemolo  can  produce  a  sedan  that     da 
hit  in  a  brutally  competitive  market     iforti 
ment  dominated  by  BMW,  Mercedes,     at  a 
Audi.  The  Maserati  Quattroporte,  a  f   sm 
door  sedan,  won't  be  out  until  2003,     rod! 
its  features  are  still  top  secret.  But  i 
ing  a  luxury  sedan — which  an  afflu 
family  may  use  every  day — is  a  dif 
ent  task  from  selling  a  pure  sp( 
coupe.  "With  Ferrari,  you  have  a  i   : 
sports  car.  But  with  Maserati,  you  h   f  Arg 
something  in-between,"  says  a  Gerr 
auto  executive.  "They  have  to  fin 
niche  for  Maserati." 

Rebuilding  Maserati  is  also  turr 
out  to  be  a  costly  venture.  The  lirn 
not  expected  to  turn  a  profit  until  2( 
and  losses  at  the  unit  over  the  p 
four  years  tally  up  to  $115  million, 
some  industry  experts  believe  Fern 
investment  in  Maserati,  expected  to 
tal  $343  million  through  2006,  will 
yield  handsome  returns.  "They've 
an  uncut  diamond  in  terms  of  Masen 
image,"    says    Automotive    Indus 
Data's  Schmidt.  It's  up  to  di  Monte 
molo  to  restore  the  sparkle. 

By  Gail  Edmondson  and  Christ 
Tierney  in  Maranello,  with  David  Wt 
in  Detroit 
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COMMENTARY  

By  Joshua  Goodman 

ARGENTINA:  CAN  THE  PERONISTS  STOP  PLAYING  POLITICS? 


i  A  rgentinen  have  made  ;i  lot  of 

I    II  noise  Ii;iiilmiii'   |)ol:    ;iinl   |i;nis  late 

A  m\\,-  I'.ut  that'i  not  because  they've 

been  celebrating  the  arrival  of  the 
.  -    Rather,  they  are  prot< 

"     n  [fovernmenl  disinte 

before  their  very  eye     First . 
!'  idical  party  President  Fernando  de 
la  Riia  ed,  ;i  vid  im  of  I  he 

count  it's  lour  year  old  economic  cri 
:      kI  inability  to  avoid  a  record 
i/.cd  default  on  its  $lo2  billion  in 
debt.  Then  Adolfo  Ro 

dri'gui  /  S.i.i.     I  iiimcd  I  he  world  on 
.  Dec.  •'.•)  by  doing  tin     ame,  charging 
he  botaged  bj  fellow  members 

of  the  Peronisl  [mi 
j|      Finally,  Buenoa  Ai  tied  to 

ettle  on  Peronisl   Kduar 
do  Duhalde  as  the  conn 
1  ry's  now  President.  A  for 
in  President  and 

i    o-tirne  governor  of 
Buenos  Aires  province, 
Duhalde  was  the  losing 
i  uididale  in  the  election 
two  u  that   put 

the  haplei  i   de  la  Kua  and 

his  now  discredited   Kadi         Argentina  S 
cal  parly  in  power.  Re 
garded  as  b  potentially         patfOnage 


trong  and  charismatic 

leader,  Duhalde  ha-  I  tied 
to  fortify  his  new  govern 
merit  against  new  i 
b    insisting  that  he  be  al 
lowed  to  out  the 

two  remaining  on  de 

four  year  term. 
•{        De  la  Kua,  RodrfgUeZ 
■  I,  Duhalde.  The  world 
m  iy  well  find  t  his  parade 
:  of  Argentine  Presidi  i 

baffling.  Wasn't  tin-  an 
i  economic  and  financial 

not  a  political  one? 
I  Shouldn't   Argentines  be 
■      perately  trying  to 
I  ili/.e  i  he  situation,  in- 
ad  of  hounding  Pre 
'  dent  -  out  of  office?  And 
ii y  are  politicians  choos- 
ng  this,  the  most  per- 
j  ilous  moment  in  Argenti- 

recent  history,  to 
-J  bicker  over  power7 
Th<  er  to  th< 

J  qu<  — anrl  the  ki 

any  solution  to  Ar- 

rippled  state — 
n  the  nature  of  the 


Peronii  t  party,  it    turbulent  hii  tory 
often  plunged  Argenl  ina  Into  cri 

sis.  Ami  unt  ii  t  he  part  i     own 

problem  ,  a  criBii  in  Argent  ina  will 

never  be  far  aw 

In  t In.  confu  b  e,  perhap 

t  he  most  important  charactei 

someone  not  even  iii  the  Presidential 
palace     l  hihalde'i   former  boi    ,  (  al- 
ios Menem.  As  President  from  1989 
to  1999,  Menem  inherited  a  polil  leal 

machine  t hat  hat  dominated  Argen 
tine  polit ic     ince  t he  party'-  found 
ing  by  < reneral  Juan  Per6n  In  t  he 
1940s.  Peroni  m  ran  on  a  mis  of  pop 
ulist  policn   ,  rial  ionalj  m,  and  lavii  h 
patronage.  It  wa   Men<  m't  g<  niui  to 

defy  the  party's  protect  ioni  in  by 

launching  a  drive  in  prl 
vati/.e  indui  i ry  and  p 

t  he  peSO  to  I  he  dollar. 
The   result    \\a 

brief  run  of  prosperity, 

and  an  end  to  hyperin 

Ration.  Bui  in  pulling  off 

In     revolution,  Menem 
made  a  pact    with  I  he 
devil,    lie   kept    the    I'ero 

in  i    iii  line  by  gunning 
up  the  pal  ronage  ma 

chine  even  more,  fueling 

a  rii  e  in  government 
SVStGm  ''  ""'  provin 

Hal  and   national   leV( 

that  set  th  tor 

default    and  an  in 


No  leader 
has  been 
willing  to 
dismantle 


EDUARDO  DUHALDE 


table  devaluation.    I  'nder  Menem, 

well,  corrupt  Ion  flourii  hed,  con 
t  ribut  ing  to  1  he  mount  Ing  popular 

disgust  with  Argentina's  politician  . 
Now  the  Peronii  t    will  have  to 

the  me       they  helped  to  create.  The 

i  rouble  is,  t  hey  have  no  unifyii 
ideology  that  can  guide  t hem.  In 

lead,  I  he  parly's  leader  are  oh 

sesseil  with  the  Presidenl  ial  elect  ion 
in  2003,  not  the  here  and  now  of  Ar 
gent  Ina'   economic  meltdown.  In  the 
jockeying  for  power,  no  one  want   to 
offend  t  he  labor  unions  and  ol  her 
key  constituencies. 

Such  polil  leal  calculat  ion    leave 
Duhalde  dangerously  exposed  in  i 

radical  step  he  lake   .   Any   program 

to  revive  Argentina'i  economy,  now 

in  it     four!  h  year  of  rece     ion,  mo  i 
include  the  measure  every  politician 

re  i  I'd:  an  end  to  convertibility, 
the  decade  old  regime  that  binds  the 

|n    o  to  t  he  dollar.   In  an  early     how 

of  bravery,  Duhalde  ha    announced 
his  intent  ion    to  abandon  convert  ibil 
■  \\  he  lia    yet  to    ay  how 
iii  cited  an  orderly  devaluat ion. 
I  h  doi    n't  ha>  e  ;i  praj  houl 

t  he    upport  ot  his    plintered  par! 
The  t  rouble  with  the  Peroni  i  . 

though,  I     that    many   want    power, 
and  ml   to  I'  ad. 

Goodman  covers  politics  <m<l  eco 
Horn  a-:,  in  Argentina 
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international  Outlook 


)ITED  BY  ROSE  BRADY 


I0W,  WILL  INDIA  AND  PAKISTAN 
SET  SERIOUS  ABOUT  PEACE? 


or  days,  the  tension  mounted.  After  terrorists  attacked 

India's  Parliament  on  Dec.  13  and  India  accused  Pakistan  of 

harboring  groups  suspected  of  staging  the  assault,  troops 

assed  on  both  sides  of  the  border  separating  the  world's 

o  newest  nuclear  powers.  Yet,  by  the  start  of  the  New 

ar,  it  looked  as  if  conflict  might  be  prevented  after  all. 

Bowing  to  fierce  diplomatic  pressure  from  the  U.S.  and 

itain,  Pakistan  President  Pervez  Musharraf  has  begun  crack- 

%  down  on  Pakistan-based  groups  blamed  for  the  attacks — 

shkar-e-Taiba  and  Jaish-e-Mohammad,  which 

•rate  in  the  disputed  Himalayan  state  of  Kash- 

r  that  both  India  and  Pakistan  claim.  He  ar- 

>ted  150  militants  and  detained  key  leaders. 

lian  Prime  Minister  Atal  Bihari  Vajpayee  still 

ints  Musharraf  to  close  all  terrorist  camps  on 

territory  and  hand  over  20  terrorist  sus- 

cts.  And  the  most  skeptical  Indians  still  fear 

■  arrests  in  Pakistan  will  prove  to  be  more  po- 

cal  theatre  than  a  serious  crackdown.  Even  so, 

ij  payee  held  out  an  olive  branch  on  Jan.  1, 

daring  a  willingness  to  "walk  more  than  half 

3  distance  with  Pakistan  to  resolve  through  di- 

)gue  any  issue." 

Now,  from  Washington  to  London  to  Beijing,  f«J1f  W 
ilitical  leaders  are  hoping  not  only  that  the  *"'#"" 

'o  countries  avoid  war  but  also  that  they  will  I 

ke  their  first  serious  steps  in  years  toward   PROTESTS  in 

lving  the  key  problem  that  divides  them —  

ishmir.  The  struggle  to  wrest  the  region  from  India's  control 
s  lasted  decades  and  cost  tens  of  thousands  of  lives.  What's 
eded  now,  explains  Stephen  P.  Cohen,  an  expert  on  South 
iia  at  the  Brookings  Institution  in  Washington,  is  "a  face-sav- 
y  device  that  will  make  it  possible  for  both  sides  to  declare 
tory."  It's  unclear  how  deeply  Washington  wants  to  get  ha- 
lved. But  President  George  W.  Bush  phoned  both  Musharraf 
d  Indian  Prime  Minister  Atal  Bihari  Vajpayee  just  before  the 
m  Year.  British  Prime  Minister  Tony  Blair  is  also  planning  a 


peace  mission  to  Islamabad  and  New  Delhi.  U.  S.  ambassadors 
to  both  India  and  Pakistan  will  likely  work  actively  behind  the 
scenes  to  push  a  solution  in  Kashmir,  Cohen  predicts.  U.  S.  am- 
bassador to  India  Robert  D.  Blackwill  was  a  close  Bush  foreign 
policy  adviser  during  his  election  campaign. 

One  key  to  a  longer-term  solution  could  be  state  elections 
planned  for  the  India-administered  part  of  Kashmir  this  sum- 
mer. In  the  past,  India  has  rigged  the  elections  to  keep  a 
New  Delhi-friendly  government  in  power.  This  time,  with  in- 
ternational attention  focused  on  South  Asia, 
New  Delhi  could  feel  pressure  to  allow  free  and 
fair  elections  in  Kashmir. 

That  would  be  a  step  toward  easing  tensions 
as  well  as  granting  more  autonomy  for  the  Hi- 
malayan state,  especially  if  Musharraf  gives  an 
O.K.  for  Kashmiri  separatist  groups  to  take 
part  in  the  ballot.  Amitabh  Mattoo,  a  member  of 
India's  National  Security  Advisory  Board  and  a 
professor  of  international  studies  at  New  Delhi's 
Jawaharlal  Nehru  University,  is  advising  New 
Delhi  to  allow  free  elections  and  then  open  talks 
with  Pakistan  on  Kashmir's  future.  Mattoo  sug- 
gests both  countries  grant  autonomy  to  their 
sectors  of  Kashmir,  turning  the  line  of  control 
separating  them  into  a  border  that  Kashmiris 
could  cross  without  visas. 

Would  Musharraf  buy  such  a  compromise? 
He  can't  appear  to  be  giving  up  Pakistan's  50- 
year-old  claim  on  Kashmir  without  fearing  a  backlash  from 
his  military.  Musharraf  has  already  taken  heat  for  reversing  his 
policy  of  supporting  the  Taliban.  Nevertheless,  he  has  done  bet-  - 
ter  than  expected  in  holding  his  country  together  since  the  war 
in  Afghanistan  began.  If  conflict  betwTeen  India  and  Pakistan  can 
be  avoided,  Musharraf  may  surprise  once  again. 

By  Manjeet  Kripalani  in  Bombay,  with  Naiveen  Mangi  in 
Karachi,  Frederik  Balfour  in  Hong  Kong,  and  Paul  Magnus- 
son  in  Washington 


New  Delhi 


GLOBAL  WRAPUP 


\  ROUGH  START  IN  POLAND 


*•  Just  a  few  months  after  winning 
rower  in  Poland's  Nov.  23  parliamen- 
ary  elections,  the  ex-communist  De- 
nocratic  Left  Alliance  (sld)  govern- 
ment is  watching  its  popularity 
ilummet  as  economic  troubles  mount. 
Unemployment  has  jumped  to  almost 
I  million,  or  16.8%  of  the  workforce, 
ind  is  expected  to  exceed  18%  in  2002. 
Meanwhile,  economic  growth  for  2001 
agged  at  just  1.5%. 

That  contrasts  sharply  with  new 
Prime  Minister  Leszek  Miller's  promis- 


es of  a  dynamic  economy  and  the  cre- 
ation of  1.5  million  new  jobs.  Accord- 
ing to  a  recent  survey  by  the  Warsaw- 
based  Public  Opinion  Research  Center, 
67%  of  Poles  say  the  country  is  head- 
ing in  the  wrong  direction.  "Never 
[since  the  end  of  communism  in  1989] 
has  our  economy  been  in  such  bad 
shape,"  says  Henryk  Wilk,  vice-presi- 
dent of  the  Polish  Confederation  of 
Private  Employers. 

Miller  is  losing  popularity  partly  be- 
cause he  is  taking  tough  actions  need- 
ed to  get  Poland's  government  budget 
under  control.  The  Prime  Minister  has 


ordered  all  his  ministers  to  cut  spend- 
ing to  get  the  2002  deficit  down  to  $10 
billion,  or  5.2%  of  GDP.  That's  still 
above  the  2001  deficit  of  3.4%  of  GDP. 
The  government  has  frozen  wrages  in 
the  state  sector,  cancelled  promised 
pay  increases  for  teachers,  and  slashed 
spending  on  the  army  and  police. 

Budget  austerity  may  also  strain 
the  sld's  coalition  with  the  Peasant 
Party  (psl),  which  wants  more  funds 
for  the  agricultural  sector.  With  such 
troubles  mounting,  it  may  be  tough  for 
Miller  to  last  a  full  four-year  term. 

By  Bogdan  Turek  in  Warsaw 
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Put  to  the  test 
by  an 

unexpected  war 
and  an 
unpredictable 
recession,  the 
best  executives 
rose  to  the 
occasion  with 
hard-nosed 
strategies  to 
match  the  times 


Special  Report 


If  there  was  ever  a  year  in  which  ex- 
ecutives could  really  distinguish 
themselves,  this  was  it.  Recession, 
terrorism,  war:  What  didn't  go 
wrong  in  2001?  Companies  already 
hurt  by  the  sluggish  global  economy 
had  to  contend  with  the  eerie  consumer  re- 
treat that  took  place  in  America  after  the 
September  11  attacks.  Back  in  June,  execu- 
tives complained  they  had  "no  visibility"  on 
the  timing  of  a  recovery;  by  October,  some 
in  the  airline  and  insurance  business  were 
hoping  the  government  would  see  fit  to  bail 
them  out.  Crisis  management  took  on  new 
meaning.  It  did  little  good  for  chief  execu- 
tives to  boast  about  their  prospects  or  deny 
their  mistakes.  No  one,  not  investors,  not 
board  members,  certainly  not  employees  or 
consumers,  was  in  the  mood  for  that.  It  was 
a  year  to  be  utterly  realistic. 

That's  not  to  say  the 
best  executives  weren't 
also  gutsy,  contrarian, 
or  just  plain  stubborn. 

Richard  S. 
Fuld  Jr.,  the 
head  of  in- 


gic  decisions.  Gerstner,  who  will  retire 
this  year,  changed  IBM's  business  model 
focus  more  on  selling  services  than  har< 
ware.  It's  now  the  envy  of  the  compute  \ 
dustry.  Yoshino  also  managed  an  impo 
shift  in  the  direction  of  his  company.  O 
known  mostly  for  its  compact  sedans,  }mt 
now  produces  minivans  and  sport-utilitAja 
hides.  The  new  models  have  become  sop 
ular  in  the  U.  S.  that  dealers  have  waiti 
lists  for  them.  Forget  about  0%  financin 
these  vehicles.  That's  given  Honda  a  m; 
capitalization  of  nearly  $39  billion,  bigge 
than  that  of  troubled  Ford  Motor  Co 

Another  top  performer,  Tyco  Intern 
tional  Ltd.,  now  has  a  market  value  of 
$114  billion — more  than  Ford,  General 
tors,  and  DaimlerChrysler  combined — 
thanks  to  the  relentless  dealmaking  an 
lean  operating  style  of  ceo  L.  Dennis 


vestment 


THE  TO 


bank  Lehman  Brothers  Inc.,  hasn't  laid 
off  a  soul,  even  though  his  rivals  have 
let  go  of  thousands  to  cut  costs. 
Richard  B.  Priory,  ceo  of  Duke  Ener- 
gy Corp.,  was  the  first  to  sign  a  big 
deal  after  September  11:  He  agreed  to 
acquire  a  Canadian  natural  gas  compa- 
ny for  $8.5  billion.  The  day  after  the 
U.  S.  began  its  military  campaign  in 
Afghanistan,  Howard  D.  Schultz,  the  founder 
of  Starbucks  Corp.,  went  ahead  with  an  ini- 
tial public  offering  in  Japan. 

To  choose  the  year's  25  Top  Managers, 
BusinessWeek  surveyed  its  staff  of  some  160 
writers  and  editors  in  New  York  and  in  22 
bureaus  around  the  world.  Then  we  culled 
that  list  for  the  truly  outstanding  leaders. 
Some,  such  as  Louis  V.  Gerstner  Jr.  at  IBM 
and  Hiroyuki  Yoshino  of  Honda  Motor  Co., 
earned  a  place  because  of  their  smart  strate- 


OFTH 


Kozlowski.  In  general,  though,  stock  priJ 
were  not  the  best  way  to  measure  an  e> 
utive's  performance  in  2001. 

In  some  cases,  it  made  more  sense  to  lo  | 
at  how  an  executive  managed  innovation, 
example,  Steven  A.  Ballmer,  CEO  of  Micros 
Corp.,  oversaw  the  introduction  of  more  m 
jor  products  in  2001 — from  Windows  XP  to 
the  Xbox  game  console — than  in  any  other 
year.  Reuben  Mark,  who  has  run  Colgate-I 
molive  Co.  since  1984,  has  been  determine< 
to  get  new  merchandise  to  markets  arounc 
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corner  offices page  78 


vorld  as  quickly  as  possible.  Although 
lgate  sells  brands  of  soap  and  toothpaste 
it  are  decades  old,  more  than  a  third  of  its 

0  /enues  come  from  goods  introduced  in  just 
past  five  years.  And  at  online  auction  site 

4ay  Inc.,  Margaret  C.  Whitman  continually 
n  sponds  to  users'  requests  for  new  eate- 
ries and  features.  Now,  eBay  even  offers 
ed-price  items  for  sale. 

1  While  some  of  our  managers,  such  as  Col- 
*  te's  Mark,  rarely  appear  in  public,  others 

t  themselves  right  out  there.  John  Browne 


of  BP  PLC  is  a  modern-day  oil  baron  and  in- 
dustry pacesetter  who  also  talks  about  the 
dangers  of  global  warming.  And  Oprah  Win- 
frey, whose  television  show  and  magazine  are 
still  drawing  converts,  presided  over  a  me- 
morial service  in  New  York's  Yankee  Stadi- 
um attended  by  20,000  people.  Sure,  Winfrey 
is  comfortable  in  front  of  a  big  audience:  She 
has  26  million  viewers  in  the  U.  S.  alone.  But 
we  like  to  think  that  any  of  this  year's  top 
managers  could  have  stood  next  to  Mayor 
Rudolph  W  Giuliani  and  still  looked  good.    ■ 
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THE  TOPS 
MANAGERS 


Louis  V.  Gerstner  Jr. 


KEY  ACCOMPLISHMENTS 


■  Services  should  bring  in  $5.3  billion 
profit  on  $35.7  billion  in  revenue 

■  The  stock  was  up  45%  as  of  Dec.  28 
vs.  an  8%  loss  for  the  S&P  500 


■  IBM 

When  IBM  named  Louis  V.  Gerstner  Jr. 
chairman  and  chief  executive  on  Apr. 
1,  1993,  the  computing  giant  had  one 
foot  in  the  grave.  Bloated  from  its  patrician 
culture  and  outflanked  by  more  nimble  ri- 
vals, IBM  was  on  the  verge  of  a  breakup. 
But  now,  as  the  59-year-old  veteran  of  rjr 
Nabisco  and  American  Express  Co.  gets 
ready  to  retire,  IBM  is  alive  and  kicking.  Its 
services-heavy  business  model  is  the  envy 
of  the  computer  industry, 
and  it  has  regained  leader- 
ship in  key  markets  where 
it  had  lagged,  such  as 
servers,  software,  and  stor- 
age devices.  While  the  tech 
industry  imploded  in  2001, 
Big  Blue  is  on  track  to  re- 
port $7.7  billion  in  profits  for 
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the  year,  down 
slightly  from  $8 
billion  in  2000. 
enues  should  be 
$87.4  billion. 

Gerstner  mad 
two  key  decisior 
that  have  contin 
to  pay  dividends 
First,  he  reverse 
plan  to  break  up 
the  company.  Go 
thing:  Last  year, 
ibm's  global  reac 
and  diversity 
buffered  it  from 
tech  downturn, 
ond,  he  made  a 
huge  strategic  b 
on  the  services 
business,  shifting 
the  company  awi 
from  its  roots  as 
maker  of  Big  In 
and  PCs.  In  2001 
IBM  Global  Servii 
was  the  biggest 
fastest-growing  j 
of  the  company, 
with  43%  of  sales 
Gerstner  does 
not  chitchat.  Th 
Mineola  (N.Y.)  i 
tive  and  Harvar 
Business  School 
grad  surrounds 
himself  with  a 
close  circle  of  loj 
advisers.  He  tra 
els  constantly  to  keep  in  tune  with  cus- 
tomers' needs,  and  in  meetings,  associate 
say  he  zeroes  in  on  the  main  issue.  Still, 
makes  time  for  various  social  causes,  esp 
cially  those  that  stress  the  importance  o 
public  schools.  In  June,  he  became  an  ho: 
orary  Knight  of  the  British  Empire  for  h 
advocacy  of  education.  "Lou  is  an  incredi- 
bly focused  executive,"  says  Symantec 
Corp.  Chairman  John  W.  Thompson,  a 
former  general  manager  of  IBM's  North 
American  Sales  Group.  "He  makes  it 
very  clear  to  everyone  what  his  ex- 
pectations are." 

Now,  Gerstner's  great  run  is  near- 
ing  its  end.  His  contract  expires  on 
Mar.  31,  and  he  is  expected  to  step 
down  soon  after.  Waiting  patiently  in  the 
wings  is  President  and  Chief  Operating  Of- 
ficer Samuel  J.  Palmisano,  50,  an  IBM  veter 
who  has  sharpened  the  giant's  day-to-day  ( 
erations.  Thanks  to  Gerstner,  Palmisano  wi 
be  taking  over  a  healthy  and  powerful  com 
pany.  He  just  has  to  keep  it  that  way. 
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j  oward  Schultz 

!  STARBUCKS 

irust  one  day  after  the  U.S.  military  be- 
I  gan  bombing  Afghanistan,  Starbucks 
|r  Chairman  and  chief  strategist  Howard 
jhultz  was  on  a  plane  to  Tokyo  for  an 
|  tial  public  offering  of  his  company's 
lares  on  the  Japanese  market.  True,  the 
ires  are  down  some  14%,  but  it  was  a 
By  move, 
j  For  the  48-year-old  Schultz,  it  has  been 
,  it  kind  of  year.  While  other  retailers  saw 
les  plummet  in  the  wake  of  the  terrorist 
|  acks  and  a  slumping  economy,  Starbucks 
led  out  1%  monthly  comparable  store 
fins.  The  Seattle  company  now  has 
tched  121  consecu- 


i|  re  months  of  posi- 
Jite  comp  sales — a 
industry  mea- 
rtire — since  it  went 
!  blic  in  1992. 
if  Starbucks  started 
:  it  in  1987  with  just 
|  stores;  today  it 
rves  nearly  20  mil- 
si  n  people  a  week 


from  nearly  5,000  outlets.  And  Schultz 
wants  to  expand  his  coffee  empire:  In  the 
midst  of  a  worldwide  economic  downturn,  he 
plans  to  open  more  than  1,000  stores  from 
Beijing  to  Vienna  in  2002.  Schultz,  who 
grew  up  in  public  housing  in  Brooklyn, 
N.  Y.,  believes  his  $3  latte  is  recession-proof. 
He  had  better  be  right.  To  keep  investors 
happy,  the  company  needs  earnings  growth 
of  25%,  not  the  15%  it  is  currently  project- 
ing. And  while  Star- 


KEY  ACCOMPLISHMENTS 


■  Profits  grew  92%,  to  $181.2  million, 
on  sales  of  $3  billion  for  fiscal  year 
ended  in  November 

■  Posted  121  consecutive  months  of 
positive  comparable-store  sales  since  it 
went  public  in  1992 


bucks  is  a  hit  in 
Asia,  Europeans  are 
a  different  story. 
Schultz  needs  to  se- 
duce the  Continent 
with  American  mar- 
keting, just  as  he 
wooed  Americans 
with  European  cof- 
fee a  decade  ago. 


undo  Mitarai 


CANON 


By  Japanese  ceo  standards, 
Canon  Inc.'s  Fujio  Mitarai  is 
something  of  an  anomaly. 
For  starters,  he's  fast  and  deci- 
sive— a  far  cry  from  the  consen- 
sus builders  who  typically  run 
Japan  Inc.  Just  months  after  his 
appointment  as  president 
and  chief  executive  in 
1995,  he  shocked  se- 
nior managers  by 
killing  Canon's  large 
personal-computer 
division. 

Today,  Mitarai  is 
being  held  up  as  a 
model  for  other 
Japanese  execu- 
tives. Gone  is 
Canon's  obsession 
with  sales  and 
market  share  at 
any  cost.  Says 
Mitarai,  65:  "I  put 
profits  first."  He  has 
shut  down  four  divi- 


sions and  revamped  inventory  control. 

Those  moves  are  paying  off.  Canon's 
printer  and  copier  business  is  booming,  pro- 
viding the  bulk  of  sales.  While  many  Japan- 
ese blue  chips  have  had  to  head  for  cover, 
Canon's  2001  net  income  is  expected  to  rise 
23%  over  the  previous  year,  to  $1.26  billion, 
on  sales  of  $22  billion,  up  4%.  Moreover, 
Mitarai  has  built  up  a  cash  stash  of  some 
$765  million  since  taking  over. 

Mitarai  is  the  nephew  of  one  of  the 
founders  of  Canon,  but  he  earned  his  pro- 
motion by  launching  explosive  growth  at 
the  company's  U.  S.  operations.  When  he 
was  recalled  to  Japan  in  1989,  Mitarai  was 
reluctant  to  go.  "I  had  different  business 
standards  and  found  Japan  too  irrational," 
he  says.  Now  he's  proud  to  have  made 
Canon  more  global  and  profit-oriented.  If 
only  the  rest  of  Japan  Inc.  would  follow. 


KEY  ACCOMPLISHMENTS 


■  Cut  money-losing  product  lines,  nearly 
doubling  net  income  to  $1.26  billion  in 
2001,  since  taking  over  in  1995 

■  Boosted  Canon's  share  of  the  global 
digital-camera  market  to  14%  in  2001, 
from  9%  the  previous  year 


MANAGERS  TO  WATCH 

2-0-0-2 


Richard  Parsons 

■  AOL  TIME  WARNER 

HThe  surprise 
pick  to  suc- 
ceed CEO 
Gerald  M. 
Levin,  Par- 
sons, 53, 
faces  a  lot  of  heavy  lift- 
ing. He  has  to  revive  the 
music  business,  roll  out 
broadband  services,  and 
restore  credibility  with 
Wall  Street.  That's  on 
top  of  maintaining  har- 
mony among  the  compa- 
ny's fiefdoms. 

Jeffrey  Immelt 

■  GENERAL  ELECTRIC 

Jack  Welch's 
successor 
has  big 
plans,  in- 
cluding more 
acquisitions 
and  better  customer  fo- 
cus. He  also  vows  to 
boost  diversity  at  the  top. 
Meanwhile,  Immelt,  45, 
has  to  keep  up  GE's 
double-digit  growth  in 
a  sputtering  economy. 
The  airline  slowdown 
could  make  that  difficult. 

Lawrence  Bossidy 

■  HONEYWELL 

Sossidy,  66, 
came  back 
from  retire- 
ment to  sta- 
bilize things 
after  the  col- 
lapse of  Honeywell  Inter- 
national's planned  merger 
with  General  Electric  Co. 
Now,  the  recession  is 
forcing  him  to  slash  costs 
and  dump  businesses. 
But  his  main  job  is  find- 
ing a  successor  before  he 
leaves  again  this  summer. 
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Oprah  Winfrey 


KEY  ACCOMPLISHMENTS 


■  The  Oprah  Winfrey  Show  was  the 
top-rated  talk  show  for  the  16th  year 

■  0,  The  Oprah  Magazine  has  grown 
from  1.3  million  in  circulation  in 
January,  2001,  to  2  million  today 


■  HARPO 

In  the  aftermath  of  September  11,  Oprah 
Winfrey  didn't  miss  a  beat.  The  Queen  of 
Talk  quickly  adapted,  changing  her  regu- 
larly scheduled  programming  on  Tlie  Oprah 
Winfrey  Show  to  a  series — "America  Under 
Attack" — exploring  tough  issues  that 
gripped  the  nation,  including  "How  to  Talk 
to  Kids"  and  "Is  War  the  Only  Answer?" 
During  the  week  of  Sept.  17,  the  first 

week  for  which  Nielsen  Me- 
dia Research  collected  data 
after  the  attacks,  the  talk 
show  ranked  No.  3  among 
syndicated  television  pro- 
grams— one  slot  better  than 
the  previous  year's  ranking 
during  the  same  week. 

Later,  the  head  of  Harpo 
Inc.  flew  to  New  York  to 


preside  over  an 
faith  ceremony  at 
Yankee  Stadium 
its  conclusion,  she 
told  the  mourning 
crowd  of  20,000: 
believe  when  you 
a  loved  one,  you 
an  angel  whose  n 
you  know." 

Oprah  Winfrey, 
is  in  the  business 
soothing  souls.  Th 
magic  is  what  has 
kept  her  program 
the  top  of  the  talk- 
in  2001 — a  perch  il 
has  held  for  16  cor 
secutive  seasons.  1 
show  generates  m(    .  v,: 
than  $300  million  i: 
annual  revenues  ai    ;<a. 
reaches  26  million 
viewers  in  the  U.S 
each  week — plus  n 
lions  more  in  106  i  ,.: 
ternational  market 
This  season's  show, 
which  started  in  S 
tember,  is  leading 
closest  daytime  taL 
competitor,  Live  wi 
Regis  and  Kelly, 
hosted  by  Regis 
Philbin  and  Kelly 
Ripa,  by  66%. 

Sure,  Winfrey 
sometimes  misread 
her  audience — the 
film  Beloved,  which  she  starred  in  and  prl 
duced,  flopped  at  the  box  office.  But  disajf 
pointments  are  few.  Winfrey,  a  hands-on 
manager  if  there  ever  was  one,  has  kept 
her  wildly  successful  O,  The  Oprah  Maga\ 
zine  soaring  even  in  a  dismal  economy. 
Guaranteed  circulation  has  grown  from 
1.3  million  in  January,  2001,  to  2  mil- 
lion today.  The  magazine's  mix  of 
consumerism  and  self-empowerment 
resonates.  And  her  "Live  Your  Best 
Life  Tour,"  a  series  of 
four  day-long  seminars 
in  June,  offered  partici- 
pants a  mix  of  spiritu- 
al encouragement 
and  down-home 
wisdom.  Even  at 
$185  a  ticket, 
events  sold  out  in 
hours.  After  all 
this  time,  people  still 
can't  get  enough  of 
Oprah. 
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obert  A.  Eckert 


MATTEL 

>|Tfe 

"f  you  have  a  little  trouble  finding  a 
Harry  Potter  action  figure  this  winter, 
'.Robert  A.  Eckert  is  the  man  to  blame. 
4  ittel  Inc.  had  already  acquired  the  license 
produce  the  toys  when  Eckert,  47,  came 
as  chairman  and  chief  executive  in  May, 
00.  The  former  head  of  Kraft  Foods  Inc. 
kly  put  his  own  understated  touch  on 
Me  rollout.  Eckert  wanted  to  keep  the 

iduct  line  simple,  so  Mattel  eliminated 
[P%  of  the  toys  that  were  originally 
i;  inned.  Eckert  also  aimed  low,  budgeting 
J  sell  just  a  quarter  of  the  $400  million 
,)rth  of  toys  sold  after  the  last  Star  Wars 
bvie.  With  Potter  merchandise  already  out 
^  stock  at  many  stores,  Eckert  says  Mattel 
^ould  easily  reach  his  sales  forecast. 
Eckert  has  been 


•  derpromising  and 
n-  erdelivering  since 
11  joined  Mattel.  He 
ve  away  Mattel's 
jney-losing  Learn- 
5  Co.  computer- 
me  division,  ended 


a  pricey  movie-licensing  agreement  with 
Walt  Disney  Co.,  and  cut  jobs.  Brian  P.  Mc- 
Gough,  an  analyst  at  Morgan  Stanley  Dean 
Witter  &  Co.,  expects  Mattel's  2001  earn- 
ings to  climb  nearly  16%,  to  $341  million,  on 
just  a  3%  sales  increase,  to  $4.8  billion. 

Eckert  is  working  to  make  Mattel  even 
more  efficient.  He  asked  the  distribution 
staff  to  spend  more  time  with  big  cus- 
tomers such  as  Wal- 


KEY  ACCOMPLISHMENTS 


■  Mattel  made  money  again  in  2001 

■  Turned  the  much-hyped  Harry  Potter 
into  a  potentially  enduring  toy  franchise 


Mart  Stores  Inc.  and 
Toys  'R'  Us  Inc.,  and 
that  cut  delivery 
times.  These  smart 
moves  are  what's 
keeping  Eckert 
ahead  in  this  game. 


ichard  S.  Fuld  Jr. 


ri 


LEHMAN  BROS. 

Richard  S.  Fuld  Jr.,  chairman 
and  ceo  of  Lehman  Broth- 
ers Inc.,  is  pretty  good  at 
proving  naysayers  wrong.  Ever 
since  American  Express  Co.  spun 
off  Lehman  in  1994,  Wall  Street 
insiders  have  speculated  that 
Lehman,  the  fourth-largest 
traditional  investment 
bank,  couldn't  stay  indepen- 
dent for  long.  The  firm  suf- 
fered a  setback  on  September 
11:  One  Lehman  employee  was 
killed,  its  headquarters  building 
near  Ground  Zero  was  severely 
damaged,  and  its  market  share 
fell,  as  reflected  in  its  fourth- 
quarter  results. 

But  these  blows  have  only  made 
Fuld  and  his  team  more  deter- 
mined to  expand  Lehman's  reach. 
"In  a  sad,  peculiar  way,  I'm  reener- 
gized by  all  that's  happened.  It  was 
that  horrible,  unfortunate  event 
that  got  my  people  to  come  togeth- 
er in  such  a  strong  way,"  says 


Fuld.  And  that  is  largely  because  of  his 
straight-shooting,  gutsy,  contrarian  leader- 
ship style.  While  rivals  are  laying  off  thou- 
sands to  cut  costs,  Fuld,  55,  who  started 
with  Lehman  as  a  commercial-paper  trader 
in  1969,  insists  he  will  keep  his  staff  intact 
and  hire  new  talent. 

Even  with  the  recent  troubles,  it  was  a 
dazzling  year  for  Fuld.  Lehman  gained  mar- 
ket share  in  global  debt  and  equity  is- 
suance, and  its, market  cap  held  steady  as 
rivals  saw  theirs  sink.  Some  Wall  Street  in- 
siders speculate  that  Fuld  will  buy  a  clear- 
ing or  asset-management  firm  to  keep 
Lehman  on  its  upward  trajectory.  Fuld  says 
he  is  not  against  making  a  purchase  that 
will  boost  return  on  equity.  But  he  adds:  "It 
would  have  to  be  a  terrific  deal  because  it 
would  be  destabilizing.  I  have  my  team  do- 
ing exactly  what  I  want  them  to  do."  Even 
the  naysayers  would  have  to  agree. 


KEY  ACCOMPLISHMENTS 


■  Stock  is  up  tenfold  since  it  was  spun 
off  from  American  Express  in  1994 

■  Increased  global  market  share  for  debt 
and  equity  issuance  from  5.5%  a  year 
ago  to  6.5%  in  2001 


MANAGERS  TO  WATCH 

200-2 


William  Clay  Ford  Jr. 

■  FORD  MOTOR 

PFord,  44,  in- 
sists he  nev- 
er sought  the 
CEO  job  at 
the  carmak- 
er. It's  not 
an  enviable  position:  car 
quality,  factory  productivi- 
ty, and  market  share  all 
are  suffering.  Employee 
morale  is  poor,  as  are  re- 
lations with  suppliers  and 
dealers.  Ford  must  make 
peace  as  he  prepares  a 
major  restructuring. 

Douglas  Daft 

■  COCA-COLA 

Daft  still 
hasn't  put 
the  fizz  back 
in  Coke. 
Sprite  and 
Coke  Classic 
remain  flat  despite  a  $300 
million  marketing  boost. 
And  Daft,  53,  pulled  the 
plug  on  his  own  deal  to 
co-produce  juice  drinks 
and  snacks  with  Procter  & 
Gamble  Co.  Coke's  star- 
studded  board  will  be  pa- 
tient only  so  long. 

Christopher  Garvin 

■  MOTOROLA 

a  This  ought  to 
be  the  year 
of  reckoning 
for  Galvin, 
51.  Motorola 
is  expected 
to  report  an  operating 
loss  for  2001— its  first  in 
71  years.  Galvin  is  rein- 
vigorating  the  company's 
wireless  phone  business. 
But  to  save  his  job,  he'll 
also  have  to  do  better 
with  semiconductors  and 
network  gear. 
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Daniel  Vasella 


NOVARTIS 


F 


or  Novartis  Chairman  and  ceo  Daniel 
Vasella,  running  the  world's  seventh- 
largest  pharmaceutical  company  isn't 
very  different  from  his  previ- 
ous career  as  a  hospital 
physician.  "You  need  to 
make  a  quick  diagnosis, 
determine  the  urgency 
of  the  situation,  and 
surround  yourself  with 
a  competent  team," 
says  Vasella,  48,  who 
is  known  as  an  ex- 
tremely demanding, 
very  direct  boss.  Vasella 
has  transformed  the 
once-stodgy  Swiss  con- 
glomerate into  an  aggres- 
sive innovator.  In  the  past 
year  alone,  Novartis  has 
launched  four  new 
drugs,  most  notably 
Gleevec,  a  break- 
through cancer 
treatment.  It 


also  bought  a  20%  stake  in  Swiss  archriv^ 
Roche  Group  and  pioneered  programs  to 
prove  global  access  to  costly  new  medicinl 

Novartis'  metamorphosis  began  six  ye/ 
ago,  when  it  was  formed  through  the  me  J 
er  of  Swiss  drugmakers  Sandoz  and  Cibaj 
Geigy.  As  head  of  Sandoz's  pharmaceutic;] 
unit,  Vasella,  who  skis,  motorbikes,  and 
lects  rare  books  in  his  spare  time,  quickly 
overhauled  the  culture  of  the  new  compaJ 
He  introduced  performance-linked  compel 
sation,  beefed  up  marketing,  and  boosted  | 
research  and  development  spending  by  4t 
from  1996  to  2000.  In  1999,  he  ditched  th«j 
agrichemicals  business  to  focus  on  the  mc 
lucrative  pharmaceuticals  market. 

Those  early  moves  paid  off.  Sales  in  th{ 
U.  S.,  where  Novartis  derives  40%  of  its 
revenues,  were  up  25%  through  the  first 


:M 


m 


KEY  ACCOMPLISHMENTS 


■  Launched  Gleevec,  a  breakthrough 
drug  for  leukemia,  just  32  months  after 
entering  clinical  testing 


■  Increased  sales  for  2001  by  14%,  to 
$13  billion,  and  is  on  track  to  boost 
operating  profits  by  5%,  to  $4.2  billion 
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nine  months  of  this  year,  to  $4  billion.  Mea 
while,  worldwide  drug  sales  were  expecte 
to  reach  $13  billion  in  2001,  up  from  $10.7 
billion  in  2000. 

With  growth  prospects  strong,  Vasella  i 
now  launching  innovative  programs  to  im 
prove  patient  access  to  drugs.  Beginniri 
in  January,  Novartis  will  offer  dis 
counts  of  up  to  40%  on  all  its  drug^ 
to  the  estimated  11  million  elderly    J 
Americans  without  prescription  cov 
erage.  And  Gleevec,  which  typically 
costs  around  $24,000  a  year  per  pa- 
tient, is  being  offered  in  the  U.  S.  for 
free  to  the  poor  and  on  a  sliding  income 
scale  to  middle-class  Americans.  Vasella 
also  is  working  on  initiatives  to  im- 
prove access  to  drugs  in  the  devel- 
oping world.  Novartis  is  providing  fi- 
nancial assistance  programs  for 
Gleevec,  donating  leprosy  medicine, 
and  selling  malaria  drugs  at  cost  in 
poorer  countries. 

Still,  Vasella's  top  goal  is  to  have 
the  company's  shareholders  earn  a 
return  on  their  investment.  Govern- 
ment interference  with  drug  patents 
has  made  them  nervous,  and  pushed 
down  prices  for  the  shares  of  No- 
vartis and  other  drugmakers.  But 
with  healthy  profits  in  the  bank, 
Vasella  can  afford  to  feel  charitable 
these  days. 
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ohn  Browne 


BRITISH  PETROLEUM 

Tohn  Browne  lights  up  a  rich  Cuban  cig- 
'I  ar  in  his  London  office  as  he  reflects  on 
'  the  year.  The  ceo  of  bp  PLC  has  plenty 
reasons  to  be  satisfied.  Browne,  a  bache- 
is  about  to  move  into  an  Edwardian 
-    in  Cambridge  that  he  has  been  lav- 
ly  renovating.  And  he  looks  forward  to 
l/eral  years  of  refining  what  is  already  a 
rmidable  profit  machine. 
.Many  people  in  the  oil  patch  consider 
bwne,  53,  to  be  the  industry  pacesetter, 
decade  ago,  BP  was  a  struggling  midsize 
npany  short  on  earnings  and  clout.  But 
owne,  who  was  promoted  to  ceo  in  1995, 
I  been  instrumen- 


I  in  transforming  it 
lo  the  world's 
|i.2  oil  company, 
rliind  Exxon  Mobil 
I  rp.  His  $57  billion 
juisition  of  Chica- 
Wbased  Amoco  in 
.gust,  1998,  trig- 
red  a  huge  wave 
industry  consoli- 
a 

a 

ent  Kresa 


dation.  Browne  then  bought  Arco  in  1999 
for  $25  billion.  These  groundbreaking  deals 
are  more  than  paying  for  themselves.  BP's 
profits  for  the  first  nine  months  of  2001 
were  up  9%,  to  a  record  $10.97  billion,  de- 
spite weaker  prices. 

Browne's  gutsiness  sometimes  draws  flak. 
His  warnings  about  the  dangers  of  global 

warming  have  an- 


KEY  ACCOMPLISHMENTS 


■  Germany  approved  BP's  bid  for  Veba 
oil,  making  BP  that  nation's  marketing 
and  refining  leader 

■  Solidified  BP's  position  in  the  fast- 
growing  Chinese  market,  with  a  $2.7 
billion  joint  venture  there 


noyed  some  environ- 
mentalists, who  con- 
sider such  talk  from 
an  oilman  to  be  hyp- 
ocritical. Lately, 
Browne  has  been 
quiet,  but  the  indus- 
try watches  his 
every  move  for  clues 
about  the  future. 


NORTHROP  GRUMMAN 

">l  hairman  and  Chief  Executive  Kent 

Kresa  had  just  closed  on  a  $5.1  billion 
«/  merger  with  Litton  Industries  last 
•ing  when  rival  General  Dynamics  Corp. 
knched  a  surprise  attack,  announcing  it 
|B  buying  Newport  News  Shipbuilding 

The  deal  would  make  GD  the  dominant 
^yer  in  military  shipbuilding,  a  business 
>rthrop  had  just  entered.  Kresa  decided 

to  fight  back. 

Rather  than 
start  a  bidding 
war,  he  offered  to 
match  gd's  price 
and  began  a  cam- 
paign to  convince 
regulators  that  a 
GD/Newport  News 
deal  was  anti-com- 
petitive. The  strat- 
egy worked.  In 
October,  the  Jus- 
tice Dept.  sued  to 
block  the  GD  merg- 
er. By  December, 
Newport  News 


was  Kresa's.  "He  is  low  key,  but  effective," 
says  Jon  B.  Kutler,  a  defense  industry  in- 
vestment banker  at  Quarterdeck  Invest- 
ment Partners  LLC.  "He's  the  stealth  ceo." 

Indeed,  Kresa,  63,  has  never  sought  a  high 
profile.  But  during  the  industry  contraction 
of  the  past  10  years,  Northrop  has  grown 
from  an  also-ran  into  the  nation's  No.  3  de- 
fense contractor,  with  $18  billion  in  sales  pro- 
jected for  2002.  And  he's  recently  helped  win 
lucrative  government  contracts.  "Our  mission 
has  been  to  look  where  the  growth  is  and  be 
one  of  the  survivors,"  says  Kresa. 

Kresa  grew  up  in  a  show-biz  family.  His 
father,  Helmy  Kresa,  was  songwriter  Irving 
Berlin's  chief  assistant,  and  young  Kent  was 
a  child  actor.  He  gave  up  the  bright  lights 
to  attend  the  Massachusetts  Institute  of 
Technology.  "I  couldn't  stand  the  rejection," 
he  says  of  auditioning.  Lately,  that's  one 
thing  he  hasn't  had  to  worry  about. 


KEY  ACCOMPLISHMENTS 


■  Completed  the  defense  industry's  two 
biggest  mergers  in  2001 

■  Helped  win  funding  for  major  new 
programs,  including  the  F-22  fighter  and 
the  Joint  Strike  Fighter 


MANAGERS  TO  WATCH 
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Michael  Eisner 

■  DISNEY 

V*^      I   Eisner,  59, 
W       ^B  must  revamp 
L«gl      I   Disney  after 
[^       ^j  ratings  at 
I    '^m\  ABC  fell  and 
■HM^r    I  theme-parks 
attendance  dropped.  To 
cut  costs,  he  closed  the 
GO  Web  network  and  is 
shuttering  nearly  half  of 
the  company's  U.S. 
stores.  Eisner  could  be 
fending  off  unwanted  suit- 
ors if  he  can't  get  that 
Zip-A-Dee-Do-Dah  back. 

Carly  Fiorina 

■  HEWLETT-PACKARD 

Fiorina,  47, 
is  in  a  battle 
for  survival. 
Her  sweeping 
reforms  failed 
to  improve 
HP's  performance  in  most 
of  its  markets.  And  her 
acquisition  of  Compaq 
Computer  Corp.  is  on  the 
ropes.  Even  if  she  wins 
and  the  deal  goes 
through,  Fiorina  has  to  ex- 
ecute flawlessly  on  the 
biggest  tech  merger  ever. 

Michael  Capellas 

■  COMPAQ 

Capellas,  47, 
shocked  the 
world  when 
he  agreed  to 
merge  Com- 
paq with 
Hewlett-Packard  Co.  and 
play  second  fiddle  to  Carly 
Fiorina.  If  they  somehow 
save  the  deal,  he  has  the 
tough  job  of  merging  the 
operations.  If  it  fizzles, 
he'll  need  another  surprise 
to  convince  investors  that 
Compaq  can  go  it  alone. 
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KEY  ACCOMPLISHMENTS 


■  For  most  of  2001,  Lifetime  was  the 
No.l  basic-cable  network  with 
households  in  prime  time 

■  Revenue  should  reach  $715  million  in 
2001,  up  from  $550  million  in  2000 


Carole  Black  knows  what  women  want. 
Since  Black,  58,  became  president  and 
CEO  of  Lifetime  Entertainment  Ser- 
vices in  March,  1999,  she  has  turned  Life- 
time TV  into  the  year's  top-ranked  cable 
network  in  prime  time.  Suddenly,  its 
earnest  and  uplifting  portrayals  of  women 
achieving  against  the  odds  are  beating  out 
CNN,  ESPN,  and  USA  Networks,  and  a  host  of 
other  hot  rivals.  Black  has 
tripled  the  network's  pro- 
gramming budget  to  about 
$300  million  for  2002,  dou- 
bled the  marketing  budget, 
and  revved  up  campaigns 
such  as  breast  cancer  aware- 
ness to  boost  the  brand. 
And  advertisers  are  buying 
plenty  of  time  on  Lifetime 


TV,  which  reaches 
million  homes,  ev 
as  they  curtail  sp 
ing  elsewhere.  No 
wonder  Black  feel 
the  world  is  ready 
yet  another  Lifeti 
brand.  She  recent 
launched  a  docum 
tary  channel  calta 
Lifetime  Real  Wo 
to  supplement  the 
main  network  and 
movie  channel. 

Not  bad  for  a  n 
work  once  known 
its  maudlin  the-wi 
done-her-wrong 
themes — or  for  Bl 
the  girl  voted  mos 
likely  to  succeed  a 
her  Cincinnati  hig 
school.  Raised  by  1 
Armenian  grandpa 
ents  after  her  par 
ents'  divorce,  Blacl 
has  done  everythin 
from  writing  a  "De 
Carole"  advice  colu 
for  truckers  to  hea< 
ing  up  knbc  in  Los 
Angeles,  where  hei 
clever  marketing 
made  it  the  top- 
ranked  station. 

At  Lifetime,  Bla 
comes  across  as  a 
tough  but  loving  bi 
sister,  with  convers  I -y 
tions  swinging  from  diets  to  demographic  / 
to  dating — without  missing  a  beat.  It's  th 
kind  of  banter  she  loves  to  see  on  her  hi 
shows,  which  include  The  Division,  about 
female  detectives,  and  Strong  Medicine, 
in  a  women's  health  clinic.  "We're  not  int 
fantasy,"  says  Black.  "Our  shows  and  our 
characters  have  to  feel  real."  She  adds  th 
Lifetime's  down-to-earth  tone,  and  its  po 
tential  to  make  girls  and  women  feel  te 
ic  about  themselves,  is  what  drew  her  to 
this  Walt  Disney  Co./Hearst  Corp.  joint 
venture.  And,  of  course,  who  could  pass 
the  chance  to  take  on  the  big  boys  of 
broadcasting?  Having  conquered  cable, 
Black  would  love  to  make  Lifetime  the  ra 
ings  queen  of  the  entire  dial. 
That's  a  big  call,  given  that 
cable  still  draws  a 
fraction  of  the  viewers 
of  network  TV.  But 
Black  has  proven  that 
TV  for  women  can  be 
mainstream. 
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any  Lam 


QUANTA  COMPUTER 

J  Tou  want  to  rile  Barry  Lam,  the  founder 
i  /  and  chairman  of  Taiwanese  notebook  PC 
[\  L  producer  Quanta  Computer?  Call  his 
](  npany  a  contract  manufacturer.  The  tag 

|ht  seem  apt.  Like  rivals  Solectron  Corp. 

i  Celestica  Inc.,  Quanta  produces  gear 
une  of  the  biggest  names  in  the  tech 

iverse,  including  Dell.  But  Quanta  is  also 

t  he  world's  biggest  producer  of  note- 

4pks  because,  Lam  says,  of  its  expertise  in 

feign  and  supply-chain  management.  In  his 

"I  w,  that  puts  Quanta  in  a  different  league 

m,  say,  Solectron.  "They  are  contract 
fyinufacturers,"  he  sniffs.  "We  are  flexible 
Hlnufacturers." 


Lam,  52,  has  rea- 
i  to  be  cocky, 
die  2001  was  a 
ir  to  forget  for  al- 
st  everybody  in 
I  PC  world,  it  was 
ntrinc  for  his  13- 
akr-old  company. 
mites  will  likely  hit 
i  billion,  up  50% 


from  2000,  with  earnings  up  25%  to  $310 
million.  And,  while  some  analysts  doubt 
Quanta  can  maintain  its  torrid  pace,  Lam 
predicts  sales  will  hit  $5  billion  in  2002  and 
$10  billion  by  2004. 

Lam  is  now  diversifying  into  servers,  stor- 
age, and  liquid-crystal  display  terminals.  He's 
also  shifting  production  to  China,  where  he 
expects  to  slash  costs  by  10%.  His  next 
dream:  to  open  an  art  museum.  But  the  for- 
mer pocket-calculator 


KEY  ACCOMPLISHMENTS 


■  Stock  price  up  70%  as  of  Dec.  28 
while  Taiwanese  market  rose  9% 

■  Diversified  base  by  shifting 
manufacturing  to  China  and  expanding 
into  new,  higher-margin  products 


salesman  admits  that 
he  remains  a  "prod- 
uct guy"  at  heart. 
And  he  bets  that  di- 
versification and  in- 
novation will  keep 
this  flexible  manufac- 
turer flush  for  years 
to  come. 


Dennis  Kozlowski 


TTYCO  INTERNATIONAL 

ennis  Kozlowski  is  known  as  perhaps 
the  most  aggressive  dealmaker  in 
Corporate  America.  But  in  2001,  the 
ceo  of  Tyco  International  Ltd. 
stood  out  for  leading  his  compa- 
ny through  a  recession  that 
flattened  most  of  its  counter- 
parts. Despite  the  downturn, 
Tyco's  earnings  before  extraor- 
dinary charges  soared  38%, 
to  $5.1  billion,  for  the 
fiscal  year  that 
ended  Sept.  30. 
Kozlowski, 
55,  has  steered 
Tyco  into  such 
recession-re- 
sistant busi- 
nesses as 
health- 
care 


products  and  security  systems.  That  helped 
offset  a  downturn  in  Tyco's  $13  billion  elec- 
tronics operations.  Sales  are  still  falling,  but 
Kozlowski  moved  fast  last  year  to  slash 
11,500  jobs  and  cut  annual  costs  by  $350 
million. 

Kozlowski — who  has  done  $62  billion 
worth  of  deals  since  1992 — bagged  his  most 
surprising  prey  in  June:  cit  Group,  then 
the  nation's  largest  independent  commer- 
cial-finance company.  Critics  scoffed,  saying 
Tyco  would  get  burned  venturing  into  an 
unfamiliar  business  just  as  the  economy 
was  souring.  But  so  far,  profits  are  up, 
thanks  to  Kozlowski's  decision  to  jettison 
some  $5  billion  in  underperforming  cit  as- 
sets and  trim  $150  million  in  administrative 
costs.  Kozlowski  vows  Tyco's  earnings  will 
once  again  grow  by  more  than  20%  a  year. 
That  would  bring  him  closer  to  his  ulti- 
mate goal:  inheriting  the  mantle  once  worn 
by  Jack  Welch. 


KEY  ACCOMPLISHMENTS 


■  Diversified  into  financial  services  by 
acquiring  CIT  Group  for  $10  billion 

■  Sales  increased  25%,  to  $36  billion, 
in  the  fiscal  year  ended  Sept.  30 


MANAGERS  TO  WATCH 
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Abigail  Johnson 

■  FIDELITY 

I  Johnson,  40, 
wjf^^M  has  the 

|  »  fj  I  toughest  job 
m       !■   in  the  fund 
m  I  industry.  In 

*■     '^^y     May,  she  was 
named  president  of  Fi- 
delity's mutual-fund  unit. 
She  is  in  line  to  succeed 
her  father,  Chairman  Ed- 
ward C.  "Ned"  Johnson 
III,  71,  when  he  retires. 
But  if  Fidelity's  funds 
perform  poorly,  her  as- 
cent will  be  tarnished. 

Jack  Greenberg 

■  MCDONALD'S 

Greenberg, 
59,  earned  a 
spot  in  the 
history  books 
in  2001 
when  he  be- 
came the  first  McDonald's 
CEO  to  preside  over  four 
quarters  in  a  row  of  de- 
clining profits.  A  repeat  in 
2002  and  Greenberg  may 
be  history,  too.  His  big 
problems:  Mad-cow  dis- 
ease scares  overseas  and 
poor  service  at  home. 

Rick  Braddock 

■  PRICELINE 

S^       Braddock, 
^     59,  salvaged 
«r  i     a  third-quar- 
/w      ter  profit  and 
'         bolstered 
'fc  Priceline's 
stock  by  buying  750,000 
shares.  Its  travel  sales 
are  hovering  around  pre- 
September  11  levels.  But 
Priceline  needs  to  sell 
enough  mortgages,  cars, 
and  long-distance  min- 
utes to  prove  it  can  be  a 
high-growth  business. 
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Jeffrey  L.  Bewkes 


HOME  BOX  OFFICE 


T 


he  real  Mr.  Big  at  HBO  is  not  the  char- 
acter on  the  hit  comedy  Sex  and  the 
City  but  Chief  Executive  Jeffrey  L. 
Bewkes.  In  his  six  years  at  the 
helm,  Bewkes  has  built  the 
cable  network  into  one  of 
the  hottest  properties 
on  TV,  and  things  only 
got  better  in  2001. 
Shows  such  as  The  So- 
pranos and  Sex  and 
the  City  continued  to 
draw  praise  as  did 
newcomers  Six  Feet 
Under  and  Curb  Your 
Enthusiasm,  and  original 
movies  61  *  and  Wit.  But 
for  the  49-year-old  execu- 
tive who  started  his 
career  as  an  opera- 
tions manager 
for  a  California 
vineyard,  the 
highlight  of  the 
year  was  sitting 
on  a  windswept 
Utah  Beach  in 
northern 
France  on  June 
6.  Bewkes  hud- 
dled with  47 
surviving 
members  of 
Easy  Com- 


-■ 


pany,  a  group  of  elite  riflemen  who  were 
last  together  in  1944  when  they  parachi 
behind  enemy  lines  on  D  Day.  HBO  built  I 
theater  on  the  beach  to  debut  its  10-] 
mini-series  Band  of  Brothers  that  chror 
cles  the  unit.  "It  was  such  an  emotional 
day,"  says  Bewkes. 

The  fact  that  the  $125  million  project 
produced  for  the  small  screen  by  Hollyw  | 
heavyweights  Tom  Hanks  and  Steven  S{ 
berg  says  something  about  Bewkes'  a 
to  draw  talent  to  his  pay  TV  network.  "I 
reinvented  hbo,  from  being  about  just  ruj 
ning  feature  films  to  creating  some  of  the 
coolest  programs  on  TV  in  a  generation,"  j 
says  mtv  Networks  ceo  Tom  Freston. 

And  while  Bewkes's  predecessor  Mich* 
Fuchs,  who  was  fired  in  1995,  ran  hbo 
more  of  a  top-down  operation,  Bewkes  is  I 


KEY  ACCOMPLISHMENTS 


■  Revenues  in  2001  should  grow  by 
10%,  to  $2.5  billion,  and  operating 
profits  by  30%,  to  $700  million 

■  HBO  received  94  prime-time  Emmy 
nominations  in  2001  and  won  16 
awards 

"bottom-up  manager  who's  liberated  the 
creative  forces,"  says  Freston,  whose  mt\ 
a  co-owner  with  hbo  of  the  cable  channel 
Comedy  Central.  Indeed,  more  than  40%      ^ 
hbo's  programming  today  is  original  com- 
pared with  25%  five  years  ago.  "We  have     -, , 
consistently  create  the  quality  that  make?- 
our  customers  want  to  pay  for  the  service  V- 
says  Bewkes.  The  main  reason  customers 
say  they  sign  up  for  hbo  is  for  the  origina  /: 
shows,  then  for  the  movies,  and  then  for 
boxing  matches. 

The  square-jawed  executive  is  frequentl     . 
mentioned  as  the  one  unit  chief  at  AOL 
Time  Warner  who  is  likely  to  ascend  int(  i  ! 
the  executive  ranks  of  the  parent  compa  [ 
ny.  "That  wouldn't  surprise  me  at 
all,"  says  News  Corp.  President  Peter 
Chernin.  "Jeffs  created  an  incredible 
profit  machine  while  raising  the  ante 
on  the  network's  creative  profile.  That 
says  something."  While  hbo  accounts 
for  less  than  7%  of  AOL  Time  Warner 
Inc.'s  revenues,  the  network  is 
among  the  media  giant's  top 
brands — and  brightest  success  sto- 
ries, hbo  now  includes  six  hbo  and 
four  Cinemax  channels.  Subscrip- 
tions have  increased  nearly  30%, 
to  38  million,  since  Bewkes  took 
over  in  1995.  Operating  profits 
have  tripled.  And  that's  how 
Bewkes  got  to  be  Mr.  Big. 
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harles  Lee 
ran  Seidenberg 
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VERIZON  COMMUNICATIONS 

ne  of  the  truisms  of  Corporate  Ameri- 
ca is  that  two  chief  executives  in  the 
corner  office  is  one  too  many.  Maybe 
>ody  told  Charles  Lee  and  Ivan  Seiden- 
•g,  co-ceos  of  Verizon  Communications. 
wj.  June,  2000,  Lee's  gte  Corp.  and  Seiden- 
-rg's  Bell  Atlantic  Corp.  combined  to  form 
e  largest  local  telephone  company  in  the 
untry.  They  billed  the  deal  as  a  merger  of 
als  and  agreed  to  share  the  CEO  job. 
That  should  have  been  the  cue  for  power 
ays,  betrayal,  and  backbiting,  right?  In 
£t,  power — and  board  seats — are  split 
iwn  the  middle.  And  while  more  than  a 
zen  telecom  up- 


in  2001  on  revenues  of  $66  billion,  up  4%. 
Meantime,  Verizon's  stock  held  its  ground 
through  late  December  vs.  a  16%  decline  for 
the  Standard  &  Poor's  Telecom  Index. 

It  helps  that  Lee,  61,  and  Seidenberg,  55, 
have  known  each  other  for  10  years.  It  also 
helps  that  they  are  only  sharing  the  ceo  job 
until  June,  when  Lee  will  step  down.  Most 

important,  Lee  says, 


s  have  gone 
nkrupt  and  the 
lg-distance  players 
ve  seen  their 
>cks  plunge,  Veri- 
n  has  cranked  out 
?ady  results.  It 
ould  earn  $8  billion 


KEY  ACCOMPLISHMENTS 


■  Oversaw  the  smooth  integration  of  Bell 
Atlantic  and  GTE 

■  Increased  revenues  4%  in  2001,  while 
rivals  crashed  and  burned 


they  trust  each  oth- 
er. "Anybody  who 
says  it  can't  be  done: 
Wrong,"  says  Lee. 
"Anybody  who  says 
it's  easy:  Also 
wrong."  He  should 
know. 


effrey  C.  Barbakow 


TENET  HEALTHCARE 


ne  of  Jeffrey  C.  Barbakow's  prized 
possessions  is  an  altered  photo  of  the 
Star  Trek  crew,  in  which  he  appears 
Captain  Kirk.  Barbakow,  who's  been 
ief  executive  of  Tenet  Healthcare  Corp. 
Y  eight  years,  received  the  photo  in  Octo- 
r  on  a  visit  to  the  Tenet-owned  Holly- 
ood  Medical  Center  in  Hollywood,  Fla. 
le  gift  was  given  in  good  fun,  but  the  im- 
age of  the  57-year- 
old  former  invest- 
ment banker  as  a 
valiant  captain 
isn't  that  far  off. 
Since  Barbakow 
took  the  helm  in 
1993,  Tenet  has 
blossomed  from  a 
struggling  chain  of 
35  hospitals  into 
the  nation's  sec- 
ond-largest opera- 
tor, with  116  hos- 
pitals in  17  states. 
It  posted  revenues 
of  $12  billion  in  its 


fiscal  year  ended  in  May  and  profits  of  $643 
million— up  113%  from  2000. 

Barbakow's  prescription  for  success  is  to 
acquire  hospitals  only  in  markets  where 
Tenet  can  be  one  of  the  largest  players. 
Size  gives  it  the  power  to  continually  wres- 
tle higher  reimbursement  rates  from  tight- 
fisted  insurers.  The  soft-spoken  Barbakow 
demands  the  utmost  in  efficiency.  He  even 
adjusts  hospital  chiefs'  pay  based  on  their 
ability  to  collect  bills  on  time.  In  the  past 
year,  Tenet's  days  outstanding  on  accounts 
receivable  dropped  by  15  days,  to  65. 

Barbakow  once  thought  of  selling  Tenet, 
but  now  believes  the  opportunities  in  health 
care  are  too  good  to  abandon.  "More  than 
83  million  baby  boomers  are  about  to  come 
through  the  health-care  system,"  he  says. 
The  man  hailed  by  employees  as  the  captain 
of  the  Starship  Enterprise  is  working  hard 
to  rocket  Tenet  to  a  healthy  future. 


KEY  ACCOMPLISHMENTS 


■  Tenet's  chain  of  seven  Pennsylvania 
hospitals  turned  profitable 

■  Stock  price  jumped  35%  through  late 
December,  while  Standard  &  Poor's 
Health  Care  index  fell  9.5% 


MANAGERS  TO  WATCH 

2-0-0-2 


John  Creighton 

■  UAL 

Creighton, 
69,  is  in  the 
race  of  his 
career.  His 
predecessor, 
James  Good- 
win, cut  the  payroll  and 
flight  schedule  at  UAL's 
United  Airlines  Inc.  Now, 
the  new  CEO  must  wring 
wage  cuts  from  United's 
unions  before  the  airline 
runs  out  of  money.  At  the 
rate  it  is  burning  cash, 
that  could  be  midyear. 

Terry  Semel 

■  YAHOO! 

Seven 

months  after 
Semel,  58, 
took  the  top 
job  at  Yahoo, 
he's  just 
starting  to  restructure 
management  while  trying 
to  reignite  ad  revenues. 
The  first  positive  sign:  an 
86%  jump  in  holiday- 
sales  volume.  But  that 
alone  may  not  be  enough 
to  win  over  advertisers 
and  investors. 

Stephen  Bollenbach 

■  HILTON 

With  fewer 
people  travel- 
ing, hotels 
are  hurting. 
And  Hilton  is 
already  heav- 
ily in  debt,  thanks  to  an 
expansion  binge.  Still, 
Bollenbach,  59,  has  re- 
fused to  slash  capital 
spending  and  is  using 
the  slowdown  to  renovate 
older  hotels.  But  if  travel 
doesn't  bounce  back 
soon,  Hilton  could  suffer. 
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Maurice  R.  Greenberg 


KEY  ACCOMPLISHMENTS 


■  Launched  innovative  products  to  cover 
risks  such  as  online  identity  theft  and 
hijacking 

■  Increased  heft  in  life  insurance,  wealth 
management,  and  retirement  planning  with 
the  acquisition  of  American  General  Corp. 


■  AMERICAN  INTERNATIONAL  GROUP 

He's  not  the  type  to  give  group  hugs. 
But  few  run  their  business  better 
than  Maurice  R.  Greenberg  of  Ameri- 
can International  Group  Inc.  The  colorful, 
sometimes  bombastic  chairman  and  chief 
executive  managed  to  push  the  insurance 
giant  to  a  profit  of  $327  million  in  the  third 
quarter,  despite  an  $820  million  hit  from 
the  September  11  attacks 
and  charges  relating  to  its 
recent  $23  billion  acquisition 
of  American  General  Corp. 
Even  so,  analysts  are  pre- 
dicting 15%  earnings  growth 
for  2001.  aig's  diversity  and 
global  reach  certainly  help, 
but  Greenberg  also  runs  a 
rigorous  operation  with 
margins  that  rank  among 


fl 


the  highest  in  the 
dustry.  "That  disci 
pline  constantly  p; 
off,"  says  sharehol 
John  Waterman  of 
Rittenhouse  Finan 
Services. 

Greenberg,  76, 
came  to  the  indust 
by  accident,  knock 
on  the  door  of  Con 
nental  Casualty  Cc 
three  days  after  h< 
returned  from  ser\ 
ing  in  Korea.  In  vi 
tage  Greenberg  st> 
he  chewed  out  the 
boss  of  a  man  who 
initially  rebuffed  h 
and  wound  up  with 
job.  He  later  move 
to  aig,  and  in  196' 
succeeded  Corneliu 
Vander  Starr,  who 
founded  the  compa 
in  1919  as  a  small 
Shanghai-based  ins 
er.  Under  Greenbei 
it  has  expanded  int 
everything  from  as 
set  management  to 
aircraft  leasing,  wit 
more  than  $300  bil- 
lion in  assets.  He  h 
also  championed  inr 
vative  products  tha 
insure  almost  any 
type  of  risk,  includi 
Internet  identity 
theft  and  hijacking.  Says  Greenberg: 
"When  new  ideas  come  in,  they  don't  find 
deaf  ear." 

In  many  ways,  it  has  been  a  difficult  y< 
for  the  insurance  chief.  The  September  11 
attacks  led  to  the  largest  payout  in  aig  hist 
ry,  as  well  as  the  deaths  of  several  people  1 
knew.  And  both  of  the  sons  he  groomed  as 
heirs  apparent — Evan  and  Jeff — now  work 
at  other  companies.  Each  cited  personal  rea 
sons  for  leaving  the  family  fold.  That's  O.  K 
though,  as  the  famously  workaholic  Green- 
berg has  no  intentions 
of  retiring  any- 
time soon.  "I 
still  have  lots 
of  plans,"  he 
says.  "It's  up 
to  the  board  to 
decide."  No 
doubt  they'll  de- 
cide to  let  Green- 
berg run  the  show 
awhile  longer. 


::ig 
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teven  A.  Ballmer 


MICROSOFT 


F  f   n 


th  $15  billion  to  his  name,  Microsoft 
Corp.  CEO  Steven  A.  Ballmer  need 
never  work  again.  But  after  21  years 

collaborating  with  Chairman  William  H. 

ties  III  to  build  the  company  into  a  global 
er,  Ballmer  has  no  desire  to  leave.  A 

i   who  once  needed  throat  surgery  be- 
ne yelled  so  much,  he  is  as  enthusias- 
-  ever.  "Let's  just  start  with  the  fact 

'  I  love  to  work,"  he  says. 

In  his  second  year  as  ceo,  Ballmer,  45, 
is  managed  to  fortify  Microsoft's  position 

an  industry  leader.  In  June,  2000,  a  fed- 

al  judge  ordered  Microsoft  broken  in 

o  as  punishment 


ing  for  harsher  restrictions.)  Now,  Mi- 
crosoft is  one  of  the  few  stars  in  techdom: 
Its  sales  in  fiscal  2001  grew  10%,  to  $25.3 
billion,  although  profits  fell  28%,  to  $7.3 
billion,  largely  from  a  charge  related  to 
dot-com  and  telecom  investments. 

Microsoft  is  taking 


r  violating  federal 

titrust  laws.  But 
nie  company  has 
i  gotiated  a  pro- 
si  sed  settlement 

at  leaves  intact 
ct  ability  to  add 

itures  to  the  Win- 

ws  monopoly. 

ine  states  are  su- 


KEY  ACCOMPLISHMENTS 


■  Launched  new  multibillion-dollar 
products  such  as  Windows  XP  and  the 
Xbox  game  console 

■  Settled  federal  antitrust  lawsuit 
without  making  concessions  that  would 
restrict  future  Windows  development 


market  share  away 
from  such  rivals  as 
Oracle  Corp.  in  data- 
base software  and 
Sun  Microsystems 
Inc.  in  computer-serv- 
er software.  That's  a 
big  reason  Ballmer 
keeps  going  to  the 
office  every  day. 


euben  Mark 


COLGATE-PALMOLIVE 

'  n  a  year  of  high-profile  ceo  dismissals, 
it's  remarkable  that  the  same  man  has 
-been  running  Colgate-Palmolive  Co. 
ice  1984.  Experience  working  through 
evious  slumps  may  have  helped  Reuben 
ark,  62,  keep  the  company  on  track.  So 
s  his  relentless  focus  on  developing  new 
oducts  and  getting  them  to  markets 

around  the  world  with  light- 
ning speed.  In  2000,  Col- 
gate pulled  38%  of  its 
revenues  from  goods 
launched  in  the  past  five 
years.  That's  up  from 
27%  in  1996. 

Despite  a  global 
recession  that  has 
battered  rivals  like 
Procter  &  Gam- 
ble and  Gillette 
.^  Co.,  Colgate 

continues  to 
outperform. 
In  the  Sep- 
tember 
quarter,  the 


company  had  earnings  growth  of  7.6%,  com- 
pared with  losses  at  its  major  competitor.- 
Mark  avoids  media  interviews — the  last 
thing  he  wants  is  too  much  personal  atten- 
tion— but  he's  happy  to  play  the  devoted 
CEO  for  his  employees.  Last  summer  he  was 
spotted  cheering  for  the  Colgate  softball 
team  in  New  York's  Riverside  Park.  Born 
in  blue-collar  Jersey  City,  N.  J.,  Mark  at- 
tended Vermont's  Middlebury  College  and 
later  earned  an  MBA  from  Harvard  Business 
School.  Today  he  lives  in  upscale  Greenwich, 
Conn.  In  the  past,  he  and  his  wife  Arlene 
have  spent  many  Saturdays  tutoring  kids  in 
Manhattan  as  part  of  the  "I  Have  a  Dream" 
Foundation.  At  his  urging,  Colgate  has  got- 
ten involved:  It  financed  the  rebuilding  of  a 
school  in  Harlem.  There  are  not  many  CEOs 
who  make  the  time  for  community  volun- 
teer work.  And  even  fewer  who  don't  want 
to  talk  about  it  when  they  do. 


KEY  ACCOMPLISHMENTS 


■  Colgate  generated  $3.6  billion  in  sales 
from  new  products  in  2000 

■  Total  return  to  shareholders  of 
3,363%  during  his  17-year  tenure  is 
more  than  triple  that  of  the  S&P  500 


MANAGERS  TO  WATCH 

2-0-0-2 


Patricia  Russo 

■  KODAK 

I  Can  Russo, 

flP^H  49, 

^FT    f  I  troubled  Ko- 

|f  J  dak?  The  star 

■  tM  exeCLJt've  was 
™^*     •  J^   hired  away 

from  Lucent  Technologies 
Inc.  in  April  to  become 
president,  behind  Chair- 
man and  CEO  Dan  Carp. 
Her  first  big  move  to 
boost  profits  was  a  No- 
vember restructuring.  The 
payoff,  if  there  is  one, 
should  come  this  year. 

Jeffrey  Bezos 

■  AMAZON.COM 

Against  all 
odds,  Bezos, 
37,  has  kept 
Amazon.com 
off  the  dot- 
com junk 
heap  through  savvy  deals, 
a  focus  on  customer  ser- 
vice, and  cost-cutting.  Hol- 
iday sales  may  have  been 
stronger  than  expected, 
but  Bezos  still  has  to  do 
much  more  to  satisfy  in- 
creasingly impatient  credi- 
tors and  investors. 

James  Kilts 

■  GILLETTE 

The  first  out- 
sider to  head 
Gillette  in 
seven 
decades, 
Kilts  em- 
barked on  a  comprehen- 
sive turnaround — beefing 
up  marketing,  cutting 
costs,  and  shaking  up 
management.  But  the 
earnings  slide  has  contin- 
ued. Kilts,  53,  said  it 
would  take  time.  This 
year,  he'll  have  to  deliver. 
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"A  ball  bearing  that  fits 
my  quarterly  projections 
as  tightly  as  it  does  my 
customer's  assembly." 


Why  make  product  success  more  likely  when  you  can  make  it  inevitable?  PTC 

solutions  for  collaborative  product  development  help  put  engineers,  suppliers,  and 

customers  behind  one  goal -winning  at  the  product  game.  PTC  is  the  world's  largest  software 

company  with  a  total  commitment  to  the  product  development  process.  Product  development 

means  business-and  at  PTC,  it's  our  only  business.  1.888.PTC.3776  or  www.ptc.com 


Product  development  means  business: 


S> 


PTC" 

Shaping  Innovation 


Steven  S  Reinemund 


he  Friday  after  the  September  11  ter- 
rorist attacks,  Steven  S  Reinemund 
gathered  employees  at  PepsiCo  Inc. 

headquarters  in  Purchase, 
N.Y.  President  Bush 
had  asked  for  a  mo- 
ment of  silence  at 
noon;  at  Pepsi, 
that  moment 
turned  into  a 
one-hour  multi- 
faith  prayer 
meeting. 

Reinemund, 
53,  himself  a 
devout  Presby- 
terian, is  ex- 
hibiting more  of 
his  softer  side 
since  taking  over 
the  company's  top 
job  on  May  2.  But 
there  are  plenty  of 
hard  numbers  to 
back  up  his  spot  on 


the  list  as  a  top  manager.  Based  on  a 
strong  first  three  quarters,  Morgan  Stai 
Dean  Witter  &  Co.  analyst  William 
Pecoriello  expects  worldwide  profits  for 
company's  Frito-Lay  Co.  unit  to  increas* 
11%  this  year,  and  total  beverage  sales 
rise  12.6%.  That  comes  as  the  company 
pands  operating  margins  in  both  busines- 
es.  Pecoriello  expects  Pepsi's  total  2001 
income  to  be  $2.98  billion,  on  sales  of 
$26.99  billion. 

A  fierce  competitor  who  made  his  m 
at  Frito-Lay  by  increasing  its  U.  S.  ma 
share  to  57%  in  1999,  from  39%  in  1991. | 
Reinemund  is  certainly  not  focusing  on  j 
employees'  well-being  solely  for  humani 
tarian  reasons.  Keeping  his  people  hap 
is  the  key  to  Pepsi's  future  success,  Rei 
mund  says.  "To  have  growth  in  produc 


KEY  ACCOMPLISHMENTS 


■  Closed  the  $14  billion  acquisition  of 
Quaker  Oats  Co.  despite  opposition 
from  some  on  the  Federal  Trade 
Commission 

■  Sales  grew  an  estimated  7%  in  2001J 
earnings  increased  an  estimated  14% 


you  have  to  have  growth  in  your  people] 
he  says.  That  means  giving  employees  ol 
portunities  to  move  from  one  business  to] 
another,  and  also  diversifying  his  work- 
force. Reinemund  now  insists  that  50% 
all  new  employees  be  female  or  minor 
ty;  promotions  and  departures  are 
monitored  as  well. 

Reinemund,  a  marathon  runner,  hs 
put  a  three-year  growth  plan  in  plac<| 
In  August,  he  paid  $14  billion  for 
Quaker  Oats  Co.,  which  owns  the  $3 J 
billion  sports-drink  brand  Gatorade. 
Reinemund  contends  that  he'll  see 
$400  million  in  an- 
nual cost  savings 
from  the  deal  by 
2005.  Now,  he  has 
to  make  sure  a 
combined  Quaker 
and  Pepsi  can 
grow  faster  than 
each  would  have 
alone.  Wall  Street 
likes  his  numbers: 
Since  Reinemund's 
promotion  was  an- 
nounced in  Octo- 
ber, 2000,  Pepsi's 
stock  is  up  10%, 
compared  with  a 
14%  fall  for  Coca- 
Cola  Co. 
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Margaret  C.  Whitman 


i 


V  V  Pi 


EBAY 

en  Meg  Whitman  joined  eBay  Inc. 
in  May,  1998,  from  Hasbro  Inc.'s 
Preschool  Div.,  her  lack  of  technology 
xperience  left  many  doubting  that  she 
ould  run  an  Internet  company.  And  when 
e  auction  site  took  off  during  the  dot-com 
-  im,  some  people  wondered  if  she  just  got 
ky.  Not  anymore.  After  almost  four  years 
I  the  helm,  Whitman,  45,  can  take  credit 
transforming  the  onetime  Web  flea  mar- 
ket into  a  global  marketplace  for  everything 
V,  -om  $1  compact  discs  to  $5  million  jets. 
•i:   Not  only  that,  she's  surpassed  expecta- 
;>  ons  during  a  war- worsened  recession.  In 
_,ie  third  quarter  of  2001,  eBay  beat  fore- 
lists  with  a  71%  jump  in  sales,  to  $194.4 
Jiillion,  and  profits 


eBay's  success  to  its  38  million  customers, 
who  play  a  huge  role  in  suggesting  new  fea- 
tures and  categories:  "Having  millions  of 
buyers  and  sellers  who  can  make  adjust- 
ments far  faster  than  any  company  could  is 
a  huge  advantage  for  us."  Whitman  herself 
has  bought  a  car  and  sold  the  entire  con- 
tents of  a  Colorado  vacation  home  on  eBay. 

Whitman  opened 


$18  million.  The 
alue  of  merchandise 
)ld  through  the  site 
ist  vear:  a  stagger- 
,|ig  $13  billion. 
Affable  and  self- 
ffacing,  Whitman  is 
uick  to  attribute 


j.' 


KEY  ACCOMPLISHMENTS 


■  Expanded  international  business  from 
7%  of  sales  in  2000  to  14%  in  2001 

■  Pushed  to  sell  items  at  fixed  prices, 
which  now  account  for  16%  of  sales 


new  opportunities  by 
moving  into  fixed- 
price  sales  and  new 
countries.  At  some 
point,  the  recession 
could  curb  growth, 
but  for  now,  it's  hard 
to  find  doubters. 


!raig  A.  Conway 


PEOPLESOFT 


■T7) 
Tf    1 


hen  Craig  A.  Conway  took  over  the 
corner  office  at  software  maker 
PeopleSoft  Inc.  in  September,  1999, 
e  found  a  company  headed  for  trouble.  Rev- 
nues  were  flat.  Profits  barely  existed.  And 
mployees  were  leaving  in  droves — the  attri- 
on  rate  hit  26%  at  one  point — for  the  lure 

of  dot-com  riches. 
Conway  couldn't 
even  get  executive 
headhunters  to 
work  with  him. 
"The  implication 
was,"  says  Conway, 
"they  didn't  feel 
good  about  recruit- 
ing to  losers." 

They're  happy 
to  take  his  calls 
now.  Thanks  to 
Conway's  risky 
bets,  PeopleSoft, 
which  specializes  in 
software  that  runs 
big  business  sys- 
tems, is  a  rarity  in 


the  industry — it  did  not  disappoint  Wall 
Street  in  2001.  Its  third-quarter  revenues 
were  $509.4  million,  up  15%  from  a  year 
ago.  Profits  doubled  to  $50  million.  And 
through  early  December,  execs  sent  signals 
that  the  fourth  quarter  was  on  track. 

Three  moves  are  paying  off.  First,  Con- 
way, 47,  doubled  spending  on  research  and 
development  so  PeopleSoft  could  get  an  all- 
Internet  version  of  its  software  out  by  late 
2000.  In  January,  2000,  he  paid  $495  million 
for  Vantive  Corp.,  putting  him  smack  in  the 
middle  of  the  hot  market  for  customer-man- 
agement software.  And  he  brought  much- 
needed  discipline  to  an  outfit  that  hadn't 
even  bothered  to  press  delinquent  cus- 
tomers for  payments. 

Conway  wants  the  Pleasanton,  Calif.,  com- 
pany to  grow  from  its  $2  billion  annual  rev- 
enues to  $5  billion  by  2005.  That  will  take  a 
lot  more  than  a  great  turnaround  strategy. 


KEY  ACCOMPLISHMENTS 


■  Software  license  revenues  are  expected 
to  grow  about  30%  in  2001,  to  more 
than  $620  million 

■  Profits  should  jump  more  than  25% 
for  the  year,  to  about  $180  million 


MANAGERS  TO  WATCH 

2-0-0-2 


Ann  Mulcahy 

■  XEROX 

Mulcahy,  49, 
appointed 
CEO  in  Au- 
gust, is  pop- 
ular with 
staff.  But  af- 
ter five  quarters  of  oper- 
ating losses,  Xerox  still 
needs  to  convince  Wall 
Street  it  can  thrive  again. 
She  slashed  expenses, 
sold  assets,  and  promised 
to  post  profits  in  2002. 
Xerox'  reputation  may  be 
harder  to  resurrect. 

Jean-Marie  Messier 

■  VIVENDI  UNIVERSAL 


Messier,  45, 
knows  it  will 
be  a  while 
before  Web- 
enabled  cell 
phones  and 
interactive  TV  sets  carry 
entertainment  to  the 
masses.  That's  why  the 
chairman  and  CEO  has 
struck  deals  with  USA 
Networks,  EchoStar,  and 
others  to  broaden  distrib- 
ution of  Vivendi's  enter- 
tainment offerings. 

Charles  Ergen 

■  ECHOSTAR 

A  onetime 
professional 
poker  player, 
Ergen,  48, 
outdueled 
Rupert  Mur- 
doch to  win  satellite  gi- 
ant DirecTV.  The  deal  is 
still  under  tough  antitrust 
scrutiny.  If  he  succeeds, 
Ergen  will  face  cable  out- 
fits that  want  to  up  the 
ante  with  interactive  TV 
and  Net  services  that  are 
hard  to  offer  via  satellite. 
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Hiroyuki  Yoshino 


KEY  ACCOMPLISHMENTS 


■  U.S.  sales  in  2001  should  surpass  a 
time  high  of  1.1  million  vehicles  the 
previous  year 

■  Displaced  Nissan  to  become  Japan's 
No.  2  carmaker 


■  HONDA  MOTOR 

Hiroyuki  Yoshino  doesn't  mind  being 
called  a  stargazer.  As  a  boy,  a  favorite 
pastime  was  staring  at  the  nighttime 
skies  and  dreaming  of  charting  the  heavens. 
Now  the  president  and  ceo  of  Japan's  sec- 
ond-largest carmaker,  Yoshino,  62,  is  still 
marveling  at  the  constellations — and  setting 
sky-high  goals.  The  trained  aeronautical  engi- 
neer wants  to  boost  Honda  Motor  Co.'s  annu- 
al sales  in  Japan  to  1  million 
units,  up  from  the  roughly 
850,000  cars  it  sold  in  2001. 

Honda  has  gone  alone 
without  a  strategic  partner 
and  has  quickly  seized 
beachheads  in  the  hottest 
and  most  profitable  seg- 
ments of  the  auto  industry: 
sport  utilities,  minivans,  and, 


in  Japan,  subcom 
pacts.  Investors  h 
been  rewarded,  t< 
Honda's  market  c; 
talization  of  nearl 
$39  billion  is  now  f 
ger  than  that  of  to  Be 
bled  Ford  Motor, 
though  it  trails  ini  at l 
try  kingpins  Daim  it   • 
Chrysler  and  Toyc  «t£ 
Still,  that's  not  bai  I  - 
for  a  company  wit  fcAntl 
annual  sales  of  $54  ^ 
billion,  about  one- 
third  those  of  Fo: 
and  DaimlerChry; 
Honda's  succes; 
due  in  part  to  its 
perior  manufact 
techniques.  Tha: 
to  "smart"  robots 
and  shared  vehicl 
parts,  Honda  fact 
ries  can  swiftly  a 
just  output  amon, 
different  models  o 
the  same  line  to 
meet  shifting  de- 
mand. They  can 
ratchet  up  output 
the  mdx  sport  utili 
for  example,  if 
Odyssey  minivan 
sales  taper  off. 

For  now,  thougl 
Honda  can  barely 
keep  up  with  orde 
for  both — despite 
Yoshino's  refusal  to  offer  0%  financing,  a 
Ford  and  General  Motors  have.  In  Nove 
ber,  sales  rose  12%  compared  with  the 
same  period  a  year  earlier — almost  doub 
the  7.5%  industry  average.  Yoshino  is  al 
well  acquainted  with  the  U.  S.  market, 
which  accounts  for  two-thirds  of  Honda's 
operating  profit.  He  spent  four  years  as 
president  of  Honda's  U.  S.  subsidiary  in 
Marysville,  Ohio,  a  decade  ago  when 
trade  tensions  were  high,  and 
handled  the  assignment 
with  aplomb. 

But  Yoshino's  most  im- 
pressive accomplishment 
is  Honda's  stellar  perfor- 
mance in  Japan,  where 
sales  have  risen  for  the 
past  24  consecutive  months 
amid  a  domestic  auto  sales 
slump.  Now,  if  Yoshino  can 
fix  rusty  spots  such  as  Eu- 
rope, his  star  will 
shine  even  brighter. 
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[.  Lee  Scott  Jr. 


WAL-MART  STORES 


r 


hanks  to  a  recession,  war,  and  tight- 


fisted  consumers,  2001  will  hardly  go 
down  as  a  barn  burner  for  giant  Wal- 
art  Stores  Inc.  Earnings  are  likely  to 
ow  a  meager  6%  on  a  13%  revenue  gain, 
o  about  $218  billion.  But  everything's  rela- 
te. Many  retail  rivals  are  facing  steep  de- 
nes. And  ceo  H.  Lee  Scott  Jr.  is  taking 
A  vantage  of  their  misery  by  turning  up  the 
Lat  with  sharper  pricing,  tighter  cost  con- 
is,  and  better  execution  in  his  stores, 
si  Scott  has  helped  to  perfect  these  strate- 

*  s  in  past  downturns.  He's  raising  capital 
i  ending  by  nearly  $1  billion,  to  $10  billion 

r  .2002,  while  many  others  are  being  forced 
pull  back.  Under  Scott,  52,  Wal-Mart's 

•  [re  discount  and 


)d-and-merchan- 
se  "supercenter" 
ainesses  appear  to 
thriving.  And  the 
i  ernational  unit  is 
sting  vastly  im- 
oved  results.  Even 
m's  Club,  the 


warehouse-clubs  that  were  once  company 
stepchildren,  are  seeing  robust  gains. 

Scott,  the  son  of  a  Kansas  gas  station 
owner,  spends  at  least  one  day  a  week  visit- 
ing stores.  When  same-store  sales  rose  less 
than  4%  in  May,  Scott  sounded  the  alarm. 
Analysts  say  the  company  has  improved  op- 
erations since.  "The  real  key  is  taking  care 

of  customers,"  says 


li 


:h 


a 


KEY  ACCOMPLISHMENTS 


■  In  a  lousy  retail  environment,  revenues 
grew  about  13%,  to  $218  billion 

■  Low  cost  structure  and  focus  on 
grocery  sales  are  boosting  market  share 


Scott.  And  as  Wal- 
Mart's  shares  have 
amply  demonstrated 
over  the  years,  if 
customers  aren't  dis- 
appointed, share- 
holders won't  be, 
either. 


ohn  D.  Wren 


OMNICOM 

ike  many  owners  of  established  mar- 
keting companies,  Roger  E.  Winter, 
.J  ceo  of  the  Promotion  Network  Inc., 
had  his  pick  of  suitors.  So  why  did 
he  throw  his  lot  in  with  advertising 
giant  Omnicom  Group  a  month 
ago?  Winter  says  the  allure  was 
simple:  "They  don't  meddle." 

Sound  like  a  backhanded 
compliment?  Not  to  John 
D.  Wren,  Omnicom's  49- 
year-old  president  and 
ceo.  Since  taking  over 
in  January,  1997, 
Wren's  game  plan 
has  been  to  build  a 
deep  bench  of  ad 
agencies,  promotion- 
al shops,  public-rela- 
tions firms,  direct 
marketers,  and 
branding  consul- 
tants. He  imposes 
tight  financial  con- 
trols, then  lets  them 
pursue  their  bliss. 


What  he  doesn't  do:  try  to  convince  Omni- 
com clients  to  hire  sibling  units  for  their 
other  needs. 

So  far,  his  plan  has  worked  like  a  charm. 
In  a  sagging  ad  market,  Omnicom's  rev- 
enues and  income  both  rose  8%  in  the  third 
quarter,  as  acquisitions  and  new-business 
wins  offset  client  spending  declines.  Even 
analysts  who  tempered  their  fourth-quarter 
expectations  are  still  looking  for  a  gain  over 
2000.  Wren's  financial  discipline  paid  off  dur- 
ing the  dot-com  bubble.  He  laid  down  the 
law  in  early  1999:  agencies  could  pursue 
dot-commers'  business  as  long  as  they  did 
not  lease  extra  office  space  to  serve  it.  The 
result:  no  big  real  estate  and  severance 
charges,  as  at  some  rivals  lately.  "We  want 
to  be  in  a  leadership  position,"  Wren  says, 
"but  we'll  do  it  in  a  prudent  way."  Who  can 
argue  with  that  these  days? 


KEY  ACCOMPLISHMENTS 


■  A  range  of  marketing  activities  and 
new-business  wins  kept  Omnicom 
growing,  despite  the  ad-spending  slump 

■  His  hands-off  approach  to  flagship 
agencies  has  helped  them  keep  their 
creative  focus 


MANAGERS  TO  WATCH 

2-0-0-2 


Stan  O'Neal 


MERRILL  LYNCH 


O'Neal,  Mer- 
"s  presi- 


n 


dent,  has  ter- 
minated 
troubled  over- 
seas ventures 
and  will  cut  payroll,  possi- 
bly by  as  much  as  15%. 
If  he  can't  remake  Merrill 
into  a  more  profitable  gi- 
ant, the  firm  could  be 
bought.  If  he  succeeds, 
O'Neal,  50,  will  take  over 
from  Chairman  and  CEO 
David  H.  Komansky. 

John  Eyler 

■  TOYS  'R'  US 

In  a  brutal 
retailing  en- 
vironment, 
CEO  Eyler, 
54,  is  labor- 
ing to  turn 
the  toy  giant  around. 
This  is  the  year  his 
remodeled  stores  and 
new  Times  Square 
showplace  need  to 
post  strong  results.  If 
they  don't,  they'll  go 
down  as  ill-advised 
extravagances. 

Brian  Roberts 

■  COMCAST 

In  December, 
CEO  Roberts, 
42,  won  a 
months-long 
bidding  war 
for  AT&T's 
cable  assets.  The  $47 
billion  deal  will  make  the 
Philadelphia-based  com- 
pany the  largest  cable 
operator  in  the  U.S.  That 
gives  Roberts  the  lever- 
age to  buy  more  content 
and  turn  Comcast  into  a 
full-blown  media  empire. 
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Richard  B.  Priory 

■  DUKE  ENERGY 

Richard  B.  Priory  may  be  soft-spoken, 
but  he  thrives  on  competition.  A  tal- 
ented baseball  player,  Priory  won  a 
tryout  with  the  New  York  Mets  after  high 
school — but  lost  the  last  farm  team  slot  to 
future  star  Ron  Swoboda.  Priory  refused  to 
hang  up  his  cleats,  though,  and  despite  a  se- 
ries of  broken  bones,  he  played  fast-pitch 
softball  well  into  his  40s  for  a  Charlotte 
(N.  C.)  team  known  as  the  Pac-Men. 

As  chief  executive  of  Duke  Energy  Corp., 
the  55-year-old  Priory  has  used  a  Pac-Man 
strategy  to  transform  the  company  from  a 
regional  electric  utility  into  an  integrated 
energy  provider.  In  his  four  years  at  the 
helm,  Priory  has  been  on  an  acquisition 
tear — swinging  more  than  80  deals — to  gain 
control  of  everything  from  gas  reserves  to 
pipelines  to  power  plants.  Duke's  pieces  fit 
together  well:  Even  as  energy  prices  wane, 
it  continues  to  generate  ever-higher  profits 
from  its  vast  operations.  Net  income  was  on 
track  to  rise  37%,  to  $2.15  billion,  in  2001. 
on  top  of  a  17%  jump  the  year  before.  "It 
has  been  a  fun  ride,"  he  says  with  a  smile. 
Not  that  anv  of  this  was  easv.  After  tak- 


ing over  in  1997,  Priory  set  out  to  overhaul 
Duke's  bureaucratic  culture.  Eventually,  he 
replaced  one-third  of  the  top  executives  with 
more  entrepreneurial  outsiders.  And  while 
Priory's  1997  acquisition  of  a  natural  gas 
provider  was  at  first  ridiculed  on  Wall  Street, 
it  gave  the  ex-college  professor  the  power 
source  to  begin  producing  and  reselling  ener- 
gy to  smaller  utilities  in  states  that  had 
deregulated.  Duke  now  generates  95%  of  its 
revenues  from  unregulated  transactions. 
"He's  willing  to  take  bigger  and  bolder  steps 
than  other  utihty  executives,"  says  Kit  Kono- 
lige,  an  analyst  at  Morgan  Stanley  Dean 
Witter  &  Co.  At  the  same  time,  Priory  has 
carefully  hedged  most  of  Duke's  activities  in 
these  new  markets — an  approach  that's 
helped  insulate  Duke  from  the  post-Enron 
fallout  that's  hit  the  rest  of  the  industry. 
That's  why  Duke's  flame  is  burning  bright. 


KEY  ACCOMPLISHMENTS 


■  Net  income  should  increase  37%  in 
2001,  to  $2.15  billion,  on  operating 
revenues  of  $68.4  billion 

■  The  $8.5  billion  purchase  of  Westcoast 
Energy  lets  Duke  accelerate  construction 
of  new  power  plants  in  the  Western  U.S. 


2-0-0 


Joseph  Galli 


•2 


NEWELL  RUBBERMAID 

After  some 
high-profile 
•*   r     I  job-hopping 
*  M  Galli  becam 

L  "  *  CEO  of  trou 
bled  Newell, 
Rubbermaid.  He  has  cut1 
jobs,  hired  a  new  sales 
force,  and  launched  new 
products.  Galli,  43, 
claims  he's  "gaining  trac 
tion,"  but  it's  too  early  t 
say  if  he's  right — or  if 
he'll  stick  around  long 
enough  to  find  out. 

David  O'Reilly 


■  CHEVRON  TEXACO 

^^•"■^■1  After  paying 
m_       m  $35  billion 
u^  m       I  to  buy  Texa- 
KT        J  co,  O'Reilly, 
^W~P^  54,  now  ha: 

^»  to  deliver 

$1.8  billion  in  promised 
savings.  The  chief  of  the 
No. 4  oil  company  may 
make  a  large  natural-gas 
acquisition,  and  he  in- 
tends to  exploit  projects 
such  as  oil  fields  in 
Kazakhstan  and  West 
Africa. 

Bernard  Arnault 


LVMH 

Arnault,  52, 
has  added 
dozens  of 
brands  to  tht 
world's 
biggest  luxu 
ry  group  over  the  past 
five  years.  Problem  is, 
most  of  the  new  stuff  is 
losing  money.  To  get  back 
on  track,  he  has  to  un- 
load companies  such  as 
cosmetics  retailer  Sephora 
and  pump  more  into  pur 
chases  like  Donna  Karan 


72  BusinessWeek  /  January  14,  2002 


Everyone  has  a  theory  about  what  could  happen.  But  few  know  what 
is  happening.  People  across  your  organization  would,  if  you  used 
Microsoft®  Great  Plains®  software.  Information  is  delivered  in  a  format 
that  lets  you  identify  business  patterns,  trends  and  exceptions,  and 
then  create,  or  modify,  operations  based  on  what's  really  happening. 
Faster,  smarter  decisions  are  the  foundation  of  successful  companies, 
and  we  can  help  you  get  there.  That's  a  fact. 


F 


Microsoft 

Great  Plains 

Business  Solutions 


01  Great  Plains  is  either  a  registered  trademark  or  trademark  of  Great  Plains  Software  Inc.  in  the  United  States  and/or  other  countries.  Great  Plains  Software  Inc. 
wholly-owned  subsidiary  of  Microsoft  Corporation.  Microsoft  is  a  registered  trademark  of  Microsoft  Corporation  in  the  United  States  and/or  other  countries. 


THE 


From  a  nuclear 
engineer  who's 
transmitting 
electricity 
across  the  U.S. 
to  a  shipping 
heir  offering 
no-frills 
European 
flights... 


ENTRE 


Frederick  W.  Buckman 


TRANS-ELECT 


F 


rederick  W.  Buckman,  a  lifelong  teeto- 
taler, collects  wine.  He  tastes  it  and 
spits  out  every  sip.  That  self-discipline 
will  be  useful  as  Buckman 
embarks  on  another  con- 
tradictory venture:  try- 
ing to  mine  entrepre- 
neurial profits  from 
the  highly  regulated, 
slow-growth  business 
of  electricity  transmis- 
sion. The  55-year-old 
nuclear  engineering 
PhD  is  chairman,  ceo, 


Special  Report 


and  co-founder  of  privately  held  Trans-El 
Inc.,  a  two-year-old  company  that  in  2001 
led  deals  worth  $850  million  to  buy  trans 
mission  grids  in  Alberta  and  Michigan.  C<j 
investors  include  the  likes  of  General  Ele 
trie  Capital  Corp.  Buckman's  goal:  to 
become  one  of  the  biggest  transmission 
owners  in  the  U.  S. 

Regulators  favor  companies  that  carry 
power  without  generating  it  because  thert 
are  fewer  conflicts  of  interest.  Buckman 
hopes  they'll  let  him  post  a  14%  return  oi 
equity — about  three  percentage  points 
above  what  integrated  utilities  earn.  Al 
though  Trans-Elect  is  in  Washington,  D.C 
Buckman  still  lives  in  Portland,  Ore.,  whe 
he  was  ceo  of  Pacificorp  until  1998.  Wher 
he's  not  striking  deals  or  swishing  wine,  Y 
likes  to  golf.  His  handicap  is  2. 


Stelios  Haji-Ioannou 


■  EASYGROUP 

Stelios  Haji-Ioannou,  34,  the  chairman 
and  founder  of  easyGroup,  based  in 
London,  has  a  very  specific  goal:  to 
open  one  new  company  a  year  under  the 
Easy  brand.  So  far,  he's  on  schedule.  In  tl 
past  six  years,  Haji-Ioannou  has  launched 
six  businesses,  from  online  car-rental  and 
nancial-services  sites  to  cyber  cafes.  The 
son  of  a  Greek-Cypriot  snipping  magnate, 
Haji-Ioannou  is  building  a 
discount  empire. 

His  crown  jewel  is  easy- 
Jet  Airline  Co.,  a  Euro- 
pean no-frills  carrier. 
While  national  airlines  are 
grounding  planes,  six-year- 
old  easyJet  recently  pur- 
chased new  Boeing  747- 
300  jets  and  is  on  track  to 
make  $54  million  on  sales 
of  $519  million  in  2001.  In 
a  November  share  place- 
ment, easyJet  raised  $137 
million. 

Haji-Ioannou's  penchant 
for  self-promotion  has  led 
to  comparisons  with 
Richard  Branson,  head 
of  Virgin  Group  Ltd. 
He  has  even  shown 
up  on  rival  airlines 
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>seph  J.  Atick 


msionics 

)n  Sept.  10,  Joseph  J.  Atick  was  just 
another  scientist  laboring  in  relative 
obscurity.  A  day  later,  he  was  the 
test  thing  in  high-tech  security.  His  sev- 
iyear-old  company,  Visionics  Corp.  of  Jer- 
\  City,  N.J.,  makes  biometrics  software 
t  uses  facial  measurements  matched 
linst  those  in  a  database  to  identify  any- 
•  from  terrorists  to  runaways  captured  on 
[eo.  That  has  politicians,  retailers,  and  im- 
pration  officials  knocking  down  his  door. 
\tick,  who  invented  the  technology,  sug- 
ts  using  the  system  only  in  high-risk  ar- 
and  discarding  images  when  no  match  is 


ssed  in  easyJet's  trademark  orange  flight 
ts.  But  Haji-Ioannou  wants  to  spin  off 
ventures  into  publicly  traded,  indepen- 
X  companies.  "My  intention  is  to  make 
ney  out  of  capital  gains,  not  royalties," 
says.  And,  unlike  Branson,  Haji-Ioannou 
les  from  wealth:  His  personal  fortune  is 
<e  to  $1.3  billion,  and  he  also  owns  a 
oping  company. 

Vhen  Haji-Ioannou  isn't  working,  he's  of- 
sailing.  "I  have  a  couple  of  yachts,"  he 
s.  "Every  self-respecting  Greek  shipowner 
s."  His  business  is  serving  budget-minded 
tomers,  but  Haji-Ioannou  travels  in  style. 


made  to  maintain 
privacy.  "We  need 
to  identify  those 
individuals  who 
pose  a  threat  to 
public  safety, 
while  maintaining 
the  anonymity  of 
you  and  me,"  says 
Atick,  37. 

A  former  physicist,  Atick  is  riding  a 
wave  that  will  only  get  bigger.  The  $200- 
million  biometrics  market  is  expected  to  hit 
$1  billion  by  2004.  And  since  Sept.  10,  Vi- 
sionics' stock  price  has  nearly  quadrupled, 
to  about  $15.  Atick  may  be  surprised  by  his 
sudden  fame,  but  the  nation's  newest  apos- 
tle of  high-tech  security  knows  his  loss  of 
anonymity  is  the  price  of  admission. 


Jeffrey  Sprecher 


■  INTERCONTINENTAL  EXCHANGE 

Jeffrey  Sprecher  made  his  first  fortune 
building  alternative  power  plants  in 
California  in  the  late  1970s.  First,  he 
got  investors  to  agree  to  financing  if  he 
could  drum  up  business.  With  that  commit- 
ment in  hand,  Sprecher  persuaded  utilities 
to  buy  his  power  and  municipalities  to 
give  him  raw  materials  to  fuel  his 
trash-to-energy  plants.  Sprecher's 
out-of-pocket  costs?  Nada.  When  he 
sold  the  small-scale  plants  in  the 
mid-1990s,  he  made  millions. 

Sprecher,  46,  has  proved  just  as 
adept  at  creating  a  market  for  his 
one-year-old  venture,  Intercontinen- 
talExchange  Inc.,  an  electronic  trad- 
ing exchange  based  in  Atlanta. 
He  gave  energy  and  trading 
firms  equity  stakes  if  they 
pledged  to  trade  commodities 
over  his  system.  Sprecher  now 
handles  $2.5  billion  in  commodi 
ty  trading  daily,  with  revenues 
of  about  $120  million  annually. 
Enron  Corp.'s  bankruptcy  is 
helping.  "This  is  one  B-to-B 
exchange  that's  generating 
profits  and  cash — and  using 
Internet  technology  cor- 
rectly," he  says.  At  least 
someone  is. 


...to  a  physicist's 
timely  facial- 
recognition 
software  and 
an  alternative- 
energy  whiz's 
B-to-B  energy 
exchange 
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Big  payoffs  for  a 
telecom  founder 
who  played  it 
safe,  a  music 
mogul  who 
didn't,  and 
a  Japanese 
cyber-shopping 
visionary 


\\ 


ENTREPRENEURS 


Royce  Holland 


■  ALLEGIANCE  TELECOM 

Royce  Holland  was  an  oddity  among  the 
telecom  entrepreneurs  who  founded 
companies  in  the  late  1990s  to  compete 
with  such  giants  as  Verizon,  SBC,  and  AT&T. 
While  his  rivals  took  on  mountains  of  debt, 
the  chief  executive  of  Allegiance  Telecom 
played  it  safe,  borrowing  little  and  expand- 
ing slowly.  And  he 
raised  a  huge  amount 
of  equity:  $1.4  billion 
in  three  stock  offer- 
ings. Then,  last  year, 
the  shakeout  began. 
The  stock  market 
dried  up,  followed  by 
the  debt  market. 
Without  access  to 
more  capital,  upstarts 
with  huge  interest 
payments  and  unprof- 
itable businesses  were 
toast.  "It's  a  lot  like 
playing  Survivor,"  says  Holland,  53.  "It 
seems  like  somebody  is  voted  off  the  island 
every  week." 

Allegiance,  however,  is  still  in  the  game. 
On  Dec.  3,  the  Dallas  company  completed 
construction  of  local  networks  in  36  markets. 
As  a  result,  its  capital  spending  could  be 
just  $225  million  in  2002,  down  from  $365 
million  in  2001.  With  revenues  expected 
to  rise  75%,  to  $975  million,  Allegiance 
should  generate  net  cash  from  opera- 
tions, before  interest  payments  and 
depreciation,  in  the  second  half.  It 
looks  like  Holland  could  win  this 
round  of  Survivor. 


Hiroshi  Mikitani 

■  RAKUTEN 

Japan  and  e-commerce?  Forget  it, 
said  the  critics.  But  Hiroshi  Mikitani, 
a  36-year-old  former  banker  with  a 
Harvard  MB  A,  has  proved  them  wrong.  In 
four  years,  he  has  built  his  Rakuten  cyber- 
mall  into  the  country's  most  popular  shop- 
ping destination  for  Japanese  Web  users. 
The  site,  home  to  8,000  retailers,  aver- 
ages 18  million  daily  visits  and  handles 
a  monthly  turnover  of  about  $64  mil- 
lion. Rakuten's  operating  profit  in 
2001  is  expected  to  more  than  dou- 
ble, to  $16  million,  on  sales  of  some 
$53  million.  wThich  is  also  up  more 


Clive 
Davis 


RECORDS 


Ii 


n  2000,  the  thei 
67-year-old  mu.- 
.impresario  Clivt 
Davis  could  have  r> 
tired  when  his  bo>- 
decided  to  replace 
at  the  helm  of  Aris 
Records,  the  label  he  founded  in  1974. 
Arista's  parent,  bmg  Entertainment,  wrant!i 
someone  younger,  so  they  brought  in  Ant 
nio  "L.  A."  Reid,  44,  to  take  over  from  Da 
Undaunted,  Davis  launched  J  Records.  "I 
to  start  from  scratch  and  prove  it  again," 
says.  Well,  sort  of.  Davis  persuaded  BMG  t 
kick  in  $150  million  to  become  a  50-50  par 
ner  in  J  and  let  him  have  85%  of  Arista's 
management  as  well  as  10  artists.  And  he 
still  got  his  reputation.  As  Doug  Morris,  c 
of  Universal  Music  Group,  says:   "In  this 
business,  he's  the  guy." 

In  18  months,  Davis  has  filled  J's  roste 
with  some  of  the  most  promising  acts  in  1 
business,  including  Alicia  Keys,  whose  de 
album  Songs  in  A  Minor  has  sold  6  millk 
copies  and  who  is  nominated  for  four  Am 
can  Music  Awards,  which  will  be  present* 
in  January.  J  should  book  $200  million  in 
sales  in  2001  and  could  turn  a  profit  next 
year.  But  for  Davis,  who  signed  such  tale 
as  Janis  Joplin,  Bruce  Springsteen,  and  S; 
tana  (twice),  it's  still  all  about  the  music 
a  recent  Manhattan  performance  by  singe 
Angie  Stone,  Davis — in  trademark  tinted 
glasses — wTas  among  those  swaying  to  the 
music.  He  still  has  his  groove. 


than  twofold  from  the  previous  year. 
Since  taking  Rakuten  public  last  year, 
Mikitani  has  bought  10  companies,  includi 
Bizseek,  a  popular  used-goods  trading  We 
site,  and  the  Japanese  operations  of  U.  S. 
portal  Infoseek.  His  policy  is  to  write  off 
the  goodwill  on  the  acquisitions  in  the  firs 
year,  wiuch  in  2001  will  translate  into  an 
traordinary  net  loss  of  $5.3  million.  So  fax 
he  has  managed  to  turn  around  the  mone 
losing  Infoseek  Japan  by  cutting  advertis 
and  operational  costs  and  introducing  nev 
services.  He  hopes  to  increase  the  total 
goods  and  services  his  cybermall  handles 
tenfold,  to  nearly  $8  billion  annually  by 
2005.  As  Mikitani  puts  it:  "Japanese  have 
learned  that  the  Internet  is  a  more  efficie 
way  to  find  a  good  deal."  Now,  he  has  to 
hope  they  keep  shopping. 
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FINANCIAL  CAPACITY 


[ANOTHER    REASON    PSEG    HAS    WALL    STREET'S    ATTENTION] 


In  today's  market,  every  company  is  looking  for  the  next  growth  opportunity. 


However,  economic  downturns  and  limited  access  to  capital  may  hinder 


many  organizations'  future  plans.  That's  why  PSEG's  5-year  growth  story 


is  so  compelling.  Our  strong  balance  sheet  and  internal  cash  flow  position 


us  to  capitalize  on  timely,  attractive  market  opportunities.  Now  that's  the 


kind  of  financial  strength  investors  can  grow  on. 


PSEG 

We  make  things  work  for  you. 


www.pseg.com 
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While  their 
shareholders 
lost  a  bundle, 
these  humbled 
honchos  now 
find  themselves 
on  the  outside 
looking  in 


Special  Report 


Jacques  A.  Nasser 


■  FORMERLY  OF  FORD 

Just  two  years  ago,  Jacques  A.  Nasser 
was  riding  high.  As  Ford  Motor  Co.'s 
chief  executive,  he  was  acclaimed  as  a 
bold  manager  poised  to  remake  Ford's  cor- 
porate culture  into  a  lean  and  quickly 
changing  meritocracy.  Fast-forward  to  Oct. 
29:  Nasser  is  shown  the  door. 

The  trouble  started  in  August,  2000,  with 
the  first  of  two  recalls  of  Firestone  tires  used 
on  Ford's  popular  Explorer  sport-utility  vehi- 
cle; the  total  cost  came  to  $3.5  billion.  In 
2001,  the  e-commerce  ventures  that 
Nasser  had  begun  tanked.  In  the 
marketplace,  Ford  was  ceding  its  long 
dominance  of  the  lucrative  truck  mar- 
ket to  archrival  General  Motors  Corp.  Ford's 
auto  operations  lost  $1.6  billion  in  the  first 
nine  months  of  the  year,  and  its  stock  price 
tumbled  28%,  to  $17.35.  Inside  Ford, 
morale  plummeted.  Draconian  new  perfor- 
mance reviews  sapped  spirits  and  spawned 
lawsuits.  But  Nasser's  biggest  misstep  may 
have  been  to  try  to  cut  Chairman  William 
C.  Ford  Jr. — great-grandson  of 
the  founder — out  of  the  loop 
on  decision-making. 
Since  he  was  axed, 
Nasser,  54,  has  kept  to 
himself  in  De- 
troit but  has 
told  a  friend  he 
plans  to  visit  Aus- 
tralia, where  he 
grew  up.  Details 
^    of  his  severance 
aren't  available. 
But  Ford 
sweetened 
Nasser's  exit 
package  a 
month  be- 
fore he  was 
fired.  In  ad- 
dition to  an 
annual  pen- 
sion of  nearly 
$1  million  and 
performance 
compensation 
through  2003,  he 
will  get  full  payment  on  restricted 
stock  granted  to  him  in  2001.  It 
isn't  known  how  many  shares  he 
received,  but  his  2000  award  is 
now  worth  $5.8  million. 


James  E.  Goodwin 


■  FORMERLY  OF  UAL 

James  E.  Goodwin  wrote  himself  out 
job  on  Oct.  18.  The  chairman  and  ch  | 
executive  of  United  Airlines  parent 
told  employees  in  a  letter  that  the  airlintj 
was  hemorrhaging  money.  "Clearly,  this 
bleeding  has  to  be  stopped — and  soon — c 
United  will  perish  sometime  next  year," 
Goodwin  warned.  The  letter,  which  came| 
ter  Goodwin  had  already  cut  20%  of  the 
carrier's  flights  and  fired  20,000  workers,  | 
enraged  United's  union  leaders.  They  res 
it  as  a  clumsy  first  step  toward  coercing 
pay  cuts  and  demanded  Goodwin's  ousterl 
Worse  for  Goodwin,  the  letter  also  higj 
lighted  for  the  entire  board  the  financial 
mess  he  had  made  even  before  two  Unitd 
planes  were  hijacked  on  September  11.  1:1 
August,  2000,  he  approved  huge  wage  hill 
for  pilots — intended  to  curry  support  for  [ 
takeover  of  us  Airways  Group — which  al 
most  overnight  turned  UAL  into  a  money  I 
loser.  Nor  did  he  have  a  backup  plan  aftel 
the  Justice  Dept.  nixed  the  takeover  of  i| 
Airways  last  July. 

Today,  Goodwin,  57,  walks  with  a  new 
spring  to  his  step,  say  those  who  know  hi 
And  why  not?  While  ceo  John  W  Creigh| 
Jr.  now  must  tussle  with  United's  unions, 
the  unemployed  Goodwin  is  guaranteed  al 
salary  of  at  least  $900,000  a  year  through! 
mid-2004  under  his  UAL  contract.  Goodwil 
may  have  left  the  building,  but  he  contin  J 
to  haunt  the  company. 


-. 


effrey  K.  Skilling 


FORMERLY  OF  ENRON 

I  T  Then  Jeffrey  K.  Skilling  abruptly  left 
\J\I  Enron  Corp.  in  August  after  six 
T  f    months  as  ceo,  he  was  brimming 
ith  plans  for  the  future.  First  up:  spending 
|me  with  his  children  and  charity  work. 
Now,  with  the  world's  largest  energy 
ader  in  bankruptcy,  Skilling  may  need  to 
Jnd  off  lawsuits  and  answer  to  regulators 
stead.  As  one  of  the  masterminds  of  the 
lancial  maneuvering  that  led  to  Enron's 
)wnfall,  Skilling,  48,  is  key  in  a  controver- 
'  that  wiped  out  more  than  $60  billion  in 
lareholder  value.  He  continues  to  insist 

tat  he  resigned  for  "personal  reasons"  and 
t  because  of  looming  troubles  at  Enron. 
A  daredevil  by  nature,  Skilling  once  took 
p  customers  on  such  jaunts  as  a  1,000-mile 
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teborah 
.Hopkins 


FORMERLY 
LUCENT 


year  ago,  Debo- 
rah C.  Hopkins 
barely  had  time 
breathe  over  the 
lidays  as  chief  fi- 
ncial  officer  of  trou- 
i  Lucent  Technolo- 
g!  es  Inc.  This  year, 

made  children's  angel  wings  for  her 
irch  pageant.  Since  her  dismissal  in  May, 
t  opkins,  47,  has  also  learned  to  golf  and 
lijorks  out  with  a  trainer  four  times  a  week. 
This  is  the  hard-charging  star  dubbed 
lurricane  Debby"?  Hopkins  says  a  lot  has 
anged  since  she  left  the  telecom  equip- 
ent  maker  barely  a  year  after  arriving 
om  Boeing  Co.  The  Lucent  saga  and  Sep- 
mber  11  changed  her  priorities.  She  val- 
;s  time  with  her  family  and  refuses  to 
:  ove  for  a  job.  She  is  doing  some  consult- 
ing, and  headhunters  think  she  could  be  a 
is,  :o.  But  Hopkins  isn't  yet  sure  if  she  wants 
i  lother  high-profile,  mega-stress  position. 
i  ie  claims  to  be  more  patient  and  much 
-  ippier  now.  As  for  her  critics:  "They  had 
•  tter  look  out,"  a  newly  buff  Hopkins 
ughs,  "because  I'm  getting  very  strong." 


dirt-bike  trip  through  Mexico.  Yet  insiders 
say  he  was  fanatical  about  imposing  risk 
controls  on  Enron's  trading  operation.  Now 
many  wonder  why  those  controls  did  not  ap- 
ply to  its  aggressive  finance  group.  The  nor- 
mally verbose  Skilling,  who  left  without  a 
severance  package  but  sold  millions  in  stock, 
is  still  trying  to  explain  that. 


Lloyd  D.  Ward 


■  U.S.  OLYMPIC  COMMITTEE 

Is  the  third  time  the  charm?  Lloyd  D. 
Ward  hopes  so.  Having  lost  his  first  two 
jobs  as  chief  executive,  Ward,  52,  is  now 
getting  a  third  chance  to  prove  his  mettle 

as  ceo  of  the  U.  S. 
Olympic  Committee. 

That's  quite  a  coup, 
considering  his  recent 
record.  In  November, 
2000,  after  15  months 
at  the  helm  of  May- 
tag Corp.,  the  board 
demanded  he  resign 
as  profits  plunged.  He 
then  joined  iMotors,  a 
Web  site  selling  used 
cars;  it  shut  down  in 
May  after  burning 
through  $140  million. 
Now  he  has  to  re- 
store morale  at  an  organization  troubled  by 
a  bidding  scandal  and  athletes'  drug  use, 
while  wooing  donations  in  a  down  economy 
and  ensuring  security  at  the  Salt  Lake  City 
games.  And,  as  the  usoc's  fourth  ceo  in  two 
years,  he  needs  to  show  he's  not  just  there 
to  burnish  his  reputation  and  move  on. 
"Anything  I  get  into,  I'm  into  100%,"  Ward 
says.  Plenty  of  Olympic  athletes  and  fans 
are  hoping  that's  enough. 


WE  NEITHER 

ADMIT  NOR 

DENY... 


For  many  CEOs,  it  was  a 
year  of  reckoning,  as  they 
found  themselves  on  the 
losing  end  of  some  major 
legal  challenges.  Here 
are  several  of  the  most 
notable — and  expensive: 


Jack  Welch 


■  COST:  $500  MILLION 

General  Electric  Co.  was 
ordered  by  the  Environ- 
mental Protection  Agency 
to  pay  for  the  cleanup  of 
toxic  chemicals  in  the 
Hudson  River,  an  out- 
come former  CEO  Welch 
had  fought  for  decades. 

The  Pritzker  Family 

■  SETTLEMENT:  $460  MILLION 

The  Pritzkers  arranged  to 
pay  the  Federal  Deposit 
Insurance  Corp.  to  avoid 
protracted  litigation  over 
the  failure  of  Superior 
Bank  FSB  of  Chicago. 

Maurice  Myers 

■  SETTLEMENT:  $457  MILLION 

Waste  Management  Inc. 
settled  an  investor  class 
action.  This  was  the  sec- 
ond such  settlement  and 
covered  those  who  bought 
the  company's  stock  be- 
tween June,  1998,  and 
November,  1999. 

Miles  D.  White 

■  SETTLEMENT:  $437  MILLION 

Abbott  Laboratories'  TAP 
Pharmaceutical  Products 
Inc.  settled  criminal 
charges  of  conspiracy  in 
a  Medicaid  overbilling 
scheme.  Abbott's  partner, 
Takeda  Chemical  Indus- 
tries Ltd.,  paid  another 
$437  million. 

Joseph  Berardino 

■  SETTLEMENT:  $110  MILLION 

Arthur  Andersen  LLP,  now 
ensnared  in  the  Enron 
Corp.  fiasco,  resolved 
shareholder  suits  charging 
it  had  failed  to  properly 
audit  the  books  of  Sun- 
beam Products  Inc. 
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A  recovery  is 
likely,  but  one 
with  a  small  "r." 
Even  with 
productivity  up 
and  interest  rates 
at  historic  lows, 
anemic  demand 
will  make 
patience  a 
virtue  for 
company  and 
investor  alike 


s  economists  and  corporate  executives  ass« 
the  prospects  for  a  U.S.  recovery  this  ye 
they  are  starting  to  sound  like  President 
Clinton  testifying  in  front  of  a  grand  jury, 
depends  on  what  you  mean  by  recovery," 
serves  Maury  Harris,  chief  economist  at  l 
Warburg.  "If  you  mean  a  complete  recc 
ery  to  2000  levels  of  growth,  that's  not  ^ 
ing  to  happen." 

That  said,  there's  little  doubt  the  U.  S.  economy  will  rebound  from  the  recess 
in  the  next  12  months — at  least  to  the  extent  that  it  hits  bottom  and  starts  grl 
ing  before  the  second  quarter  ends.  The  combination  of  deep  interest-rate  cut^l 
the  Federal  Reserve  and  last  year's  tax-rate  reductions  should  have  the  intended  | 
feet  of  warding  off  a  precipitous  downturn,  even  if  the  Republicans  and  Demc 
can't  manage  to  agree  on  a  fiscal  stimulus  package. 

As  recoveries  go,  however,  this  one  won't  be  very  impressive.  The  growth 
measured  from  the  fourth  quarter  of  2001  to  the  fourth  quarter  of  2002,  will  I 
about  2%,  according  to  West  Chester  (Pa.)-based  Economy.com  Inc.  Moreo\| 
things  could  get  still  worse  before  they  get  better.  "I  think  the  economic  recovA 
is  likely  to  be  later  in  the  year,"  says  Thomas  W.  Horton,  cfo  at  American  Airliip 
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MANUFACTURING 

Orders  for  airliners  are 
falling,  as  are  oil  prices; 
no  big  lift  for  builders; 
and  in  autos,  a  hangover 
from  0%  financing 
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INFORMATION 

Slow  growth  for  busi- 
ness software,  no  boost 
for  PC  makers,  a  slump 
in  ads,  and  telecom  is 
mired  in  overcapacity 
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FINANCE 

Insurers  will  hi 
premiums  in  th 
of  September  1 
and  brokerage: 
moving  caution 

105 
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'The  strength  of  that  recovery  is  anybody's  guess." 
efPhe  uncertainty  is  because  the  situation  now  is  more 
Jnplicated  than  at  the  end  of  the  last  downturn.  For 

rters,  although  the  tech  sector  should  stop  hemorrhag- 

,  it's  unlikely  that  businesses  will  buy  a  lot  more  com- 
er equipment  or  software  until  the  fourth  quarter  at  the 

liest.  Hard-pressed  managers  expect  to  continue  to  hold 

vn  capital  budgets — along  with  inventories,  wages,  and 
-    i  >ther  reducible  expenses — as  they  cut  costs  and  try  to 

)st  productivity. 

ncreased  efficiency  is  surely  a  plus,  but  the  push  to  get 
njner  could  have  a  nasty  side  effect.  There  will  be  precious 

!e  job  growth  even  after  the  economy  starts  to  recover.  Indeed,  unemployment  could 

itinue  to  climb  as  companies  push  fewer  workers  to  do  more.  Sustained  unem- 
liyment  means  that  consumer  spending — which  has  held  up  through  the  start  of  the 

ession  surprisingly  well — will  start  to  sag.  And  the  looming  recession  abroad  will 
ri;p  foreign  buyers  from  taking  up  the  slack.  "The  soft  landing  everyone  was  pre- 

jng  a  year  ago  has  been  anything  but,"  says  John  Perriss,  ceo  of  media  buying  firm 
i  rrith  Optimedia  Group. 

Still,  rising  productivity,  together  with  tight  controls  on  labor  costs,  could  lift  prof- 
i  of  companies  in  Standard  &  Poor's  500-stock  index  by  10%  from  the  fourth 


NOT  MUCH  TO  ^he  slower-growing  Old  Economy  still 
!T!»i...^f.  accounts  for  the  biggest  slice  of  GDP 

GROW  ON 


CONTRIBUTION  TO  GDP.  2002  ESTIMATE   (IN  BILLIONS) 
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LIFE  SCIENCES 

One  big  pain  for  Big 
Pharma  will  be  expiring 
drug  patents;  a  new  farm 
bill  could  brighten  the 
day  for  agribusiness 
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DISTRIBUTION 

For  shippers,  logistics  is 
the  hot  spot;  upscale 
restaurants  will  struggle; 
and  discount  retailers 
will  flourish 
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SERVICES 

Dire  predictions  for 
consulting  and  travel 
businesses-but 
for-profit  educational 
services  should  do  well 
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THE  OUTLOOK 
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Data  courtesy  ofEconomy.com 
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DRONES:  More 
money  is 
being  slated 
for  high-tech 
iveaponry 


quarter  of  2001  to  the  fourth  quar- 
ter of  2002,  according  to  Econo- 
my.com.  Some  forecasters  are  more 
optimistic.  "There  will  be  a  signifi- 
cant earnings  turn  in  the  fourth  quar- 
ter," insists  Bruce  Steinberg,  chief 
economist  at  Merrill  Lynch  &  Co.  He 
expects  a  30%  surge  in  s&P  500  profits 
in  the  same  period. 
After        squeezing 
costs  out  of  the  sup- 
ply chain,  food  com- 
panies     such      as 
Campbell  Soup,  Kel- 
logg, and  ConAgra 
expect  to  see  earnings  growth  of  8% 
to  10%.  And  drug  companies  will  still 
turn  a  profit,  helped  by  a  raft  of  new 
products.  "In  the  last  three  years 
we've  doubled  the  productivity  of 
R&D,"  says  Eli  Lilly  &  Co.  chairman 
and  ceo  Sidney  Taurel. 

Productivity  gains  aren't  the  only 
plus.  Banks  will  continue  to  benefit 
from  low  interest  rates  that  reduce 
their  borrowing  costs  and  improve 
lending  margins.  In  the  wake  of  Sep- 
tember 11,  insurers  plan  to  raise  their 
premiums  aggressively,  and  the  de- 
fense and  security  sectors  will  mush- 
room as  the  "War  on  Terrorism"  de- 
velops. Among  retailers,  discounters 
will  continue  to  excel.  Wal-Mart  Stores 
Inc.  ceo  H.  Lee  Scott  Jr.  plans  to  in- 
crease his  capital  spending  by  11%, 
to  $10  billion,  and  to  hire  75,000  em- 
ployees in  2002. 

Low  interest  rates  will  also  keep  the  con- 
struction sector  buoyant,  even  though  there 
won't  be  a  big  uptick  in  building.  "When  the 
Fed  cuts  interest  rates,  the  hope  is  that  the 
economy  will  get  an  upsurge  in  building,"  says 
Lynn  Michaelis,  chief  economist  for  the  building 
materials  and  pulp  and  paper  giant,  Weyer- 
haeuser Co.  In  the  last  recession,  for  example, 
single-family  housing  starts  fell  sharply  and 
then  rebounded  when  the  recovery  began,  giv- 
ing the  economy  a  big  lift.  This  time,  housing 
starts  aren't  declining  much,  so  there  probably 
won't  be  a  big  rebound.  "The  residential  sector 
will  be  neutral  at  best,  and  it  could  be  a  slight 
drag,"  says  Michaelis. 

Capital  intensive  industries,  on  the  other 
hand,  will  struggle.  "As  near  as  anybody  can 
forecast,  in  the  first  half,  companies  will  still 
be  reducing  spending,"  warns  J.  Thomas  Mad- 
den, Federated  Investors  Inc.'s  chief  invest- 
ment officer.  Manufacturers,  for  example, 
which  are  operating  at  72%  of  capacity,  have 
neither  a  strong  reason  nor  the  capital  to 
spend  on  new  machines.  It's  a  similar  story 
for  tech  buyers,  who  seem  more  interested  in 
getting  their  existing  mix  of  computers  and 
software  working  right  than  in  adding  more. 
"Info-tech  people  are  saying,  'We've  had  this 
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SEMICONDUCTORS  After  the  worst  downturn  ever, 
bounceback  in  chip  sales  could  surprise  skeptics 

DEFENSE  Commercial  jetliner  sales  will  be  dowr 
the  war  on  terrorism  will  buoy  weapons  spending 


drunken  technology  spree,  we  need  to  sol   Ai- 
up,'"  says  Vernon  Turner,  an  analyst  at 
ternational  Data  Corp.  "They're  starting 
become  uncomfortable  over  buying  more 
frastructure  than  they  need." 

As  a  result,  tech  equipment  and  softw* 
sales  may  drop  at  an  annual  rate  of  5% " 
10%  through  June,  projects  Neal  Soss,  cr 
economist  at  Credit   Suisse   First  Bost(l 
"We're  seeing  little  bright  fights  in  certain  I 
eas,  but  not  enough  to  say  we  have  comfort  [ 
a  significant  improvement  [for  tech  spending 
says  Michael  Winkler,  executive  vice-preside  ii 
of  Compaq  Computer  Corp. 

The  drought  in  business  spending  has  hi  > 
the  travel  industry,  too.  Construction  starts  (    " 
additional  hotel  rooms  will  drop  to  33,200, 
their  peak  of  158,000  in  1998,  according  to  da  i 
from  PricewaterhouseCoopers,  as  lodging  coi  1 
panies  try  to  come  to  grips  with  lower  c  r 
mand.  And  airlines,  which  cut  20%  of  thtl 
capacity  following  September  11,  may  perrrl 
nently  retire  upwards  of  6%  of  these  sea  R 
"The  high-end  business  traffic  is  not  where  i 
needs  to  be,"  says  Gordon  M.  Bethune,  ceo 
Continental  Airlines  Inc. 

Media  will  suffer  as  well,  because  adve 
tisers  will  continue  to  stick  with  austere  M 
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As 


VACANCY: 

business 
travel  dives, 
so  does  hotel 
demand 


>TIVE  Detroit's  0%  financing  lifted  2001  sales, 
profits-and  dragged  down  prospects  for  this  year 

Fear  of  terrorism  will  keep  airplane  seats  empty, 
in  vacant  hotel  rooms  and  fewer  car  rentals 

HAs  businesses  cut  spending  on  communications 
*nt,  expectations  for  a  recovery  grow  faint 

Even  with  a  government  bailout,  import  protec- 
I  consolidation,  steelmakers  will  be  in  dire  straits 


i  Ad  spending  fell  4%  in  the  U.S.  in  2001 
1.7%  worldwide — the  first  global  drop 
e  World  War  II.  For  2002,  ad-giant  Uni- 
*al  McCann  is  projecting  a  modest  2.2%  in- 
ise,  to  $466  billion,  most  of  it  coming  in 
second  half. 

Tie  outlook  isn't  much  rosier  for  consumer- 
lucts  companies.  Having  shown  remark- 
;  staying  power  throughout  the  downturn  of 

1,  consumers  may  finally  have  been  knocked 
m  in  the  fourth  quarter.  The  Commerce 
»t.'s  Dec.  3  report  on  aggregate  personal  af- 
tax  income  showed  that  it  fell  by  2.4%  in 
ober.  That  number  will  continue  to  deten- 
te as  unemployment  climbs  to  as  high  as 
ro  or  7%  by  midyear. 

Uready  there  is  evidence  that  rising  un- 
jloyment  is  dampening  overall  wage  gains, 
the  third  quarter  of  last  year,  the  wage  and 
tries  component  of  the  employment  cost  in- 
had  slowed  from  1.1%  growth  in  July  to 
%  growth  in  September.  As  unemployment 
sps  higher,  wage  gains  will  slow  farther, 
t's  not  just  weak  incomes,  however,  that  will 
t  consumer  spending.  Part  of  the  problem  is 
t  low  interest  rates  convinced  many  con- 
lers  to  accelerate  big  purchases  ahead  of 

2.  That's  true  in  the  auto  industry,  where  ag- 


0    2 


gressive  financing  and  promotions  in- 
duced so  many  car  buyers  to  pur- 
chase ahead  of  schedule  that  2002 
sales  could  drop  by  more  than  10%, 
to  as  little  as  14.8  million  units.  That 
spells  trouble  for  Detroit's  profitabil- 
ity. "None  of  the  North  American 
operations  is  making  money  at  16 
million  units  [sold]," 
observes  Federat- 
ed's  Madden. 

Unfortunately, 
U.S.     companies 
can't  look  abroad  to 
make  up  for  shaky 
domestic  demand.  In  the  1990s  the 
U.S.  consistently  set  the  pace  for 
the  global  economy.  Most  econo- 
mists— especially  those  based  over- 
seas— expected  that  Europe  and 
Asia  would  be  the  main  engines  of 
growth  in  the  coming  decade.  While 
that  may  eventually  turn  out  to  be 
true,  the  numbers  for  2002  won't 
be  worth  bragging  about. 

Indeed,  world  growth  is  expected 
to  crawl  along  at  1.1%  this  year. 
Europe's  economy  is  still  in  slow 
motion,  and — once  again — Japan's 
will  be  in  reverse.  What's  worse, 
there's  no  sign  yet  of  a  non-U.  S. 
productivity  pickup  that  would  pro- 
duce a  global  New  Economy-style 
boom.  In  Europe,  for  example,  the 
latest  data  show  productivity 
growth  averaging  a  resounding  0%. 
So,  with  all  this  bad  news,  why 
expect  a  recovery  at  all?  In  part  because 


many  companies  have  already  chopped  inven- 
tories so  much  that  even  the  slightest  blip 
up  in  demand  will  require  some  spending  to 
meet  it.  And  that  will  benefit  even  hard-hit  in- 
dustries such  as  steel.  "Many  of  our  customers 
have  shrunk  down  their  safety  stocks  [of 
steel],"  says  Robert  S.  "Steve"  Miller  Jr., 
chairman  and  ceo  of  No. 3  U.S.  steelmaker, 
Bethlehem  Steel  Corp.  "I  am  cautiously  opti- 
mistic about  this." 

Moreover,  consumers  are  still  benefiting 
from  low  interest  rates,  falling  energy  costs, 
and  the  income  tax  cuts  passed  last  June.  Tak- 
en together,  these  could  mean  a  3%  boost  to 
personal  income,  says  Bruce  Steinberg  of  Mer- 
rill Lynch.  That  should  keep  consumer  spend- 
ing afloat  even  as  unemployment  rises. 

During  the  boom  of  the  1990s,  companies 
bet  on  fast  growth  and  sky-high  goals.  But 
this  year,  patience  and  moderate  expectations 
are  going  to  turn  out  to  be  virtues.  The  econ- 
omy is  going  to  grow,  but  slowly — and  that 
will  feel  better  than  the  dreariness  of  2001. 

By  Margaret  Popper,  with  Tom  Lowry  in 
New  York,  Michael  Arndt  and  Julie  Forster  in 
Chicago,  Andrew  Park  and  Wendy  Zellner  in 
Dallas,  and  Amy  Barret  in  Philadelphia 
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DATA  GUIDE 

The  following  charts 
accompany  each 
industry  outlook: 

SPOTLIGHT  Shows  industry 
performance,  1998-2002 
PRODUCTIVITY  Gives 
Economy.com's  estimate 
of  value  added  per  worker. 
This  "value-added"  ap- 
proach avoids  counting 
the  same  sales  twice. 
For  example,  it  excludes 
the  wholesale  cost  of 
goods  sold  by  retailers. 
EMPLOYMENT  Total  number 
of  workers. 

GROWTH  PROSPECTS  Busi- 
nessWeek has  assigned 
each  industry  a  grade, 
summing  up  the  outlook 
for  growth  and  profits.  In 
addition,  there  is  forecast 
data  for  output  and  out- 
put growth,  also  provided 
by  Economy.com. 
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You  speak  to  a  server 


It  recognizes  you  and  actually  knows  how  to  help. 


Imagine  how  many  customers  your  company  could  help  with  a  network  this  smart.  It's  possible  when  Avaya 
transforms  your  voice  and  data  systems  by  getting  them  working  together.  Reliably.  Securely.  With  our 
innovations  in  voice  and  in-depth  expertise  in  data,  you'll  continually  build  better  relationships.  Find  out  why 


more  than  90%  of  the  Fortune  500  use  Avaya  communications  to  power  their  business,  visit  avaya.  com/nowone 
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A  MILLIONS  OF  VEHICLES  LEST. -I 

Data:  Wsrd's  Automotive  Reports, 
BusinessWeek  estimates 

POSITIVES 

■  Sticker  prices  remain 
low — it  takes  about  24 
weeks  of  salary  to  buy  a 
car,  down  from  28  in  1995 

■  Continued  low  interest 
rates  will  make  it  easy  to 
finance  a  new  car 

NEGATIVES 

■  The  blitz  of  low-interest 
financing  late  last  year 
pulled  ahead  a  million  or 
more  auto  sales  from  2002 

■  Fat  margins  on  trucks 
and  SUVs  are  vanishing  as 
more  players  get  in  the  game 

PRODUCTIVITY 

ECONOMIC  VALUE  AODED 
PER  EMPLOYEE.  '01  DOLLARS 

1998  2002  EST. 
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2002 
OUTPUT        $288.0  BILLION 
OUTPUT  GROWTH  -0.6% 

1998-2001 
AVG.  YEARLY  GROWTH       0.5% 

Data:  Economy.com 


AUTOS 


0%  FINANCING: 
A  RISKY  ADDICTION 


Norman  Herbert  had  been  planning  to 
trade  in  his  1992  Pontiac  Transport  mini- 
van  for  a  new  model  next  spring.  "The 
van  was  getting  shaky,  but  I  would  have 
tried  to  get  it  through  one  more  winter,"  says 
the  Sterling  Heights  (Mich.)  dentist.  Then  the 
flood  of  0%  loans  that  domestic  carmakers  un- 
leashed to  jump-start  sales  after  September  11 
lured  him  into  a  showroom  months  ahead  of 
schedule.  In  October,  Herbert  drove  home  a 
new  2002  Pontiac  Grand  Prix  GT. 
Detroit  can  thank  consumers 
like  Herbert  for  the  fall's  rip-roar- 
ing sales  rate.  At  the  height  of 
the  financing  frenzy,  autos  were 
moving  at  an  annualized  pace  of 
21  million  units,  breaking  a 
monthly  sales  record  set  in  1986. 
However,  the  generous  incentives 
are  sapping  Motown's  bottom  line,  " 
in  what  Morgan  Stanley  Dean  Witter  &  Co. 
analyst  Stephen  J.  Girsky  calls  "profitless  pros- 
perity." Thanks  to  0%  financing,  an  estimated  1 
million  Americans  bought  sooner  than  planned, 
setting  up  a  future  sales  vacuum.  "There's  got 
to  be  some  payback,"  warns  Nick  Scheele, 
Ford  Motor  Co.'s  chief  operating  officer. 

Even  by  the  final  weeks  of  2001,  the  hang- 
over from  the  0%  party  was  beginning  to  drag 
down  sales.  And  most  industry  watchers  ex- 
pect that  queasy  feeling  to  continue  well  into 
the  new  year.  "We  borrowed  from  the  future, 
so  the  first  quarter  is  squat,"  says  Diane  C. 
Swonk,  chief  economist  at  Bank  One  Corp.  in 
Chicago.  She  predicts  that  auto 
sales  in  the  first  quarter  of  2002 
will  drop  12%  from  December  lev- 
els, to  a  14.6-million-vehicle  annual 
pace.  Still,  Swonk  and  most  econo- 
mists look  for  an  upswing  to  begin 
by  midyear.  Says  Tom  Elliott,  ex- 
ecutive vice-president  of  American 
Honda  Co.:  "We  think  it'll  be  off 
quite  a  bit  in  the  first  half  and 
then  recover  in  the  second  half." 

Ask  car  execs  and  auto  analysts 
how  strong  the  summer  rebound 
will  be,  however,  and  opinions  di- 
verge sharply.  Estimates  for  2002 
U.S.  auto  sales  range  from  14.8 
million  cars  and  light  trucks — 
which  would  be  the  lowest  level 
since  1995 — to  a  robust  16.8  mil- 
lion vehicles.  The  high  end  is  just 


FRENZY:  About  1  million 
buyers  bit  this  fall 


short  of  the  17  million  sold  in  2001,  the  sec 
best  year  in  auto  history.  Sighs  Scheele:  "I 
very  hazy  outlook." 

Certainly,  an  economic  recovery  would 
auto  sales  rebound.  For  one  thing,  inte 
rates  remain  low,  which  matters  to  people 
lease  or  borrow  to  buy  a  car.  And  auto  aff 
ability  hovers  near  a  22-year  low:  Detr 
Comerica  Bank  figures  a  new  vehicle  cost, 
average  of  24  weeks  of  pay.  Toss  in  the  e 
tional  response  of  consumers 
began  to  treat  buying  cars 
patriotic  act  after  September 
and  you  have  the  makings  < 
comeback.  "The  marketplace 
defied  predictions,"  says  Chri 
pher  W.  Cedergren  of  Nextr 
Inc.  in  Thousand  Oaks,  Calif. 
Sales  could  just  as  easily 
.  ^e  Qtjjgj.  way  Fewer  people 

be  eager  to  buy  cars  or  other  big-ticket  it 
as  the  recession  really  begins  to  bite.  "W 
heading  downhill,"  says  auto  consultant  Si 
Jacobs  of  Jacobs  &  Associates  in  Rutherf 
N.J.  "The  aftereffects  of  the  declines  in 
ployment,  consumer  confidence,  and  a  slug 
stock  market  still  have  to  work  their 
through  the  system."  Her  most  optimistic  fl 
cast  for  auto  sales  this  year  is  15.3  million 
nicies,  a  10%  decline  from  2001. 

Even  if  sales  rebound  to  healthy  levels,  i 
makers'  profitability  will  remain  in  jeopa 
Lately,  car  companies  have  had  to  pile  on  n 
rebates,  cut-rate  loans,  and  sweetened  le 


FORD,  GM,  AND... TOYOTA? 

The  ail-American  ranks  of  the  Big  Three  have  already  been  b 
once,  when  Germany's  Daimler-Benz  took  over  Chrysler  Corp 
Now,  Detroit  is  bracing  for  the  possibility  that  a  Japanese  auto 
may  burst  into  the  dominant  threesome.  With  a  new  stable  of  p 
trucks  and  SUVs,  Toyota  has  been  quickly  gaining  share,  leadin 
speculation  it  might  soon  overtake  struggling  Chrysler  as  the  n 
third-largest  carmaker. 

The  numbers  tell  the  story.  Toyota  has  been  growing  steadily- 
share  is  up  two  full  points  since  1997  and  stood  at  10.1%  throL 
November  last  year.  Chrysler  maintains  a  lead — at  13.3% — bu 
of  the  pie  has  narrowed  by  almost  three  points  since  the  merger 


. 
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als  to  keep  sales  strong  and  factories  hum- 
mg.  Incentives  from  auto  manufacturers  were 
eraging  upwards  of  $2,300  per  vehicle  by 
e  end  of  2001 — nearly  25%  higher  than  levels 
fore  September  11,  according  to  cnw  Mar- 
ting/Research  in  Bandon,  Ore. 
General  Motors  Corp.  didn't  help  the  profit 
:ture  when  it  launched  0%  loans  in  late  Sep- 
mber.  Ford  and  DaimlerChrysler  follow  <  I 
e  lemmings,  fearing  they'd  lose  market  shai  e 
they  didn't.  So  much  for  ending  Detroit's 
diction  to  incentives.  These  loan  wars  only 
nforced  the  vicious  cycle  in  which  consumers 
buying  as  soon  as  the  deals  end,  forcing 
mkers  to  jump  in  with  even  bigger  re- 
tes.  "It's  a  nightmare,"  says  Art  Spinella, 

f'hv's  general  manager,  who  predicts  that  high- 

n  |  rebate  levels  are  here  to  stay. 
Those  in  the  strongest  position  for  2002  are 
tyers  such  as  Toyota,  Honda,  and  Volkswagen, 
rich  shunned  0%  deals  or  limited  their  use. 
yota  used  them  for  just  a  handful  of  models — 
first  national  incentive  we've  had  in  years," 
-  James  E.  Press,  chief  operating  officer  of 
vota  Motor  Sales.  "It  won't  be  repeated — it 

riis  an  extraordinary  9-11  thing." 

i'A  few  segments  remain  strong.  Sales  of 
)rt-utility  vehicles  and  other  trucks  are  like- 
to  keep  rolling.  And  despite  early  fears  that 
Mideast  war  would  crimp  U.S.  oil  supplies, 

t^es  of  these  gas-guzzlers  have  continued  un- 
ited. That's  partly  because  prices  at  the  gas 

4-|mp — under  $1.15  per  gallon  recently — hover 
ar  an  inflation-adjusted  82-year  low,  according 
the  American  Petroleum  Institute. 
The  rising  popularity  of  suvs  and  trucks, 
vever,  brings  its  own  headaches  for  Detroit. 

fi  i  German,  Japanese,  and  Korean  competitors 
I  out  an  ever-growing  array  of  suvs  and 
cks,  Detroit's  fat  prof-  ___^___ 

nargins  in  the  sec-     ^ 

«!•    have    grown 

e  iner.  One  sign  is 

I*  escalation  of 


er  W.  Ceder- 
)  analyst  at 
nc.  in  Thou- 

t  s,  Calif.,  these 

I  Jgest  that  Toyota's 
e  is  not  just  possi 
aybe  even  likely.  As  a  group,  Asian  auto  makers  are  expected  to 
lother  two  points  of  market  share  this  year — to  32% — as  their 
particularly  Ford  and  Chrysler,  continue  to  struggle  financially, 
ist  nothing  out  there  to  stop  Japan's  momentum,"  says  Cedergren. 
is  definitely  on  a  roll,  thanks  to  its  expanding  lineup,  a  reputation 
,  and  solid,  if  unexciting,  design.  For  families,  there's  the  best- 
mry,  which  was  redesigned  for  2002 — to  rave  reviews.  In  Febru- 
atrix,  a  funky  new  sport  wagon  aimed  at  the  youth  market,  will 


rebates  it  takes  to  keep  truck  sales  revved  up. 
The  average  combined  incentives  from  manu- 
facturers and  dealers  ran  about  $3,500  per 
truck  by  late  2001,  up  some  40%  from  a  year 
earlier,  according  to  cnw. 

Shrinking  truck  profits  were  just  one  of 
Ford's  myriad  troubles  last  year.  Sliding  mar- 
ket share,  poor  quality,  and  the  continuing  re- 
call of  Firestone  tires  used  on  its  Explorer 
SUV  contributed  to  an  estimated  $880  million 
operating  loss  for  2001.  Ford  will  unveil  a  ma- 
jor restructuring  plan  in  mid-January  to  try  to 
get  back  on  track.  Wall  Street  is  hoping  the  re- 
vamp will  translate  into  a  modest  $641  million 
profit  this  year,  according  to  Thomson  Finan- 
cial/First Call's  consensus  of  analyst  forecasts. 

GM  ended  2001  riding  high.  It  wrested  dom- 
inance in  trucks  and  suvs  from  archrival  Ford 
and  was  expected  to  rack  up  a  small  gain  in 
overall  U.S.  market  share — up  0.1  point,  to 
28.4% — for  the  first  time  in  more  than  a 
decade.  Still,  declining  volume  is  expected  to 
trim  gm's  2002  profit  to  $1.1  billion,  vs.  an  es- 
timated $1.8  billion  last  year,  according  to  First 
Call.  Doing  even  that  well  will  require  hanging 
on  to  precious  market  share.  "We  are  going  to 
focus  on  share  this  year,"  vows  Gary  Cowger, 
gm's  president  of  North  American  Operations. 

DaimlerChrysler  could  also  be  making  head- 
way in  its  turnaround.  The  parent  is  on  track 
to  earn  $1.9  billion  in  2002,  up  from  an  esti- 
mated $762  million  last  year,  analysts  figure. 
But  that's  contingent  on  the  Chrysler  unit  con- 
tinuing to  cut  costs  and  sell  assets  after  2001's 
$3.9  billion  restructuring. 

It's  a  tricky  balancing  act:  slashing  costs  in 
order  to  grow,  juggling  profitability  with  re- 
bates. And  it  will  make  2002  one  of  the  most 
difficult  years  carmakers  have  faced  in  a 
decade. 

By  Kathleen  Kerwin, 

with  Joann  Muller 

and  David  Welch, 

in  Detroit 


A  NEW  MATRIX:  Toyota's  sports 
wagon  is  aimed  at  young  buyers 

go  on  sale.  Toyota's  Lexus  division, 
which  already  rules  the  luxury  market, 
will  add  another  midsize  SUV,  the 
GX470,  to  its  lineup  about  a  year  from  now. 
And  later  this  year,  Toyota  will  unveil  a  third  brand  that  it  hopes  will  attract 
younger  buyers.  AutoPacific  Group  Inc.  analyst  James  Hall  thinks  Toyota's 
new  products  will  lead  to  big  market-share  gains:  "If  Toyota  doesn't  pick 
up  share,  something's  wrong."  Still,  Toyota  probably  won't  nab  the  No.3 
spot  in  2002  unless  Chrysler  stumbles  badly.  But  as  the  0%  financing 
craze  that  boosted  domestic  auto  makers  last  fall  peters  out,  one  thing  is 
certain:  The  momentum  in  Motown  clearly  lies  with  the  foreign  carmakers. 

By  Joann  Muller  in  Detroit 


"We 

borrowed 
from  the 
future, so 
the  first 
quarter  is 
squat,"  one 
economist 
says  of 
the  cheap 
come-ons. 
Longer 
term  looks 
"hazy" 
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SPOTLIGHT 
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'98    '99    '00    '01    '02 
A  MILLIONS  OF         L£ST*J 
HOUSING  STARTS 
•NATIONAL  ASSOCIATION  Of  HOME  BUILDERS 

Data:  Census  Bureau 

POSITIVES 

■  Ultra-low  mortgage 
rates  fuel  near-record 
levels  of  home  sales 

■  Tight  supply  of  some 
housing  types — 
especially  starter  homes — 
mean  prices  are  still  rising 

NEGATIVES 

■  The  reverse  wealth 
effect  is  undermining 
sales  of  high-end  homes 

■  In  the  office,  industrial, 
and  hotel  markets, 
recession  is  pulverizing 
demand 

PRODUCTIVITY 

ECONOMIC  VALUE  ADDED 
PER  EMPLOYEE.  01  DOLLARS 

1998  2002  EST 

S89.000      $89,000 

AVERAGE  YEARLY  CHANGE 


0% 


EMPLOYMENT 

rrrrr 

9.8  MILLION 


iJ«^**!o1 


GROWTH  PROSPECTS 


C 


2002 
OUTPUT        $873.3  BILLION 
OUTPUT  GROWTH  -0.5% 

1998-2001 
AVG.  YEARLY  GROWTH       2.1% 

Data:  Economy  com 


MANUFACTURING 


CONSTRUCTION 


EVEN  BUILDERS 
ARE  HITTING  A  WALL 


Six  miles  east  of  downtown  Denver,  For- 
est City  Enterprises  Inc.  is  hard  at 
work  on  the  biggest  urban  redevelop- 
ment project  in  the  U.S.  today.  Over 
the  next  20  years,  the  Cleveland  real  estate 
outfit  plans  to  transform  what  had  been  Sta- 
pleton  International  Airport — a  4,700-acre 
spread  that  would  cover  a  third  of  Manhat- 
tan— into  a  full-blown  community.  Already, 
crews  are  completing  a  740,000-square-foot 
shopping  center  to  be  anchored  by  big-box  re- 
tailers such  as  Wal-Mart  Stores  Inc.  and  Home 
Depot  Inc.  And  in  April,  construction  is  sched- 
uled to  begin  on  two  schools  plus  1,100  mod- 
erately priced  houses  and  apartments. 

Phase  I  won't  be  quite  as  grandiose  as  first 
thought,  however.  Forest  City  initially  had 
proposed  two  office  buildings,  including  a  12- 
story  tower  suited  for  a  corporate  headquar- 
ters, and  dozens  of  estates  to  be  listed  at 
$500,000  or  more.  But  Denver's  office  vacancy 
rates  are  surging,  and  the  market  for  upper- 
bracket  homes  is  already  glutted.  So  the  de- 
veloper scratched  those  properties.  "We  cannot 
create  demand  out  of  thin  air,"  says  Gregory 
M.  Vilkin,  president  of  Forest  City  Residential 
West  Inc. 

After  a  decade  of  prosperity,  hard  times 
may  finally  be  catching  up  to  the  nation's 
builders.  The  overall  economy 
tripped  into  recession  in  2001,  but 
not  the  construction  juggernaut. 
Developers  tallied  an  estimated 
$481  billion  in  new  starts  in  2001, 
the  10th  consecutive  record  year, 
according  to  F.  W  Dodge,  a  Mc- 
Graw-Hill Companies  unit  that 
monitors  the  construction  industry. 
Employment  in  the  sector  also 
bucked  the  nationwide  trend,  rising 
while  America's  total  payroll 
shrank  by  1.2  million  jobs.  Despite 
all  the  dour  news  on  Wall  Street 
last  year,  most  builders  posted  con- 
sistently higher  earnings — prodding 
investors  to  bid  up  shares  of  some 
by  more  than  35%. 

This  year  will  be  a  different  sto- 
ry. Growth  could  be  worse  than 
soft — it  might  be  negative.  If  so,  it 
would  be  the  industry's  first  down 
year  since  1991. 

Corporate  downsizing  explains 
a  lot  of  the  poor  prognosis.  After 


spending  freely  on  new  facilities  and  ej  ■ 
sions  in  the  past  decade,  many  companiei  ■ 
finding  they  have  much  more  office,  reta  I 
factory  space  than  they  need,  particular  i 
they  scale  back  operations  to  mitigate  th  m 
cession's  hammering.  As  a  result,  excep  |- 
health-care  providers  and  discounters  like-  I 
Mart,  few  companies  are  ordering  new 
ings. 

In  the  office  sector,  in  fact,  many 
loading  space,  pushing  vacancy  rates 
30%  in  parts  of  Denver,  San  Francisco  u 
Seattle,  cities  that  once  teemed  with  con  | 
tors  readying  space  for  dot-coms  and  tel 
upstarts.  Only  a  few  months  ago,  offict 
velopers  expected  to  add  90  million  sq  ^ 
feet  of  space  nationwide  in  2002.  Now 
consensus  has  fallen  to  60  million  square 
"Construction  lenders  have  pulled  back  al 
100%,"  states  Timothy  H.  Callahan,  chie 
ecutive  of  Equity  Office  Properties  T 
"There's  going  to  be  six  months  to  a 
where  we'll  have  no  new  construction." 

Any  contraction  in  construction  coul 
trouble  for  the  U.S.,  robbing  the  natk 
one  of  the  few  bulwarks  against  the  r< 
sion.  Indeed,  the  sector's  weakening  is  air 
rippling  through  the  economy.  Prices  of  k 
and  other  building  materials  such  as  dn 


LITTLER  RED  SCH00LH0USES 

Montgomery  County  boasts  the  largest  public  school  dist 
Maryland.  It  has  more  than  137,000  students,  10,700 1 
and  a  1,100-vehicle  bus  fleet — plus  a  10-figure  operating  t 
much  of  it  earmarked  for  construction.  In  fiscal  2002,  the  di 
plans  to  spend  $135.5  million  to  build  or  rehab  schools,  rou 
matching  2001's  capital  outlays. 

While  its  student  population  is  still  growing,  however,  Mo 
County's  cash  drawer  is  looking  emptier.  In  fiscal  2003,  whi< 
July  1,  spending  on  school  construction  will  fall  to  $105  mil 
forecast  to  remain  at  that  reduced  level  for  at  least  the  next 
"We're  slowing  down  simply  because  the  tax  revenue  isn't  tl 
more,"  says  Richard  G.  Hawes,  director  of  facilities  manage 

Montgomery  County  may  well  turn  out  to  be  the  canary  in 
mine.  As  immigration  and  Generation  Y  have  swelled  enrollr 
school  systems  across  the  U.S.  have  gone  on  a  building  boc 
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•e  plunged  40%  to  60%  since  early  2000, 
ching  Weyerhaeuser  Co.  and  usg  Corp., 
ong  others.  Oshkosh  Truck  Corp.  cautions 
t  sales  of  concrete  mixers  may  skid  20%  in 
2,  after  a  30%  drop  in  2001.  And  Black  & 
•ker  Corp.  is  bracing  for  a  continued  slide  in 
v'er-tool  and  plumbing-parts  sales. 
Architects,  engineers,  and  even  interior  dec- 
tors  might  want  to  freshen  up  their  re- 
-  les — and  soon.  With  few  new  projects  com- 
i  in  and  existing  developments  wrapping 
]  demand  for  their  services  undoubtedly  will 
iline.  "The  25-person  office  will  all  of  a  sud- 
|  become  18,"  warns  Allen  Abend,  chief  of 
x»l  facilities  at  the  Maryland  State  Educa- 
i  Dept.,  who  oversees  its  design  team. 
Rill,  construction  is  not  about  to  collapse. 
|ile  nonresidential  building  starts  will  fall 
'%  in  2002,  the  decrease  in  total  spending 
"dnew  projects  will  be  2%  or  less,  predicts 
\f.  Dodge.  The  reason?  By  itself,  housing 
nints  for  roughly  45%  of  all  new  construe- 
in  the  U.S.,  and  though  it  is  off  from 
Iws  high,  homebuilding  is  expected  to  hold 
mdy  in  2002.  Inventories  are  one  sign  of 
q  sing's  underlying  strength.  At  yearend,  in- 
tories  of  unsold  homes  equaled  4.5  months 
ales.  In  the  1990-91  recession,  by  compari- 
inventories  peaked  at  nine  months. 
Within  the  housing  market,  of  course,  there 

divergent     trends. 

ury-home  sales  are 

dng,  as  the  rich  suffer 

a  reverse  wealth  ef- 

"We're  in  for  several 

^ths  of  slower  traffic," 

its  Thomas  O.  Weeks, 

:  ident  of  LR  Develop- 

t  Co.,  which  is  build- 


10 


ing  61  floors  of  high-end  condominiums  in 
Chicago.  But  demand  at  the  lower  end  of  the 
price  range  remains  vibrant  as  low  interest 
rates  enable  more  people  to  buy  a  starter 
house  or  condo,  or  trade  their  way  up.  Pulte 
Homes  Inc.,  for  instance,  plans  to  build  as 
many  as  28,000  homes  nationwide  in  2002,  up 
25%  from  2001,  as  it  shifts  toward  more  mod- 
est models.  "Right  now,  we  would  not  be  build- 
ing higher-priced  houses  in  San  Francisco," 
notes  Mark  J.  O'Brien,  ceo  of  the  Bloomfield 
Hills  (Mich.)  company.  "But  overall,  we  feel 
our  business  is  robust." 

Spending  on  public  works  such  as  schools, 
highways,  and  municipal  infrastructure  also  is 
still  on  the  upswing,  though  budget  cuts  at 
the  state  and  local  levels  might  force  govern- 
ments to  stretch  out  or  cancel  projects  as  the 
year  winds  down.  And  construction  of  health- 
care facilities  should  continue  to  do  well  as  an 
aging  population  requires  more  services.  That's 
turning  out  to  be  a  godsend  to  Centex  Corp. 
The  Dallas  developer  says  work  for  high-tech 
companies  has  evaporated,  with  no  business 
anywhere  on  the  horizon.  But  thanks  to  new 
contracts  from  schools  and  hospitals,  Centex 
has  $2.1  billion  in  orders  on  its  books — enough 
to  keep  its  crews  busy  until  2004.  By  then,  the 
recession  should  be  only  a  memory. 

By  Michael  Arndt  in  Chicago 


"Lenders 
have  pulled 
back 
almost 
100%. 
There's 
going  to  be 
six  months 
to  a  year 
where  we'll 
have  no  new 
construction" 


STEPPING  DOWN:  School  construction  in  Montgomery  County, 
Md.,  is  sloiving  because  tax  revenues  can't  keep  up  the  pace 


arts  on  educational 
jlo  a  record  $42.8  billion 

cording  to  F.W.  Dodge. 
siite  recession  squeezing 
tiocal  tax  receipts,  many 
;ofe  now  finding  they  can 

fford  to  keep  adding 

.  In  New  York,  for 

tie  state  has  proposed 

instruction  projects  in  11  crowded  districts  until  2004.  And 

he  fund  for  school  building  is  down  to  $70  million,  enough 

)nstruct  only  the  first  seven  schools  on  a  waiting  list  of  185. 

>ries  are  going  to  be  repeated  all  around  the  country," 
tti  neth  D.  Simonson,  chief  economist  of  the  Associated 
infractors  of  America. 

ime  being,  though,  there  is  still  some  good  news.  Given  that 

up  to  15  months  and  $10  million  to  build  one  elementary 
}:|iey  is  allocated  well  in  advance.  So  much  of  the  spending 


slowdown  won't  be  felt  until 
2003.  Indeed,  F.W.  Dodge 
predicts  that  school  con- 
struction starts  will  rise  5% 
in  2002,  to  nearly  $45  bil- 
lion. Also,  as  the  oldest 
members  of  Gen  Y  finish 
high  school,  more  and  more 
colleges  and  universities  are 
upping  their  construction  budgets  to  accommodate  the  impending  wave. 
In  addition,  while  many  school  districts  are  cutting  long-term  capi- 
tal budgets,  others  are  pushing  ahead.  Florida  cut  $639  million  from 
its  education  budget  but  added  $260  million  for  school  construction. 
And  North  Carolina  is  moving  on  with  its  building  program,  thanks  to 
a  $3.1  billion  bond  measure.  But  after  the  numbers  get  tallied,  the 
construction  industry  is  bound  to  come  up  with  a  smaller  sum  from 
schools — if  not  this  year,  then  in  2003. 

By  Michael  Arndt 
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A  AIRCRAFT  LEST.J 

DELIVERIES 

Data:  Airbus  Industrie.  Boeing  Corp. 

POSITIVES 

■  Military  R&D  and 
procurement  will  rise  by 
about  5% 

■  With  a  federal  bailout, 
airlines  will  be  better 
positioned  to  buy  planes 

NEGATIVES 

■  If  recession  drags  into 
2003,  struggling  airlines 
will  put  off  new  orders 

■  The  Pentagon  can't 
afford  to  back  missile 
defense,  long-range 
bombers,  and  also  more 
short-range  fighter  jets 

PRODUCTIVITY 

ECONOMIC  VALUE  ADDED 
PER  EMPLOYEE,  01  DOLLARS 

1998  2002  EST. 

$58,000      $62,000 

AVERAGE  YEARLY  CHANGE 

1.7% 


EMPLOYMENT 

♦  =  250.000 
#  ♦  ♦  i 

3.1  MILLION 


GROWTH  PROSPECTS 
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OUTPUT        $192.0 

BILLION 

OUTPUT  GROWTH 

1.3% 

1998-2001 

AVG.  YEARLY  GROWTH 

0.6% 

Data:  Economy  com 


THE  FORTUNES-AND 
MISFORTUNES-OF WAR 


By  mid-2001,  airline  and  aerospace  exec- 
utives knew  they  were  in  trouble.  The 
economy  was  slowing.  Overall  air  travel 
and  high-yield  business  traffic  were  de- 
clining. As  a  result,  the  airlines  were  fore- 
casting losses  of  up  to  $2.5  billion.  Then  came 
September  11.  Last  summer's  "downdraft  in 
business  travel  and  yields"  was  bad  enough,  re- 
calls Robert  W.  Baker,  vice-chairman  of  Amer- 
ican Airlines  Inc.,  "but  9-11  finished  us  off." 

If  the  terrorist  attacks  decimated  commer- 
cial airlines,  they  have  had  the  opposite  impact 
on  America's  defense  contractors.  Virtually 
overnight,  downward  pressures  on  the  defense 
budget  evaporated.  Industry  optimists  now 
predict  that  the  real  jackpot  will  come  in  Feb- 
ruary, when  the  Pentagon  is  slated  to  unveil 
spending  priorities  for  the  next  five  years. 

Indeed,  the  double-edged  effects  of  the  Sep- 
tember tragedy  are  striking  mixed  chords  at 
some  giant  aerospace  conglomerates.  Prior  to 
9-11,  planners  at  Boeing  Co.'s  commercial  di- 
vision had  been  counting  on  a  soft  economic 
landing.  Now,  the  unit  is  shedding  up  to  30,000 
jobs,  or  one-third  of  its  workforce,  cutting  pro- 
duction by  nearly  half — and  as  of  December, 
writing  off  $700  million  to  cover  the  economic 
impacts.  Top  suppliers  of  tires  and  engines, 
such  as  Goodrich,  General  Electric, 
and  Pratt  &  Whitney,  have  likewise 
shaved  thousands  of  jobs  because  the 
airlines  have  parked  some  800  big, 
expensive  airplanes  and  cut  flights 
by  at  least  20%. 

Boeing's  defense  division,  in  con- 
trast, stands  to  get  a  lift.  And  the 
same  goes  for  Northrop  Grumman 
Corp.,  which  had  begun  to  shake 
off  its  low-grade  image  on  Wall 
Street  even  before  the  terrorist 
attacks.  In  a  vivid  turnaround, 
Northrop  consolidated  its  leader- 
ship in  electronics  and  sensors  by 
acquiring  Litton  Industries  Inc. 
Then  it  beat  out  rival  General  Dy- 
namics Corp.  to  acquire  Newport 
News  Shipbuilding  Inc.  But  Boe- 
ing's year  ended  on  a  glum  note: 
Lockheed  Martin,  the  nation's  No.  1 
defense  contractor,  was  picked  to 
build  the  Joint  Strike  Fighter — at 
upwards  of  $200  billion,  the  richest 
defense  contract  in  history. 

Overall,  though,  estimates  from 


the  Aerospace  Industries  Assn.  (aia) 
bode  well  for  the  coming  year.  Net  pro 
suppliers  of  both  commercial  and  militar 
ware  climbed  more  than  5%  in  2001, 
billion,  on  $151  billion  in  revenue.  That  i 
the  sixth  straight  year  the  industry  has 
profits  above  $7  billion.  But  this  year, 
sociation  predicts  that  total  sales  will  d 
4.6%,  to  $144  billion,  as  the  full  impact 
tember  11  begins  to  hit  commercial  pla^lttD: 
liveries  in  2002  and  2003. 

Demand  for  civilian  jets  and  relate 
vices  could  decline  sharply  over  the  ne: 
years — and  perhaps  longer.  The  AIA  e 
Boeing  to  cut  production  from  522  airlir 
2001  to  375  this  year.  Analysts  and  airli 
ecutives  expect  even  bleaker  numbers  fo 
ranging  from  200  to  260  planes.  Revenue 
sales  of  commercial  jets  should  decline  to 
$25  billion,  from  roughly  $35  billion  in 
American  Airlines'  Baker  now  predic 
U.S.  airline  industry  will  lose  upward 
billion  in  2001 — and  is  unlikely  to  see 
in  2002.  "What  we're  doing  is  negotiati 
cancellations  and  deferrals  of  airplanes," 
says.  "The  Boeings  and  Airbuses  of  the 
will  produce  far  fewer  airplanes  in  tht 
few  years  than  they  had  planned." 

Some  analysts  do  see  positive 
emerging  from  the  gloom  in  cor 
cial  aerospace.  Large  aircraft  bu 
have  been  shrinking  their  spr 
cold-war-era  factories  to  build  \ 
more  cheaply  and  quickly.  The 
turn  will  give  the  companies  t 


.:! 


IS  THIS  A  BUILDUI 
OR  A  BLIP? 


With  a  military  conflict  in  Afghanis  I 
defense-minded  Republican  in  the  Wfj 
a  rise  in  defense  spending  was  predicl 
Indeed,  the  2002  defense  budget  pasjj 
December  jumped  11%,  to  $343  billiol 
haunting  question  for  weapons  maker| 
long  will  the  largesse  last? 
Blurring  the  picture,  much  of  the  increase  is  slated  for  h  I 
pay,  fuel,  and  rebuilding  of  an  aging  infrastructure — not  w>| 


BIG  BOOST:  A 

defense  missile 
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workforce  and  slashing  production  by  nearly  one-half 


amline  factories  further  and  make  produc- 
Hi  lines  more  efficient.  Layoffs  will  also  be 
er  to  justify,  says  Jon  B.  Kutler,  chairman 
ceo  of  Quarterdeck  Investment  Partners, 
ptember  11  provides  domestic  political  cov- 
vhich  wall  help  them  in  the  long  run." 
Vith  slowing  sales,  Boeing's  battle  with 
irival  Airbus  Industrie  will  intensify,  and 

ttjh  companies  will  feel  the  pain.  Although 
).  aerospace  exports  last  year  jumped  13% 
r  the  previous  year,  imports  soared  to  their 
-h  straight  record,  according  to  the  aia. 
imports  of  Airbus  jets  rose  $1.9  billion 
year,  to  $14  billion.  But  the  economic 
np  could  force  Airbus  to  cut  production, 
n.  about  320  planes  in  2001  to  a  predicted 

1 |  this  year.  By  2003,  it  might  be  building  as 
as  275  jets. 

u  >n  the  military  side,  the  key  question  is 

■a    the  Pentagon  will  spend  its  budget  in- 

te.  Because  of  the  costs  of  the  Afghanistan 
ct,  the  Pentagon  brass  will  have  an  even 
ikher  time  funding  all  of  their  pet  projects. 


Despite  the  aia's  opti- 
mistic forecast  of  a  10% 
hike  in  spending  on  mili- 
tary planes,  Gerald  E. 
Daniels,  ceo  of  Boeing's 
military-aircraft  and  mis- 
sile-systems unit,  expects 
procurement  will  remain 
flat  compared  with  last 
year.  Research  and  de- 
velopment will  rise,  he 
says,  but  most  of  it  will 
be  absorbed  by  the  vari- 
ous ballistic  missile  de- 
fense initiatives. 

The  war  on  terrorism 
and  heightened  concerns 
about  domestic  security 
can  only  complicate  the 
perennial  contest  among 
the  armed  forces  for  a 
beefier  share  of  the  de- 
fense budget.  Among  the  hard  choices  facing 
the  Bush  Administration  are  whether  to  em- 
phasize bombers  over  fighters — and  how  much 
to  shell  out  for  homeland  security  vs.  the  mil- 
itary's basic  operating  expenses,  already 
stretched  by  the  war.  "Is  there  really  a  source 
to  fund  all  the  trends?"  asks  Daniels.  In  total, 
the  AIA  says  Pentagon  aerospace  buying  will 
rise  $5.1  billion,  to  $54  billion,  in  2002. 

The  Afghan  crisis  and  fear  of  additional  do- 
mestic terrorist  attacks  have  propped  up  the 
outlook  for  defense  stocks.  But  commercial 
aerospace  shares  were  sent  into  a  tailspin. 
This  year,  the  military's  bright  new  image 
could  translate  into  new  dollars — for  such  high- 
tech  marvels  as  the  unmanned  Global  Hawk 
surveillance  planes,  or  for  replacing  the  Air 
Force's  aging  tanker  fleet  with  modified  Boeing 
767  airliners.  No  such  luck  for  commercial  air- 
craft builders.  For  them,  the  best  hope  is  that 
the  situation  doesn't  get  worse. 

By  Stanley  Holmes  in  Seattle,  with  Stan 
Crock  in  Washington,  D.  C. 
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-wons  makers  will  see  some  new  cash.  While  spending  on  mil- 
r  m  was  flat  in  2001,  next  year  it's  expected  to  rise  10%,  to 
3n,  according  to  the  Aerospace  Industries  Assn.  Boeing  Co.'s 
■port  plane  and  its  Super  Hornet  fighter,  as  well  as  Lockheed 
tfp.'s  F-22  Raptor  fighter,  could  be  big  beneficiaries.  And  with 
House  pushing  missile  defense  and  smart  weapons,  spend- 
siles,  which  rose  14%  in  2001,  could  climb  20%,  to  $12.9 
diets  the  AIA. 

irther  hand,  the  total  for  research,  development,  and  procure- 
002  edged  up  to  just  $108  billion,  a  4.85%  rise— and  pro- 
where  the  industry  earns  the  most  profit,  will  be  flat  at 
Ik  2  billion.  The  big  bucks  are  likely  to  flow  to  companies  mak- 
«  weapons,  sensors,  and  unmanned  vehicles — technologies 


ss 


dominated  by  Raytheon,  Northrop  Grumman,  Lockheed  Martin,  and  Boe- 
ing. More  money  could  come  from  the  September  11  emergency-spend- 
ing measure,  though  the  amount  isn't  certain.  Much  of  the  antiterror- 
ism funding  will  go  to  intelligence,  however,  not  traditional  arms. 

Even  this  modest  party  may  be  short-lived.  "I  expect  this  to  be  a 
one-year  blip,"  says  Jon  B.  Kutler,  chairman  and  CEO  of  Quarterdeck 
Investment  Partners,  an  investment  bank  that  specializes  in  the  aero- 
space industry.  Robert  Friedman,  a  defense  analyst  at  Standard  & 
Poor's,  adds  that  once  the  war  on  terrorism  cools  down,  Social  Security 
and  Medicare  will  be  on  the  front  burner  again.  The  guns  vs.  geezers 
debate  will  keep  a  lid  on  "outsized  increases  in  the  defense  budget,"  he 
says.  In  fact,  for  2003,  the  Pentagon  may  be  lucky  to  get  a  3%  boost. 

By  Stan  Crock 
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WEB    SITE 
TRAFFIC    JAMS 


You  can't  have  too  much  of  a  good  thing.  Unless  you're  talking 
Web  transactions — and  your  network  can't  handle  the  load. 
After  Nabiscoworld.com  launched,  the  site  managers  faced 
exactly  this  issue:  too  many  visitors  were  arriving  at  the  site. 
Which  meant  too  many  people  were  turned  away.  Unhappy. 
AT&T  solved  the  problem.  We  re-architected  the  site  to  handle 
double  the  current  monthly  visits.  And  we  added  performance 
tracking  and  data-capture  tools  to  squeeze  out  more  usable 


information.  Result:  Nabiscoworld.com  receives  90%  more  vil 
With  no  change  in  response  time.  And  at  greatly  reduced  c| 
It's  proof  that  the  right  investment  in  your  communications 
only  solves  problems.  It  brings  an  immediate  return.  A  rett| 
AT&T  helps  you  realize. 
Got  a  traffic  problem?  AT&T  can  help  you  solve  it. 

Results:  Measurable.  Possibilities:  Boundless. 


Call  AT&T  toll  free  at  I   866  346-9385  or  visit  us  at  www.attbusiness.com/return 

©2001  AT&T. 
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TOTAL  PACKAGED 
SOFTWARE  SALES 
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A  BILLIONS  OF  DOLLARS  l-EST.-1 

Data:  International  Data  Corp. 

POSITIVES 

■  Fear  of  cyberterrorism 

and  viruses  will  help  the 
security-software  market 
grow  18%,  to  $4.3  billion 

■  Data-storage  software 
will  gain  from  spending  on 
disaster-recovery  systems 

NEGATIVES 

■  Sales  of  enterprise 
software  systems  will 
shrink  10% 

■  E-commerce  software 
sales,  which  shrank  by 
morethan  30%  in  2001, 

will  creep  back  by  just  3% 

PRODUCTIVITY 

VALUE  ADDED 
PER  EMPLOYEE.  '01  DOLLARS 

1998  2002  EST 

$114,000     $115,000 

AVERAGE  YEARLY  CHANGE 

0.2% 

EMPLOYMENT 

♦  =  250.000 


ftt'f  ft  tfttftf 

2.2  MILLION 
GROWTH  PROSPECTS 
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2002 

OUTPUT        $249.4 
OUTPUT  GROWTH 

1998-2001 

BILLION 
-0.3% 

AVG  YEARLY  GROWTH 

7.8% 

INFORMATION 


SOFTWARE 


Data:  Economy.com 


FEW  BRIGHT  SPOTS, 
APART  FROM  THE  HOME  PC 


Last  February,  Oracle  Corp.  staged  a  pull- 
out-all-the-stops  customers'  conference 
topped  off  by  a  rock  concert  at  the 
Louisiana  Superdome  in  New  Orleans. 
There,  Oracle  ceo  Lawrence  J.  Ellison  happily 
speculated  that  his  business  software  company 
would  turn  out  to  be  "counter-cyclical"  to  the 
rest  of  the  economy.  In  an  effort  to  cut  costs 
and  boost  efficiency,  he  reasoned,  Oracle's  cus- 
tomers would  buy  more  and  more  of  his  data- 
base software  and  applications. 

That's  not  how  things  turned  out.  In  fact, 
within  a  week  of  that  speech,  Oracle  closed  out 
its  worst  quarter  in  nearly  three  years — with 
revenues  about  $200  million  short  of  Wall 
Street's  expectations.  Indeed,  Oracle  was  the 
first  major  software  house  to  get  caught  off 
guard  when  tech  spending  dried  up  last  year. 

To  be  fair,  Oracle,  which  made  more  than  $3 
billion  in  profits  last  year,  wasn't  the  hardest  hit. 
Highfliers  like  Ariba  Inc.  and  Commerce  One 
Inc.  saw  software-license  revenues  drop  by  as 
much  as  50%  over  the  course  of  the  year.  Even 
rock-solid  Siebel  Systems  Inc.,  a  customer-man- 
agement software  company  whose  revenues 
doubled  the  previous  year,  was  left  staring  grim- 
ly at  zero  growth  for  2001. 

Mercifully,  the  software  industry's  annus  h&r- 
ribilis  isn't  likely  to  be  repeated.  International 
Data  Corp.  says  global  sales  of  all  packaged 
software,  excluding  services,  could  increase 
10.7%,  to  $202.5  billion,  in  2002,  about  double  the 
growth  rate  for  2001.  Other  market  researchers 
are  less  ebullient,  especially  given  weak  de- 
mand in  software  services.  But  nearly  everyone 
agrees  that  the  picture  has  brightened. 

Consumer  software  is  driving 
the  growth  this  year.  The  segment, 
which  includes  everything  from  Mi- 
crosoft Corp.'s  Windows  XP  oper- 
ating system  to  accounting  pro- 
grams for  small  businesses  ai.d 
games  like  The  Sims,  has  been  a 
big  laggard  for  the  past  several 
years.  But  now  that  business 
spending  has  slumped  so  far,  re- 
tail software  spending  doesn't  look 
so  bad.  Within  15  days  of  xp's 
launch  on  Oct.  25,  shoppers 
snapped  up  about  7  million  units, 
outpacing  all  other  versions  of  Win- 
dows, according  to  Microsoft.  And 
upgrades  of  other  programs,  timed 
to  coincide  with  the  release  of  XP, 


are  helping.  All  told,  market  research* 
Techworld  says  2001  sales  of  retail  so 
will  easily  top  $105  billion,  up  3%  from 
and  comparable  growth  is  expected  this1 

As  for  corporate-focused  software, 
quest  Inc.  forecasts  2%  growth  in  20 
$81.8  billion.  Maybe.  If  the  economy 
fourth  quarter  of  2001  was  as  weak 
seemed,  companies  will  hold  off  big  so: 
purchases  in  early  2002  as  well.  Sales 
pick  up  later  in  the  year,  but  "only  if  th 
omy  comes  back — otherwise  it's  likely 
flat-to-down  year,"  says  Thomas  P.  Be: 
managing  director  at  Goldman,  Sachs  & 

After  2001,  any  improvement  will 
come.  For  the  first  time  in  a  decade, 
software  to  midsize  and  large  businesses 
expected  to  drop  by  about  1%,  to  $78 
lion,  in  2001,  according  to  Dataquest.  L 
the  way  down  were  the  highfliers  of  2i 
ternet  commerce  software  makers,  with 
off  more  than  30%  for  the  year.  "This 
was  such  an  anomaly  compared  to  all  th 
ers,"  says  Joanne  Morin  Correia,  a  Data 
vice-president. 

So  when  will  corporate  buyers  find 
checkbooks  again?  Charles  J.  Bay,  ceo 
software  maker  Kana  Software  Inc.,  e> 
noticeable  improvement  in  the  fourth  q 
Oracle's  Ellison  isn't  offering  any  specific 
casts,  but  he  says  sales  have  stabilized 
recovery  is  due  in  2002.  Market  resear 
are  less  circumspect.  Dataquest  says  sa 
big  enterprise  software  systems  to  mi 
tasks  like  human  resources  and  manufact 
will  drop  10%,  to  $4.88  billion. 


BEA  STALKED  BY  GIANTS 

For  most  of  2001,  BEA  Systems  Inc.  of  S 
Calif.,  seemed  impervious  to  the  tech  wrc 
tomers  such  as  Charles  Schwab  &  Co.  we 
millions  of  dollars'  worth  of  the  company 
ware — essential  programs  for  building  a 
ing  Internet  infrastructure.  In  this  niche, 

-  old  BEA  was  both  the  biggest  and  the  be: 

Now,  competition  and  a  lousy  economy  have  finally  cau 
BEA.  On  Oct.  31,  the  company  disappointed  Wall  Street  fo 


CEO  CHUANG 
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!  dows  XP:  Retail  software  will  drive  growth  this  year 


Vhatever  happens  to  the  economy,  most  in- 
(try  experts  anticipate  vigorous  spending 
'it  least  three  types  of  software.  Sales  of  se- 
■  :v  programs  should  rise  about  18%  in  2002, 
r4.^4  billion,  according  to  Dataquest.  Cus- 
ter-management  software  from  companies 
>b  as  Siebel  will  also  grow  about  18%  in 
^  2,  to  $14  billion,  according  to  AMR.  A  third 
4vth  area  is  the  important  market  for  in- 
^tructure  software  that  links  big  computing 
ems.  Sales  in  this  niche  will  jump  13.5%,  to 
2  billion,  according  to  Dataquest.  In  the 
e  infrastructure  category,  Giga  Informa- 
Group  Inc.  is  particularly  bullish  about 
application  servers — the  building  blocks  of 
er  e-business  systems.  Sales  should  grow 
i  about  $2.3  billion  in  2001  to  about  $3.5  bil- 
this  year  to  $9  billion  in  2004. 
lichen  there's  Microsoft.  The  company's  stran- 
old  on  the  PC  software  market  insulates  it 
to  the  worst  of  downturns.  "Whether  one 
ar  jg  happens  super,  super,  super  well  or  just 
or  poorly  next  year,  we're  in  the  game, 
we're  going  to  stay  in  the  game,"  says 
4-osoft  ceo  Steven  A.  Ballmer, 
the  software  giant  launched  a  raft  of  new 


products  in  2001 — everything 
from  Windows  XP  to  its  Xbox 
game  console.  Moreover,  it 
gained  ground  on  such  archri- 
vals  as  Sun  Microsystems  Inc. 
in  the  server  business  and  Or- 
acle in  the  database  software 
market.  Dataquest  expects 
that  slice  to  be  worth  $8.77 
billion  in  2002,  up  1.6%  from 
2001.  While  competitors'  sales 
dipped,  Microsoft's  revenue  in- 
creased 10%  in  the  fiscal  year 
that  ended  June  30,  2001.  For 
fiscal  2002,  Microsoft  expects 
revenue  to  climb  about  14%, 
to  $29  billion,  and  operating 
income  to  grow  about  4%,  to 
$12  billion. 

Microsoft  won't  launch  as 
many  products  in  2002.  At  least  one  of  them, 
however,  an  upgrade  called  Visual  Studio.net, 
should  make  a  splash.  Although  it's  just  a  set 
of  tools  for  software  developers,  Visual  Studio 
is  the  foundation  of  much  of  Microsoft's  power. 
The  new  version,  due  out  Feb.  13,  will  include 
Microsoft's  first  all-out  effort  to  shift  its  huge 
army  of  developers  toward  building  Web  ser- 
vices, which  are  programs  that  communicate 
with  other  types  of  software  to  make  life  eas- 
ier for  people  who  want  to  shop  or  browse  or 
organize  their  businesses  online. 

Web  sendees,  in  fact,  are  the  playing  field  on 
which  this  year's  software  battles  will  be 
fought.  Just  about  every  major  software  com- 
pany has  a  strategy.  "Think  about  what  hap- 
pened with  the  browser,"  says  Vivek  Y. 
Ranadive,  ceo  of  Tibco.  "Now  imagine  if  you 
could  bring  that  same  ease  of  use  to  some- 
thing that  really  matters,"  like  automating  an 
entire  business  and  allowing  different  kinds 
of  software  to  work  easily  together.  That,  soft- 
ware experts  agree,  will  be  key  to  an  industry 
turnaround ...  if  there  is  to  be  one  at  all. 

By  Jim  Kerstetter  in  San  Mateo,  Calif., 
with  Jay  Greene  in  Seattle 
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it  went  public  four  years  ago.  Revenues  for  the  third  fis- 
ending  Oct.  31  were  $219.6  million,  down  $4  million  from 
:fore.  Its  pro  forma  income  was  $24.2  million,  down  $7 
Sn  the  same  quarter  in  2000. 
«sd  with  Net  software  wrecks  like  Ariba  Inc.  and  Commerce 
*  :A  still  looks  pretty  good.  But  what  comes  next?  There  are 
1  Jig  companies  like  IBM  and  Sun  Microsystems  could  end  up 
» IA  in  the  coming  year.  IBM,  for  example,  boosted  its  share  of 
JJ  plication  server  market  to  34%  in  2001,  up  from  31%  in 
«at  same  period,  estimates  Giga  Information  Group.  BEA 
m  )  hold  steady  at  36%.  But  now,  Oracle  Corp.  is  discounting 
fo  i  and  has  BEA  square  in  its  sights. 


To  get  out  of  this  pickle,  CEO  Alfred  Chuang  says  BEA  will  have  to 
expand  beyond  its  core  "Web-application  server"  business.  Today,  its 
programs  act  like  building  blocks  for  big  e-business  projects.  But  the 
future  lies  in  so-called  Web  services,  meaning  disparate  Net-based  pro- 
grams that  work  together  without  any  human  intervention.  On  July  10, 
BEA  acquired  tiny  Crossgain  Corp.  to  help  it  get  a  grip  on  Web  services. 
Chuang  has  also  added  Web  portal  capabilities,  so  BEA's  licensees  can 
create  Internet  portals  that  are  shared  by  their  staff,  customers,  and 
business  partners.  "We  are  going  to  force  our  competition  to  continue  to 
play  catch-up,"  says  Chuang.  But  as  the  CEO  will  be  the  first  to  admit, 
if  the  pack  ever  does  catch  up,  BEA  could  be  mangled. 

By  Jim  Kerstetter 
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Data  Dataquest  Inc. 


POSITIVES 


■  Recovery  should 
eventually  reboot  demand 
for  all  types  of  hardware 

■  Some  companies  will 
buy  cheaper,  easier-to- 
manage  servers — even  if 
the  turnaround  is  delayed 

NEGATIVES 

■  Pricing  pressure  will 
continue  to  hurt 
manufacturers'  profits 

■  Many  businesses  will 
make  do  with  existing 
PCs,  stretching  life  spans 
from  three  years  to  four 


PRODUCTIVITY 

VALUE  ADDED 
PER  EMFLOYEE. '01  DOLLARS 
1998  2002  EST. 

$61,000       $94.0011 

AVERAGE  YEARLY  CHANGE 
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I  eet  Ross  W.  Holman,  chief  information 
officer  of  penny-pinching  Southwest 
Airlines  Co.— a.k.a.  Michael  S.  Dell's 
I  worst  nightmare.  All  last  year,  Dell 
predicted  that  computer  demand  would  snap 
back  in  2002  as  PCs  bought  to  prepare  for  Y2K 
turn  three,  the  usual  retirement  age.  But  Hol- 
man plans  to  keep  his  computers  for  four  or 
even  five  years.  It's  one  small  way  Southwest 
has  stayed  profitable  in  a  pinch.  And  besides, 
as  Holman  notes,  "we're  not  even  using  all 
the  horsepower  we  have." 

In  2002,  frugal  is  still  fashionable  among  tech 
buyers,  and  that  spells  trou- 
ble for  the  battered  computer 
industry.  As  they  wait  out  the 
recession,  tightfisted  corpora- 
tions aren't  loosening  up  from 
last  year,  when  total  sales  of 
computer  gear  collapsed  by 
14.3%,  hitting  $221.5  billion. 
Consumers  remain  equally 
cautious.  So  from  a  diminished 
base,  overall  computer  hard- 
ware sales  are  expected  to  fall 
1.7%  this  year,  to  $217.7  bil- 
lion, according  to  market 
watcher  Dataquest  Inc. 

With  the  sector's  growth 
potential  flagging,  consolida- 
tion is  imminent.  Wall  Street's 
chilly  reception  to  Hewlett- 
Packard  Co.'s  plans  to  merge 
with  Compaq  Computer  Corp. 
might  put  the  kibosh  on  it 
and  other  big  tech  mergers 
for  some  time.  But  poor  de-  " 
mand  and  price  wars  will  force  weaker  com- 
panies to  keep  cutting  back  and  cede  key  mar- 
kets to  stronger  players,  such  as  Dell 
Computer  Corp.  Already,  profit  woes  have 
caused  Toshiba  Corp.  to  abandon  the  U.S. 
desktop  market  and  Gateway  Inc.  to  quit  sell- 
ing abroad. 

For  those  left  standing,  it  will  be  a  slow 
ascent  out  of  the  doldrums.  Take  pes:  A  year 
ago,  manufacturers  were  bemoaning  the  end  of 
the  heady  growth  of  PC  sales.  Now  they'd  be 
happy  with  any  growth  at  all.  Sales  fell  16.5% 
last  year,  to  $161.2  billion,  the  industry's  first- 
ever  decline.  With  corporate  buyers  like  Hol- 
man content  to  hold  on  to  their  current  PCs, 
the  average  life  span  of  each  unit  is  stretching 
beyond  four  years. 

True,  PC  users  who  really  want  Windows  XP 
may  buy  new  machines  with  the  software  pre- 
installed.  But  so  far,  there's  no  stampede.  And 
while  PC  makers  wrant  to  believe  that  the  pro- 


ttffi 


.  liferation  of  broadband  Net  connection 
spur  PC  sales,  some  analysts  are  dubious, 
ing  for  that  is  "like  watching  grass  g 
says  Needham  &  Co.  analyst  Charles 
wrho  doesn't  expect  a  PC  resurgence  until 
Worse  yet,  the  price  wTars  that  dilute 
year's  revenues  rage  on.  PC  price  tags  fe 
in  2001,  according  to  market  tracker 
telect,  and  they'll  continue  to  drop  unt 
mand  returns.  Even  then,  buyers  accusJ  m 
to  bargains  aren't  apt  to  accept  higher  p 
The  result:  Although  unit  sales  of  Pes  wi 
slightly  this  year,  revenues  will  fall  4.3 
$154.3  billion. 

One  hot  spot  for  hare 
makers  is  small  devices 
as  handhelds.  And  as  wi] 
e-mail  catches  on,  sal< 
handhelds — led  by  de 
that  run  the  Palm  Inc 
ating  system — will  gr( 
hearty  28%,  to  $4.6  bi 
says  Dataquest. 

High-end  computer  m; 
will  be  green  with  envy, 
panies    are    still    trim 
costs,  and  that's  hurting 
er  sales.  In  2002,  revenu 
this   arena   will   grow 
52%,  to  $52.7  billion,  wit 
biggest  gains  in  low-pi 
machines  running  Micr 
Corp.'s  Windows  netwo 
software.  One  reason  fo 
sluggish  rebound:  The 
an  average  server  wi] 
10%,  to  $9,900,  after  a  1 
decline  last  year,  says  Dataquest's  Jeffrey 
witt.  To  jump-start  sales,  server  makers  su< 
IBM,  Compaq,  and  Sun  are  encouraging 
tomers  to  spend  now7  on  more-efficient 
chines  that  can  save  big  down  the  road. 

Also  under  pressure  are  sales  of  hig] 
pacity  storage  drives,  but  they're  expec 
bounce  back  faster.  Companies  looking  to 
solidate  their  stores  of  data  on  more  effi 
networked  systems  will  help  boost  sales 
to  $17  billion.  That  will  leave  the  sector 
of  the  $18  billion  peak  hit  in  2000— and  \ 
market  leader  EMC  Corp.'s  scramble  to 
more  disk  drives,  software,  and  services. 
All  this  bad  news  is  good  for  custon 
Thanks  to  the  recession,  they  are  leai 
keep  info-tech  spending  under  control, 
those  that  do  go  shopping  find  a  market  1: 
with  bargains.  So  long  as  the  economy 
soft,  tech's  resurgence  will  be  far  out  of 
By  Andrew  Park  in 


BARGAINS:  Bad  news  for  the 
industry,  good  deals  for  shoppers 
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POSITIVES 

Discounted  processors, 
emory  mean  cheaper 
is  and  other  gadgets 

Orders  tor  networking 
ttr,  PCs,  handhelds 
<uld  boost  chip  demand 

NEGATIVES 


it 


Overcapacity  still 
agues  the  key 
ecom-  and  memory- 
ip  markets 

Price  wars  have  torced 
anychipmakerstocut 
jrktorce  and  consider 
Brgers  or  consolidations 

PRODUCTIVITY 

VALUE  ADDED 
PER  EMPLOYEE.  '01  DOLLARS 

1998  2002  EST. 

$81,000     SI  45.000 

WERAGE  YEARLY  CHANGE 

15.8% 

EMPLOYMENT 

t  =  250.000 


0.6  MILLION 


ROWTH  PROSPECTS 


C 


2002 

PUT  $87.0  BILLION 

PUT  GROWTH  0.8% 

1998-2001 
i  YEARLY  GROWTH     13.0% 

Data:  Economy.com 


CHIPS 


NOWHERE  TO  GO  BUT  UP 


Flip  the  calendar  back  a  year,  and  the 
semiconductor  industry  could  hardly  have 
imagined  the  carnage  that  awaited.  Sure, 
PC  sales  had  already  tanked,  but  about 
55%  of  all  chips  were  going  into  other  prod- 
ucts— cellular  phones,  digital  games  and  gad- 
gets, and  industrial  equipment.  Chipmakers 
thought  the  broader  diversification  would  shield 
them  from  the  vagaries  of  the  PC  business, 
which  had  long  been  a  mercurial  taskmaster, 
gobbling  up  more  than  half  of  all  chips. 

There  was  even  hope  that  increasing  market 
diversity  would  help  insulate  the  sector  from 
its  historical  boom-bust  cycles.  Sorry,  guys. 
Weak  consumer  and  corporate  demand,  exces- 
sive inventories,  and  a  shaken  U.S.  economy 
slammed  the  brakes  on  the  double-digit  growth 
found  during  the  go-go 
dot-com     years.     Chip 
sales  skidded  31%  last 
year — the  worst  down- 
turn ever,  according  to 
the  Semiconductor  In- 
dustry Assn.  (sia). 

Now,  chip  companies 
hope  to  take  a  page 
from  The  Little  Engine 
That  Could  and  climb 
out  of  the  slump.  Manu- 
facturers that  use  chips 
to  imbue  their  hardware 
with  smarts  are  slowly 

placing  new  orders.  And  GROWING  PAINS:  Chip  orders  are  picking 
chipmakers  such  as  Intel  up,  but  slowly  in  the  profitable  high  end 
Corp.  and  Advanced  Mi- 
cro  Devices  Inc.  (AMD)  are  holding  firm  on 
prices — at  least  for  now.  What's  more,  con- 
sumers are  pitching  in  to  help.  Holiday  sales  of 
notebook  PCs,  video  games,  and  snazzy  digital 
music  players  like  Apple  Computer  Inc.'s  iPod 
showed  surprising  strength.  Demand  for  con- 
sumer-electronics gear  should  help  push  global 
semiconductor  sales  up  at  least  6%  in  2002, 
to  $150  billion,  the  sia  predicts.  Its  confidence 
is  buoyed  by  the  slow  but  steady  sales  growth 
since  last  summer. 

Still,  nobody's  celebrating  just  yet.  Execs 
at  companies  such  as  Intel,  Motorola,  and 
Texas  Instruments  say  even  though  they're 
getting  ready  to  deliver  new  technologies  that 
make  chips  faster  and  less  power-hungry,  the 
economy  is  still  the  big  unknown.  "I  wish  I 
had  a  crystal  ball,"  says  Michael  Ponzo,  mar- 
keting director  for  Motorola  Inc.'s  digital  signal 
processors  unit.  His  best  guess:  After  a  slow 
start,  2002  will  get  better  in  the  second  half. 

For  microprocessors  and  memory  chips, 
things  could  be  looking  up  even  if  demand  re- 


mains weak.  Intel  and  rival  AMD  have  held 
the  line  on  chip  prices,  a  turnaround  from  the 
intense  tit-for-tat  battles  that  forced  them  to 
cut  thousands  of  jobs  and  sent  their  stock 
prices  tumbling.  If  prices  hold  firm  through 
2002,  gross  margins  should  improve,  says  Intel 
Chief  Financial  Officer  Andy  D.  Bryant.  Mean- 
while, memory-chip  suppliers  such  as  NEC,  Mi- 
cron Technology,  and  Hynix  Semiconductor 
(the  result  of  the  Hyundai-LG  Semicon  merger) 
are  scrambling  to  negotiate  alliances  and  con- 
solidate manufacturing  to  rid  themselves  of 
the  surplus  capacity.  Giant  Toshiba  Corp.  is 
going  further,  announcing  plans  to  back  out 
of  commodity  memory  chips  altogether. 

Much  of  the  action  this  year  is  expected  in 
chips  for  wireless  gear,  especially  cellular 

phones.  As  next-gener- 
ation wireless  networks 
are    deployed    to    give 
consumers  better  access 
to  the  Internet,  Yankee 
Research  Group  Inc.  es- 
timates about  435.7  mil- 
lion  handsets    will    be 
sold  in  2002,  up  about 
10%  from  last  year's  395 
million  units.  That  could 
help   give   the   market 
some  much-needed  pep, 
particularly  since  hand- 
sets use  about  7%  of  all 
chips.  And  cell  phones 
aren't  the  only  hot  gad- 
"  gets.  At  a  Morgan  Stan- 
ley Dean  Witter  &  Co.  conference  in  December 
on  information-technology  spending,  chief  in- 
formation officers  were  keen  on  Internet-ca- 
pable handhelds  such  as  Compaq  Computer's 
iPaq,  Research  in  Motion's  BlackBerry  pagers, 
and  new  cell  phone-computer  combos  like 
Handspring's  Treo  line. 

The  wild  cards,  though,  are  chips  for  tradi- 
tional wired  telecom  and  Internet  equipment. 
Asian  foundries,  notably  Taiwan  Semiconductor 
Manufacturing  Co.,  are  still  saddled  with  mas- 
sive overcapacity,  but  things  are  starting  to 
pick  up,  says  Merrill  Lynch  &  Co.  analyst 
Mark  Lipacis.  For  telecom  chip  vendors  such 
as  Broadcom  Corp.  and  Conexant  Systems 
Inc.,  2002  could  be  financially  rough  because 
most  orders  have  been  for  low-end  products, 
not  the  high-end  specialty  chips  that  bring 
juicy  profits.  "Looking  past  [March],  there  is 
optimism  but  no  visibility,"  Lipacis  says.  At  a 
time  when  the  chips  have  never  been  more 
down,  that's  almost  uplifting. 

By  Cliff  Edwards  in  San  Mateo,  Calif. 
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POSITIVES 

■  DVD  sales  will  rise  to 
$420  million,  up  46% 

■  With  digital  cable 
subscriptions  surging — 
up  68%,  to  $9.7  billion- 
media  producers  have 
more  channels  to  fill 

NEGATIVES 

■  As  advertisers  cut 
spending,  media 
revenues  will  fall 


■  The  recession  and  file- 
sharing  will  plague  the 
music  business — sales 
will  fall  by  3%  worldwide 

PRODUCTIVITY 

VALUE  ADDED 
PER  EMPLOYEE,  '01  DOLLARS 

1998  2002  EST. 

$95,000      $91,000 

AVERAGE  YEARLY  CHANGE 

-1.0% 

EMPLOYMENT 

♦  =  250.000 


2.0  MILLION 
GROWTH  PROSPECTS 


D 


2002 


OUTPUT        $186.2  BILLION 
OUTPUT  GROWTH           -1.9% 

1998-2001 

AVS.  YEARLY  GROWTH 

-0.2% 

Data:  Economy.com 


ADVERTISERS  ARE  STILL 
HIDING  OOT 


Welfare  mother  and  aspiring  author  J.K. 
Rowling  probably  wasn't  thinking  of 
media  industry  returns  when  she  sat 
down  in  1990  to  write  a  fantasy  novel 
about  an  11-year-old  wizard.  But  Harry  Pot- 
ter ended  up  being  about  the  only  magic  in  an 
otherwise  dreary  2001  for  the  media  and  en- 
tertainment business.  Warner  Bros.'  movie  adap- 
tation of  Rowling's  Harry  Potter  and  the  Sor- 
cerer's Stone  is  expected  to  pull  in  $400  million 
in  box  office  receipts  by  yearend  and  upwards 
of  $250  million  in  sales  of  Potter  paraphernalia 
ranging  from  broomsticks  to  video  games. 

While  Rowling  and  Warner  triumphed,  how- 
ever, the  rest  of  the  media  world  suffered 
through  its  toughest  year  in  a  decade.  Total 
U.  S.  media  revenues  contracted  by  $10  billion 
to  $575  billion  last  year,  knocked  backward  by 
the  one-two  punch  of  the  post-dot-com  adver- 
tising crash  and  the  terrorist  attacks.  And  al- 
though 2002  will  be  better,  the  media  world  will 
be  hard-pressed  to  grow  by  more  than  5%, 
forecasts  media  merchant  bank  Veronis  Suhler 
&  Associates — down  from  an  annual  growth 
rate  of  about  8%  between  1995  and  2000. 

This  year  does  promise  a  few  hot  tickets. 
Still-sizzling  sales  of  older  movies  on  DVD  and 
a  lineup  of  potential  big-screen  blockbusters 
that  include  new  installments  of  Star  Wars, 
Harry  Potter,  and  James  Bond  are  some  of 
the  likely  high  points.  And  there  should  be 
some  heavy  action  on  the  deal  front,  where 
consolidation  in  the  cable  and  satellite  TV  world 
will  likely  prompt  a  new  round  of  mega-merg- 
ers. "The  patients  may  have  been  wounded, 
but  they  are  up  and  taking  nour- 
ishment," says  UBS  Warburg  me- 
dia analyst  Christopher  Dixon. 

Media  companies  have  developed 
various  new  revenue  streams  over 
the  years,  from  subscription  sales 
to  licensing  fees.  But  ad  spending 
is  still  the  lifeblood  for  most  of  the 
industry.  So  it's  hardly  reassuring 
that  advertising  will  rebound  only 
modestly  this  year.  After  a  banner 
2000,  when  advertising  expanded 
by  10%,  ad  expenditures  shrank 
by  4%  in  the  U.S.  in  2001,  accord- 
ing to  media  buyer  Universal  Mc- 
Cann. Worldwide,  the  sector  re- 
treated by  1.7%  in  the  same 
period — the  first  global  decline  suf- 
fered since  World  War  II. 


This  year  the  industry  will  see  a  little  r 
with  a  modest  anticipated  rise  in  world 
advertising  of  2.2%  to  $466  billion.  Stil 
buys  for  midterm  elections  and  the  Wi 
Olympics  in  Salt  Lake  City  will  likely 
the  ad  sector  a  jolt,  but  mainstream  spen 
may  not  pick  up  until  later  in  the  year, 
the  once-heralded  sector  of  Internet  adv 
ing  will  be  flat  this  year  at  $4.1  billion 
cording  to  Universal  McCann.  "The  gloom 
hang  around  at  least  until  the  third  quart 
not  later,"  says  James  DePonte,  a  media 
sultant  at  PricewaterhouseCoopers.  The 
sectors  most  heavily  hit,  figures  DePonte, 
be  magazines,  radio  stations,  and  network 

Slack  ad  sales  will  likely  force  media  coi 
nies  to  continue  to  trim  operations  and  la; 
workers,  following  a  year  in  which  about  10t| 
workers  in  media  and  advertising  received 
slips.  Surviving  media  players  will  no  d 
also  increase  their  search  for  merger  part 
with  whom  to  share  costs.  Consolidation  ir 
magazine  world,  in  which  more  than  90  t 
folded  in  2001  (vs.  37  in  2000)  will  likely  a 
erate,   figures   Peter   Kreisky,   presiden 
Boston-based  Kreisky  Media  Consultancy, 
other  likely  deal  may  involve  internet  sei 
Yahoo!  Inc.,  which  has  been  restructured  u 
new  ceo  Terry  Semel.  Its  68  million  visitors  King  s 
being  eyed  by  major  media  players  Viacom 
and  France's  Vivendi  Universal — and  pos* 
the  Walt  Disney  Co.,  as  well, 

The  biggest  deals,  though,  will  probabl;  rear. 


in  the  TV  world,  where  Comcast  Corp.'s 
chase  of  AT&T's  cable  systems  could  prom 


VIDEO  GAMES:  THE  SKY'S  THE  I 

All  you  need  to  transform  yourself  in 

Potter,  a  professional  football  player 

bionic  soldier  fighting  aliens  on  a  m 

planet  is  a  TV  and  a  video-game  coi 

two  consoles  that  reached  the  mark' 

2001— Microsoft's  Xbox  and  Ninten 

GameCube — flew  off  store  shelves  1 

than  Harry  flies  his  powerful  broomstick,  setting  up  what  coi 

strongest  year  ever  for  video-game  hardware  and  software. 

Despite  the  faltering  economy,  most  of  the  estimated  1.3 


ir 


BULL'S-EYE:  Xbox 


rr 
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I  /e  of  couplings.  Smaller  players 
h  as  Cox,  Charter,  and  Cablevi- 
i  will  surely  be   looking  for 

j  -ger  partners  to  achieve  greater 
le.  Echostar  Communications 
p.'s  deal  to  buy  General  Motors 
jp.'s  DirecTV  satellite  service  will 
tough  antitrust  questions  in 
hington,  and  losing  bidder  Ru- 
Murdoch's  News  Corp.  may 
emerge  to  make  an  offer.  Fam- 
ntertainment  broadcaster  Pax- 
Communications  Corp.  may 
be  on  the  market  after  the  65- 
ion  TV  group  filed  suit  to  free 
if  from  32%-owner  NBC. 
Tie  winners  in  the  consolidation 
e  are  hoping  to  sell  movies-on- 
d,  home  shopping,  and  other  " 
ive  TV  services  to  subscribers  who  are 
y  being  offered  digital  TV.  The  number  of 
^ers  paying  up  for  digital  cable  will  grow  to 
million  this  year  from  12.3  million  in  2001, 
|  nates  Price waterhouse  Coopers.  Combined 

I I  an  increase  in  satellite  TV  customers,  some 
f  lillion  homes — or  about  40%  of  all  TV  house- 
will  have  a  digital  signal  by  yearend,  ac- 
ting to  consultants  the  Carmel  Group. 

Jl  told,  consumers  will  spend  $37.6  billion  on 
e  and  satellite  services  in  2002,  says  Price- 
irhouse  Coopers,  a  10.6%  hike  from  last 
.  New  services  for  cable  consumers  will  in- 
e  Movies.com,  a  movies-on-demand  service 

Disney  and  Fox  Entertainment  group, 
er  to  bypass  Blockbuster,  three  studios — 
/,  Universal,  and  Warner  Bros. — will  also 
•  a  movies-on-demand  service,  called  movie- 
»ver  both  digital  cable  and  the  Internet, 
etting  such  digital  services  up  and  running 
be  tough,  though.  Just  look  at  the  music  in- 
ry,  which  after  several  delays  finally 
ched  rival  online  subscription  services  late 

year,  even  as  music  sales  worldwide 
iped.  Downloads  from  pirate  sites  were  a 
>r  contributing  to  an  11%  decline  in  U.S. 


HARRY  POTTER:  An  expected  box  office  of  $400  million 


music  sales  in  2001,  to  $32.8  billion,  says  Merrill 
Lynch  &  Co.  This  year's  estimated  decline:  3.4%. 

With  ad  sales  still  uncertain,  the  media 
world  this  year  will  look  to  its  often-risky  Hol- 
lywood units  for  growth.  More  than  58  million 
U.  S.  homes  are  expected  to  have  DVD  players 
by  the  end  of  2002,  and  consumers  are  ex- 
pected to  spend  $9  billion  to  buy  DVDs — a  33% 
hike  from  2001,  forecasts  Adams  Media  Re- 
search. By  contrast,  U.  S.  homes  are  expected 
to  spend  $5.4  billion  on  videocassettes,  a  14% 
decline  from  2001.  And  Hollywood  has  more 
hits  coming.  Likely  blockbusters  in  2002  will  in- 
clude follow-ups  to  Austin  Powers,  Men  In 
Black,  and  Stuart  Little,  as  well  as  Star  Wars 
Episode  II:  Attack  of  the  Clones.  Steven  Spiel- 
berg will  deliver  his  futuristic  Minority  Report, 
starring  Tom  Cruise.  Harry  Potter  will  also 
lend  a  hand,  with  another  film  expected  around 
Thanksgiving. 

This  time,  the  industry  is  hoping  the  little 
wizard  gets  some  help  from  other  films,  so  he 
can  conjure  up  a  stronger  rebound  for  the  me- 
dia world. 

By  Tom  Lowry  in  New  York  and  Ronald 
Grover  in  Los  Angeles 


Look  for 
more  cable 
and 

satellite  TV 
mergers  as 
midsize 
players 
bulk  up  to 
address  the 
growing 
demand 
for  digital 
services 


5  and  1.4  million  Xboxes  shipped  by  manufacturers  in 
ica  before  Christmas  sold  quickly.  Sony's  PlayStation  2 
eN,  with  an  estimated  1.4  million  boxes  sold  in  the  fourth 
tal  U.S.  video-game  hardware  sales  climbed  to  $6.4  billion 
of  November,  up  from  $4.7  billion  in  the  same  period  the 
ar,  according  to  NPD  Funworld.  And  worldwide  sales  of 
)uld  jump  27.6%,  to  $9.7  billion,  in  2002,  predicts  Sound- 
ology  analyst  Shawn  Milne. 

nging  cash  registers  bring  smiles  to  game  publishers  as 
re  purchases,  led  by  publishers  such  as  Electronic  Arts, 
16.1%,  to  $20  billion,  worldwide,  Milne  says.  Electronic 
is  responsible  for  such  best-sellers  as  Madden  NFL  2002 


and  Harry  Potter  and  the  Sorcerer's  Stone — should  see  revenues  in- 
crease 35%,  analysts  say,  to  $2.2  billion.  After  September  11,  some 
worried  that  a  collective  aversion  to  violence  would  slam  game  sales, 
but  that  fear  was  short-lived.  The  industry  has  shelved  or  altered  lit- 
tle of  its  material  since  the  terrorist  attacks.  That's  because  the 
most  violent  games,  rated  "M"  for  mature,  account  for  only  7%  of 
the  industry's  annual  revenue.  "We  haven't  shipped  an  M-rated  game 
in  over  a  year,"  says  Peter  Moore,  chief  operating  officer  of  Sega  of 
America.  "They  just  don't  sell."  Otherwise,  the  year  is  off  to  a  rollick- 
ing start  for  video  games — and  for  the  wizards,  soldiers,  and  sports 
stars  who  populate  the  players'  fantasies. 

By  Arlene  Weintraub  in  Los  Angeles 
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POSITIVES 

■  U.S.  mobile  wireless 
carriers  will  roll  out  faster, 
always-on  Net  access 

■  Broadband  subscribers 
will  double,  to  nearly  20 
million 

NEGATIVES 

■  In  a  blow  to  equipment 
makers,  carriers  will 
continue  to  cut  capital 
spending  by  15%  to  30% 

■  Capital  markets  will 
remain  shut  for  all  but 
the  most  conservative 
telecom  companies 

PRODUCTIVITY 

VALUE  ADDED 
PER  EMPLOYEE.  '01  DOLLARS 

1998  2002  EST. 

$141,000     $182,000 

AVERAGE  YEARLY  CHANGE 

6.7% 

EMPLOYMENT 

t  =  250.000 


****** 

1.4  MILLION 


GROWTH  PROSPECTS 
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2002 

OUTPUT        $255.2  BILLION 

Mipvrtnwni 

1.1% 

1998-2001 

m.  YEARLY  6B0WTH 

8.5% 

Data:  Economy.com 

THE  LONG  MORNING  AFTER 


Suppose  the  U.S.  economy  staged  a  re- 
covery this  year.  Would  that  rescue  tele- 
com, the  certified  international  basket- 
case  of  2001?  Not  likely.  This  industry, 
which  disgraced  itself  with  wanton  over- 
investment in  the  late  1990s,  is  still  absorbing 
excess  capacity.  The  capital-funding  problems, 
bankruptcies,  job  losses,  and  blown  financial 
targets  that  roiled  the  industry  last  year  are 
bound  to  drag  on.  "If  anything,  the  general  en- 
vironment for  communications  will  be  worse 
during  the  coming  year,"  says  analyst  Ken 
Leon,  who  follows  telecom  equipment  for  in- 
vestment firm  ABN  AMRO. 

In  the  hunt  for  early  indicators,  analysts  and 
investors  are  scrutinizing  capital  spending — 
and  don't  like  what  they  see.  The  industry  is 
still  recovering  from  a  binge  that  culminated  in 
2000,  when  U.  S.  equipment  spending  by  carri- 
ers rose  30%  from  the 
previous  year,  to  $110 
billion.  Massive  fiber  ca- 
pacity was  put  in  place, 
but  demand  for  services 
couldn't  keep  pace,  lead- 
ing to  a  backlog  of  in- 
ventories of  communica- 
tions    equipment — and 
ultimately,  to  bankrupt- 
cies, abn  amro's  Leon, 
whose   team    surveyed 
hundreds  of  telecom  car- 
riers   worldwide,    says   SURFING'S  UP:  Wireless  will  get  a  boost 
there  are  more  spending  from  the  rollout  of  new  data  services 
cuts  to  come.  On  a  global 


turn,  is  heavily  dependent  on  tech:  The 
drove  about  30%  of  the  nation's  growth  i 
the  long  bull  market. 

The  availability  of  credit  will  also  be  a 
issue  in  2002.  Credit  windows  were  shi 
last  year,  pushing  upstart  voice  and  data 
such  as  Winstar  Communications  Inc 
Teligent  Inc.  into  bankruptcy.  The  windo| 
opened  a  crack  recently,  at  least  for  largt 
panies.  In  the  fall,  for  example,  Lucent 
$1.75  billion  in  convertible  stock  and  AT<S 
rowed  $10  billion,  including  euros.  Even 
tics  newcomer  Ciena  Corp.  was  able  to| 
debt.  "Interest  rates  are  at  a  record  lo\ 
the  debt  market  is  reasonably  receptive 
panies  with  a  good  story,"  says  Bruce  Hj 
telecom  analyst  at  Standard  &  Poor's  Coi 

One  bright  spot  should  be  the  wirek 
dustry,  which  will  get  a  boost  from  the  rol 

new  data  services 


basis,  he  says,  capital  expenditures  actually  de- 
clined only  1%,  to  $274  billion,  in  2001— thanks 
to  increases  in  China  and  Latin  America.  This 
year,  cuts  will  be  more  widespread,  leading  to  a 
global  downturn  of  17%,  to  $228  billion. 

Decreased  spending  on  gear  will  hurt  equip- 
ment makers  like  Nortel  Networks  Corp.  and 
Lucent  Technologies  Inc.,  which  are  already  in 
the  red.  Lucent  warned  investors  in  December 
that  revenue  for  the  first  fiscal  quarter  will  be 
just  $3.1  billion,  about  30%  below  expectations. 
Lehman  Brothers  telecom-equipment  analyst 
Steven  D.  Levy  says  Lucent,  which  has  cut  its 
workforce  by  about  50%,  to  60,000  or  so,  could 
be  forced  to  make  even  more  cutbacks  in  2002. 

The  downturn  in  telecom  spending  could 
also  slow  the  recovery  of  the  tech  sector  and 
the  economy  overall.  Telecom  companies  are  a 
big  part  of  the  tech  food  chain.  Sun  Microsys- 
tems Inc.  got  36%  of  its  2000  revenue  in  the 
communications  sector,  for  example.  Tech  com- 
panies will  have  a  hard  time  posting  strong 
growth  without  telecom.  And  the  economy,  in 


graded  wireless  net 
will  match  the  s 
dial-up  modem 
tions,  allowing  cust 
to  surf  the  Web  ai 
change  e-mail  usin 
phones  and  other  i 
devices.  AT&T  Wi 
will  roll  out  these 
vices  by  yearend.  : 
pes,  Verizon,  and  C 
lar  have  similar  j 
"We  are  going  to 
a  serious  push  intc 
"  services,  and  you 
start  to  see  the  'DoCoMo  influence'  shap 
business  model,"  says  AT&T  Wireless  ceo 
Zeglis.  (ntt  DoCoMo,  Japan's  wireless  dat 
neer,  has  a  partnership  with  AT&T  Wirele: 
Broadband  access  for  consumers  will 
too.  The  total  number  of  high-speed  Int 
subscribers  nearly  doubled,  to  about  11  m 
in  2001.  J.  P.  Morgan  Chase  &  Co.  say 
number  of  households  with  broadband  w 
crease  about  50%  in  2002,  to  17  million. 

The  most  important  changes  in  telecon 
year  may  be  driven  by  Washington.  Fe 
Communications  Commission  Chairman  M 
Powell,  a  Bush  appointee,  has  a  more  la 
faire  approach  than  his  predecessor,  Willie 
Kennard.  So  he  may  allow  more  Bells  int 
long-distance  markets  of  many  states.  He 
also  be  less  aggressive  about  forcing  the 
to  share  their  DSL  equipment  with  r 
That'll  be  a  blow  for  competition — and 
encourage  the  Bells  to  speed  deployme 
their  own  DSL  services. 

By  Steve  Rosenbush  in  New 
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TOMORROW 


TOYOTA 


He  can't  talk,  he  can't  walk,  he  can't  drive 
a  car.  Yet  he  could  be  the  most  important 
"person"  in  the  world  of  automotive 
safety  testing  today.  He's  THUMS,  the 
world's  first  virtual  human  for  crash  testing. 

Developed  by  Toyota  engineers,  THUMS 
can  provide  a  microscopic  look  at  the 
injuries  real  people  are  likely  to  sustain  in 
a  car  accident.  By  analyzing  data  from 
THUMS'  80,000  cyberparts,  engineers  can 
now  zero  in  on  skin,  bones,  ligaments  and 
tendons  —  something  they  were  never 
able  to  do  before. 

Although  currently  only  an  experiment, 
technologies  like  THUMS  may  one  day  be 
used  to  supplement  Toyota's  existing 
safety  programs,  to  make  our  cars  even 
safer  for  real  human  beings.  Safer  cars  — 
thanks  to  one  very  smart  dummy. 

www.toyota.com/tomorrow 


our  customers 

dream  the  dreams  of  giants 


. 


>••  •< 


They  dream  of  a  world  without  disease.  They  dream 
of  a  wireless  world  where  information  flows  efforts 
Where  cutting-edge  electronics  work  flawlessly.  The 
are  not  the  dreams  of  the  timid.  They  are  the  dreams 
of  giants.  And  Agilent  is  providing  technologies  to  he\ 
make  them  a  reality  faster  than  ever.  Here's  to  the 
dreamers.  And  the  world  they  see  with  their  eyes  clc 

Agilent  Technologies 

dreams  made  re< 


•INDUSTRY       OUTLOOK       2002 


BANKING  & 
SECURITIES 

INSURANCE 
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FINANCE 


BANKING     &     SECURITIES 


PROGNOSIS  2002 


SPOTLIGHT 


'98       '99       '00      '01       '02 
A  PERCENT  CHANGE      '-EST.-1 
IN  EARNINGS 

Data:  Thomson  Financial/First  Call 

POSITIVES 

■  Banks  are  far  better 
capitalized  than  in  the 
last  downturn 


■  The  Fed's  rate  cuts  are 
providing  plenty  of  cheap 
funding,  which  is  helping 
to  bolster  loan  margins 

NEGATIVES 

■  Until  the  recovery  takes 
off,  credit  losses  will  con- 
tinue and  underwriting 
activity  will  be  depressed 

■  Wall  Street  is  still 
overstaffed,  meaning 
more  downsizing 

PRODUCTIVITY 

VALUE  ADDED 
PER  EMPLOYEE. '01  DOLLARS 

1998  2002  EST. 

$143,000       S167.0M 
ABUSE  YHftYCMKE 

4.1% 


EMPLOYMENT 

*  =  250.000 


V*VA  *  1 1  ♦ 

3.5  mam 

GROWTH  PROSPECTS 
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2002 
OUTPUT        $579.6  NJJOK 
1.6% 


1998-2001 

hk.  TEMxa  cnwre     4 

Data:  Economy.com 


STILL  TIGHTENING 
THOSE  BELTS 


Outside  of  Tech  Land,  few  sectors  bene- 
fited from  the  economic  boom  of  the 
1990s  as  much  as  financial  services.  Wall 
Street's  investment  bankers  raked  in 
lush  profits  from  underwriting  a  torrent  of 
dot-com  stock  offerings.  The  fortunes  of  bro- 
kers and  mutual-fund  managers  rose  with  each 
uptick  in  the  Dow  Jones  industrial  average. 
And  the  commercial  banks  enjoyed  a  lending 
boom  fueled  by  Americans'  unbridled  willing- 
ness to  borrow. 

In  2001,  the  pendulum  swung.  First  came 
the  shock  waves  of  the  twin  tech  and  telecom 
crashes.  Then  came  the  physical  and  financial 
trauma  of  the  World  Trade  Center  attack — and 
the  deepening  recession  in  its  aftermath.  In 
the  once-lucrative  underwriting  and  mergers 
arena,  deal  volume  was  down  56%  through  No- 
vember and  equity  underwriting  revenues  were 
off  by  25%.  That  has  left  Wall  Street  wrestling 
with  high  overheads,  which  continue  to  erode 
earnings.  Pretax  profits  for  New  York  Stock 
Exchange  member  firms  plunged  51%  in  2001, 
to  $28.2  billion,  on  a  20%  decline  in  revenues,  ac- 
cording to  the  Securities  Industry  Assn.  Next 
year  should  be  better,  thanks  in  part  to  ag- 
gressive cost-cutting  on  the  Street.  Pretax  prof- 
its are  expected  to  recover  13%,  to  $32.1  bil- 
lion— better,  but  still  a  far  cry  from  the 
industry's  peak  earnings  in  2000  of  $58  billion. 
In  2001,  banks  that  take  deposits — and  that 
includes  everything  from  neighborhood  sav- 
ings and  loans  to  behemoths  such  as  Citi- 
group— saw  profits  slide  by  5%.  And  the  news 
will  worsen  through  the  first  half 
of  this  year.  Bert  Ely,  president  of 
Ely  &  Co.,  a  Washington  consul- 
tancy notes  that  the  recent  surge 
in  corporate  bankruptcies — includ- 
ing the  $50  billion  filing  by  Enron 
Corp.,  the  largest  ever — may  fore- 
shadow a  near-term  rise  in  prob- 
lem loans  at  banks.  "I  don't  think 
we've  seen  the  bottom  of  the  cred- 
it cycle,"  says  Ely.  Against  this 
backdrop,  Andrew  B.  Collins,  bank- 
ing analyst  at  U.  S.  Bancorp  Piper 
Jaffray,  believes  that  loan  charge- 
off  s  could  rise  in  2002  to  1.09%  of 
all  outstanding  loans,  vs.  0.97%  in 
2001.  That's  a  significant  swing  for 
an  industry  that  already  survives 
on  razor-thin  margins. 

It's  not  all  bad  news,  though. 


i  be) 


The  Federal  Reserve  Bank's  aggressive  p 
of  lower  interest  rates,  which  reduce  tl 
dustry's  borrowing  costs,  is  helping  to 
the  banks'  lending  woes.  Assuming  a  ret 
in  the  second  half,  analysts  surveyed  by  1 
son  Financial/First  Call  expect  bank  ear, 
to  rise  by  as  much  as  25%  in  2002. 

The  worst  may  already  be  over  for     -  nl 
Street.  Some  underwriters  are  hoping  the    bed- 
December  rally  in  stocks  is  a  sign  th;   :- 
vestors  are  returning  to  the  game.  Mark 
nelly,  head  of  U.  S.  equity  capital  marke 
UBS  Warburg,  views  the  heavy  numb 
stock  offerings  by  biotech  companies  sAusm 
uled  for  January  as  a  sign  that  "the  app  iffiun 
for  risk  is  increasing,  which  bodes  we! 
markets."  Still,  with  the  broader  ecor 
showing  only  tentative  signs  of  recovery,  : 
Wall  Street  execs  aren't  ready  to  commit 
ous  capital  ahead  of  the  upturn.  Says  Ri< 
S.  Fuld  Jr.,  chairman  of  Lehman  Brothers 
"A  lot  of  the  world  is  calling  for  the  begii  I 
of  the  next  bull  market.  I  believe  that 
I'm  not  managing  the  company  to  that, 
lieve  there  could  be  some  more  pain." 

Just  in  case  he's  right,  Wall  Street  is  re 
in  operations.  Bonus  payments,  which  in  a 
year  can  be  more  than  half  of  a  banker's 
pay,  fell  by  30%  in  2001,  to  an  averaj 
$60,000  for  each  of  the  securities  indue 
165,000  employees.  And  more  than  30,00 
vestment  bankers  and  other  white-collar  i  | 
ers  have  already  been  laid  off.  Globally, 
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will  continue  to  scale  back  the  sprawling  r. 


SALVE  FOR  THE  ONCE-BURNED 

For  those  who  padded  their  nest  egg  with  high-tech  share: 
com  crash  was  especially  terrifying.  Now,  many  aging  inv 
shying  away  from  high-risk  stocks  in  favor  of  smaller,  more  | 
returns.  "Just  as  the  '90s  was  the  decade  of  equities,  the  ne: 
likely  to  be  the  decade  of  seeking  protection,"  says  Charles  h 
vice-chairman  of  Oliver,  Wyman  &  Co.,  a  financial  industry  c< 
Increasingly,  security-minded  investors  will  be  able  to  tui 
than  just  plain-vanilla  bonds  or  bond  funds.  Wall  Street's  cr 
have  been  busy  cooking  up  a  new  batch  of  investments  desi 
deliver  returns  that  may  be  more  modest,  but  that  are  more 
dictable  and  less  volatile.  In  some  instances,  they'll  even  of  I 
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»s  they  erected  during  the  go-go  Nineties. 

Jank  managers  are  following  suit.  Threat- 

d  by  a  shrinking  loan  market,  their  pre- 

ed  antidote  is  cutting  costs.  Bank  of  Amer- 

recently  slashed  600  jobs,  on  top  of  10,000 

I  announced  in  mid-2000,  while  imposing 

•el  restrictions  and  other  measures.  "We're 

ised  on  productivity  gains  and  expense  con- 

i"  says  BofA  ceo  Kenneth  D.  Lewis. 

-(whether  these  sweeping  cutbacks  prove 

licient  depends  on  the  timing  of  the  recov- 

i  That  could  come  as  soon  as  this  fall,  some 

ysts  believe,  given  the  Fed's  11  rate  cuts 

(•ugh  2001.  The  flood  of  liquidity  has  helped 

[  )el  a  mortgage-refinance  boom  that  should 

%inue  to  boost  banks'  bottom  lines.  And 

\  the  plunge  in  interest  rates  raising  the 

tive  value  of  their  holdings  of  bonds  and 

air  fixed-income  investments,  Collins  notes 

ai  the  30  largest  banks  are  now  sitting  on  an 

i  'age  of  $291  million  in  unrealized  securities 

in  their  portfolios. 
xiven  if  things  don't  pick  up  fast,  the  bank- 
et industry  is  far  better  prepared  to  weather 
wwnturn  than  in  the  early  1990s,  when 
4  sands  of  banks  and  thrifts  failed.  Banks 
more  geographically  diversified  now,  so  lo- 
|(hocks  don't  hurt  as  much, 
•ter  capital  standards  en- 
i(|i  after  the  thrift  crisis  also 
These    days,    the    30 
jst  U.  S.  banks  have  about 
billion  in  excess  capital,  vs. 
eagre  $2  billion  in  1990. 
<s  are  getting  better  at 
r^fing  their  corporate  loan 
'olios,  too.  Thanks  to  the 
td  of  syndicated  lending, 
a|ndustry's  exposure  to  En- 
is    shared   by   some   50 
s  and  30  insurers, 
i  deed,  the  banks'  biggest 
laches  are  likely  to  come 
Tom  corporate  borrowers, 


)f  big,  equity-like  gains  with 

Q  iskto  the  principal, 
products  are  starting  to  hit 
American  Skandia  Lite 

i  £orp.,  one  ot  the  nation's 
ncial  service  providers,  is 
the  Guaranteed  Return 
a  variable  annuity  vehicle 


but  from  consumers.  The  number  of  mortgages 
that  are  past  due  has  risen  to  4.9%  of  all  out- 
standing home  loans,  a  full  point  higher  than  a 
year  ago.  The  number  of  foreclosures  climbed 
20%  in  the  past  year.  And  with  unemployment 
still  headed  up,  defaults  will  follow  right  along. 
More  troubles  may  loom  on  the  credit-card 
front.  Already,  late  payments  on  cards  rose  to 
5.3%  in  October,  and  with  the  average  house- 
hold now  sitting  on  more  than  $8,000  in  card 
debt  alone — versus  just  $3,000  in  1990 — lenders 
could  be  particularly  vulnerable  here  if  the 
deepening  recession  causes  more  consumers  to 
renege  on  their  card  balances. 

With  so  much  of  the  industry  on  the  knife's 
edge,  any  bank  or  brokerage  that  stumbles 
could  quickly  become  takeover  bait.  "We  have 
not  run  the  course  with  bank  consolidation," 
predicts  Ely.  Indeed,  Merrill  Lynch  &  Co.  is 
rumored  to  be  talking  with  Bank  of  America 
and  others,  and  many  believe  the  days  may  be 
numbered  for  regional  banks  and  brokers.  As 
the  high  wave  of  the  1990s  recedes  into  histo- 
ry, bankers  and  brokers  in  2002  will  be  watch- 
ing for  the  riptide. 

By  Dean  Foust  in  Atlanta,  with  Emily 
Thornton  in  New  York 


i: 


"We're 
focused  on 
productivity 
gains  and 
expense 
controls" 


NEW  DAY?  The  worst  may  already  be  over  for  Wall  Street 


ders  chase  growth  in  the  equity  markets  while  knowing  that 
ial  is  guaranteed  after  seven  years.  It  works  by  investing  an 
ivalent  to  the  principal  in  fixed-income  investments,  such 
id  certificates  of  deposit,  while  the  balance  is  put  into 
)ther,  more  aggressive  vehicles  with  greater  growth  poten- 
i  Group  recently  launched  its  second  Pilgrim  Principal  Pro- 


tection Fund,  a  so-called 
closed-end  mutual  fund. 
Like  a  stock,  it  trades  on  the 
exchange  and  can  be 
bought  and  sold  through  a 
brokerage.  But  it  guaran- 
tees the  original  principal  at 
the  end  of  five  years. 
Experts  believe  that  these  offerings  only  scratch  the  surface  of  the 
products  Wall  Street's  engineers  will  devise  in  coming  years.  How 
about  a  derivative  that  offers  "overlay"  of  insurance  across  your  entire 
investment  portfolio?  This  might  be  just  the  salve  for  baby-boomer 
investors  burned  by  the  dot-com  crash  but  still  hoping  for  a  comfort- 
able retirement.  By  Dean  Foust  in  Atlanta 
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SPOTLIGHT 
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'98       '99       '00      '01       '02 
▲  BILLIONS  OF  DOLLARS  l-EST.-l 
*ON  BOTH  COMMERCIAL  AND 
PERSONAL  POLICIES 

Data:  A.M.  Best,  Insurance  Information  Institute 

POSITIVES 

■  The  $70  billion  post- 
September  11  payouts 
will  cause  premiums-and 
insurers'  revenues-to 
skyrocket 

■  New  players  are 
entering  the  reinsurance 
business 

NEGATIVES 

■  Claims  ate  into  the 
industry's  2001  asset  base 

■  Legal  actions  over 
asbestos  and  toxic  mold 
infestations  are  on  the  rise 


PRODUCTIVITY 

VALUE  ADDED 
PER  EMPLOYEE.  01  DOLLARS 

1998  2002  EST. 

$108,000      $108,000 

AVERAGE  YEARLY  CHANGE 
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EMPLOYMENT 

1  =  250.000 
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2002 

OUTPUT        $252.9  BILLION 
OUTPUT  GROWTH           -0.3% 

1998-2001 

AVG.  YEARLY  GROWTH 

0.1% 

FINANCE 


INSURANCE 


Data:  Economy.com 


SOARING  RATES-AND  REVENUI 


After  nearly  a  decade  of  vicious  price-cut- 
ting, insurers  started  raising  rates 
sharply  in  early  2001.  Those  hikes  were 
triggered  by  eroding  profit  margins  and 
a  dramatic  rise  in  claims  and  lawsuits  relating 
to  asbestos  and  toxic  mold.  But  all  that  paled 
beside  the  September  11  attacks,  which  hand- 
ed insurers  their  biggest  challenge  in  decades. 
With  U.S.  companies  expected  to  pay  out  half 
of  the  estimated  $70  billion  needed  to  cover  the 
property  and  lives  lost  in  the  tragedies  in 
New  York,  Washington,  and 
Pennsylvania,  the  industry's 
$100  billion  worth  of  assets 
will  be  severely  depleted. 

The  attacks  thus  laid  the 
groundwork  for  phenomenally 
higher  rates,  almost  across 
the  board.  "Before  Septem- 
ber 11,  we  were  seeing  a 
gradual  increase  in  prices. 
Since  then,  it's  been  drastic," 
says  Damian  Testa,  president 
of  Kaye  Insurance  Associates, 
a  New  York  broker.  Even 
health-care  insurance  is  ex- 
pected to  rise  by  16%  to  18% 
in  2002,  following  a  12%  hike 
in  2001.  Life  insurance  is  the 
only  line  that  won't  see  sub- 
stantial price  increases. 

No  doubt,  price  hikes  will 
be  hard  on  policyholders. 
From  apartment  owners  in 
Manhattan  to  meat  processors   "  " 

in  Iowa,  everyone  is  facing  100%  to  300%  in- 
creases in  the  costs  of  property  and  business 
insurance  policies,  which  insurers  hope  will 
lead  to  a  strong  rebound  in  profits.  "Dramati- 
cally increasing  premium  rates  are  expected  to 
have  a  positive  effect  on  brokerage  commis- 
sions and  fees,"  says  Patrick  G.  Ryan,  ceo  of 
insurance  broker  AON  Corp.  Positive  indeed: 
Aon  expects  double-digit  earnings  growth,  and 
Thomson  Financial/First  Call  is  forecasting 
that  property  and  casualty  earnings  will  surge 
221%  in  2002.  This  compares  with  a  net  decline 
of  54%  last  year.  Earnings  for  managed  health- 
care companies  should  rise  23%,  compared 
with  an  8%  increase  in  2001,  according  to  Stan- 
dard &  Poor's. 

Forecasts  for  prices  and  profits  are,  however, 
colored  by  an  insurance  safety  net  bill  that 
stalled  in  the  Senate  in  December.  The  House 
version  called  for  industry  to  swallow  the  first 
$10  billion  in  claims  on  future  terrorist  acts  and 
for  the  federal  government  to  pick  up  90%  of 
amounts  in  excess  of  that  sum.  That  promise 


ASSESSING  THE  DAMAGE:  Policy 
holders  face  severe  price  hikes 


had  cast  a  warm  glow  on  the  business  of 
surance" — policies  that  primary  carriers 
unload  some  of  their  big-claim  risk.  Bu 
that  the  bill  has  fallen  through,  terrorisn| 
erage  is  in  limbo.  Until  Congress  reviv 
legislation,  reinsurers  won't  write  new  te: 
policies.  What's  more,  in  the  absence  of  f< 
cover,  reinsurance  rates  on  existing  terro 
erage  will  probably  jump  roughly  50%. 
should  boost  Berkshire  Hathaway's  Gene 
Corp.  Even  Chubb  Corp.'s  smaller  reins 
unit  "will  likely  grow  at 
digit  rates,"  says  Chub 
Dean  R.  O'Hare. 

Meanwhile,  serious 
lems  that  dogged  the 
ance  sector  before  Sept 
11  haven't  gone  away, 
suits  over  product  lia 
negligence,  and  disc: 
increased  at  a  15% 
rate  in  the  late  1990s 
ing  in  2000,  asbestos  la 
reappeared  with  a  veng 
At  least  eight  otherwis 
vent  companies  filed  for 
ruptcy  protection  in  20' 
ter  being  named  in  asb 
cases.  Standard  &  Poor 
ures  insurers  will  ha 
strengthen  reserves  f< 
bestos  settlements  by  at 
$30  billion. 

Household  mold  is  pi 
"  to  be  an  expensive  pro 
too.  Thousands  of  claims  and  lawsuits  rela 
toxic  mold  in  Texas  and  California  homes 
cost  insurers  billions  more.  In  May,  a 
awarded  Melinda  Ballard  and  her  famil; 
million  for  mold  damage  in  their  Dri 
Springs  (Tex.)  home.  It  ruled  that  Far 
Group  Inc.  failed  to  properly  deal  wit: 
lard's  original  claim.  Farmers  Insurance 
mold-related  claims  double,  to  more  than 
in  2001,  and  is  expected  to  increase  its  res) 
in  the  anticipation  of  more  payouts  in  the  fij 
Add  to  this  litany  some  $2.5  billion  in 
outs  related  to  July's  tropical  storm  Al| 
and  it's  clear  that  insurers  will  start  the 
with  sharply  reduced  balance  sheets.  Thej 
vestment-portfolio  cushions  shriveled  wit 
stock  market  collapse,  and  yields  on  their 
investments  are  declining  because  of  low< 
terest  rates.  Still,  barring  any  new  cats 
phes,  by  midyear,  skyrocketing  rates  si 
bring  a  break  in  the  gloomy  weather. 

By  Pallavi  Gogoi  in  Chicago,  with 
McNamee  in  Washington 
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for  Medicare  and  Medicaid  Services 

POSITIVES 

■  A  clutch  of  potential 
blockbusters  is  launching 
in  2002,  including  Crestor 

■  Margins  for  big 
drugmakers  should 
continue  to  expand, 
thanks  partly  to  mergers 

NEGATIVES 

■  Generics  will  cut  into 
sales  of  some  big-selling 
drugs,  including  Prilosec 

■  A  number  of  states 
and  other  big  payers  will 
push  for  deep  drug 
discounts 


PRODUCTIVITY 

VALUE  ADDED 
PER  EMPLOYEE,  '01  DOLLARS 

1998  2002  EST. 

$177,000       $201,000 

AVERAGE  YEARLY  CHANGE 

3.2% 

EMPLOYMENT 

♦  =  250.000 


0.3  MILLION 


GROWTH  PROSPECTS 


A 


2002 
OUTPUT  $65.9  BILLION 

OUTPUT  GROWTH  2.1% 

1998-2001 
AVS  YEARLY  GROWTH       7.2% 

Data:  Economy.com 


DRUGS 
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HARDBALL  IN  WASHINGTON, 
MERGERS  IN  BIOTECH 


For  drugmakers,  2002  will  be  a  decent 
year,  but  it's  unlikely  to  break  any 
records.  While  government  statistics 
show  drug  expenditures  rising  some  16% 
in  2001,  the  pace  should  cool  a  bit  with  the  to- 
tal hitting  $155  billion  in  2002— a  14%  increase. 

Part  of  that  slowdown  will  stem  from  the 
patent  expirations  of  some  major  products, 
making  room  for  cheaper,  generic  versions. 
The  patent  expirations  are  compounded  by 
what  Larry  N.  Feinberg,  managing  partner 
for  health-care  hedge  fund  Oracle  Partners  LP, 
describes  as  "a  lackluster  new  product  pipeline 
for  the  next  few  years." 

That's  not  to  say  some  new  products  won't 
make  a  splash.  In  late  2001,  Eli  Lilly  &  Co, 
rolled  out  a  new  drug  called  Xigris  to  treat 
sepsis,  the  deadly  damage  caused  by  the  body's 
overwhelming  response  to  infection.  The  drug 
could  rack  up  $1  billion  in  sales  by  2005,  ac- 
cording to  SG  Cowen  Securities  Corp.  Another 
eagerly  awaited  drug  is  Crestor,  the  latest 
cholesterol-lowering  agent,  from  AstraZeneca 
PLC.  And  two  new  painkillers,  part  of  the  hot 
new  class  of  drugs  called  Cox-2  inhibitors, 
could  be  big  sellers  in  2002.  Pharmacia  Corp. 
will  launch  Bextra  in  early  2002,  while  Merck 
&  Co.  is  likely  to  follow  with  Arcoxia  later  in 
the  year.  Both  drugs  could  reach  $1  billion  or 
more  in  annual  sales  within  four  years. 

While  a  lot  is  riding  on  these  product 
launches,  the  industry  has  just  as  much  at 
stake  in  its  ongoing  political  battles.  The 
biggest  threat  is  the  growing  movement  by 
some  states,  such  as  Michigan  and  Florida,  to 
cut  their  ballooning  prescription 
drug  bill  for  programs  such  as 
Medicaid.  These  states  have  passed 
laws  or  taken  other  steps  aimed 
at  wrestling  big  discounts  from  ma- 
jor pharmaceutical  companies. 
The  drug  industry's  trade 
group  has  already  challenged 
some  of  these  measures  in 
court,  but  more  states  are  sure 
to  push  such  programs  as  the 
recession  puts  additional  strain 
on  budgets.  "States  are  getting 
much  more  aggressive  in  the 
types  of  rebate  concessions 
they  are  demanding,"  says 
Robert  A.  Freeman,  senior  director 
of  public  policy  at  AstraZeneca. 

The  risks  drugmakers  face  in 


- 
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Washington,  while  not  as  immediate,  ar< 
tainly  real.  In  2002,  Congress  must  rene 
1992  law  that  created  an  industry-funded 
approval  system  for  the  Food  &  Drug  A 
istration.  Political  experts  figure  generic 
makers  and  others  will  try  to  attach  ad 
legislation  to  the  bill  aimed  at  closing 
holes  that  now  let  drug  companies  delay 
ic  versions  of  big-selling  products.  That 
could  gain  momentum  when  the  Federal 
Commission  releases  a  report  in  the  s 
on  whether  certain  industry  practices  ha^ 
appropriately  delayed  generic  competitio 

Still,  most  say  that  debate — as  well  a: 
discussion  of  a  Medicare  prescription  drug 
efit — may  not  lead  to  legislative  action, 
the  elections,  2002  will  be  a  politically  eh; 
year,"  says  Eli  Lilly  Chairman  and  ceo  S: 
Taurel.  "I  doubt  we'll  get  to  the  level-he 
compromise  that  is  needed  on  these  [issv 

Going  into  the  new  year,  the  industry  m; 
tually  have  extra  leverage  in  Washington,  ti 
to  its  new  role  in  fighting  bioterrorism.  I 
wake  of  the  anthrax  attacks  last  fall,  drug 
ers  offered  Uncle  Sam  everything  from 
antibiotics  to  extended  access  to  biomedic: 
searchers  and  labs.  But  analysts  say  the  r< 
government  contract  for  large-scale  produ 
of  a  smallpox  vaccine,  which  was  at  a  i 
lower  price  than  Wall  Street  expected,  s 
how  hard  the  government  will  push  to  kee 
costs  down.  Says  Raymond  V.  Gilmartin,  c 
man  and  ceo  of  Merck  &  Co.:  "I  don't  1 
[these  contracts]  will  significantly  change 
growth  rate  of  companies"  in  the  industry. 


TAKING  AIM  AT  A  PFIZER  HIT 

It's  hard  to  underestimate  the  importance  ot  Lipitor  1 

Inc.  The  cholesterol-lowering  blockbuster — one  of  a 

drugs  called  statins — brings  in  $6.5  billion  in  annu. 

enues.  That  makes  it  the  world's  top-selling  drug,  ar 

become  the  world's  first  $10  billion  drug.  It  was  laur 

1997  by  Warner-Lambert,  which  Pfizer  acquired  in  2( 

specifically  to  get  its  hands  on  Lipitor. 

Now,  a  new  statin  from  AstraZeneca  plc  is  likely  t< 

fierce  marketing  battle.  The  drug,  called  Crestor,  could  recei* 

Drug  Administration  approval  as  early  as  this  summer.  Seve 
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.  much  larger  impact 
kely  to  be  felt  from 
jolidation.  The  past 
•  saw  continued  deal- 
ing, led  by  Bristol- 
■rs  Squibb  Co.'s  $7.8 
on  purchase  of 
'ont's  pharma  opera- 
s.  Companies  with 
k  new-product  lineups 

midsize    operators 
need  to  bulk  up  their 

rch  and  marketing 

i  more  deals.  Scher- 

ough  is  a  possible 

i .  It's  dwarfed  in 
1  by  giants  like  Pfizer 
GlaxoSmithKline  and 
been  dogged  recently 
egulatory  woes  relat- 
o  its  manufacturing 

sses.  "Clinical  trials 

expensive  now,  and 

g  a  physician's  at- 
ion  is  very  difficult," 

Ben  Bonifant,  vice- 
utdent  at  Mercer  Man- 
;  -lent  Consulting  Inc.  "It's  getting  hard  to 

midsize  player." 
;  le  same  pressures  are  triggering  a  wave 
almaking  in  biotech.  Amgen  struck  a  $16 
.n  deal  in  December  to  buy  biotech  star 
lunex  in  order  to  add  Immunex'  rheuma- 
arthritis  drug  Enbrel  to  its  lineup.  There 
plenty  of  other  small  biotechs  with 
ines  that  could  attract  suitors.  According 
amuel  W.  Murphy  III,  senior  securities 
^st  at  American  Express  Financial  Advi- 

biotech  companies  over  the  next  12  to  18 

,hs  could  launch  10  products  with  potential 

al  sales  of  $500  million  to  $1  billion  each. 

ng  the  possible  blockbusters  are  a  new 

i  er  drug  from  Idee  Pharmaceuticals  Corp. 

.  the  just-launched  anemia  drug  Aranesp 

Amgen.  "Size  and  critical  mass  are  the 


PRICEY  PILLS:  The  cost  of  clinical  trials 
is  forcing  more  companies  into  alliances 


key  drivers  of  these 
deals,"  says  Viren  Mehta, 
a  pharmaceutical  analyst 
at  Mehta  Partners,  of  the 
recent  merger  wave. 

For  biotech  players  that 
want  to  remain  indepen- 
dent, dealmaking  will  like- 
ly take  the  form  of  al- 
liances and  licensing 
arrangements.  According 
to  biotech  consulting  firm 
Recombinant  Capital, 
biotechs  saw  $1.9  billion 
flow  into  their  coffers  in 
the  first  three  quarters  of 
2001  from  such  alliances, 
up  14%  from  the  same  pe- 
riod in  2000.  Much  of  the 
activity  stemmed  from 
deals  that  allow  access  to 
new  technologies  in  emerg- 
ing fields  like  genomics. 
However,  big  pharmaceu- 
tical companies  have  been 
turning  to  biotech  to  fill 
"  their  pipelines  with  actual 
products.  The  most  notable  move  in  2001  was  ini- 
tiated, once  again,  by  Bristol-Myers,  which  is 
determined  to  solidify  its  lead  in  the  cancer  mar- 
ket. Bristol  made  a  $1  billion  investment  in  Im- 
Clone  Systems  Inc.  and  agreed  to  pay  another  $1 
billion  for  the  right  to  co-promote  the  company's 
promising  new  cancer  compound. 

Mergers — and  liquidations — are  also  likely  to 
rise  among  companies  that  supply  analytical 
tools  and  other  technology  to  Big  Pharma. 
Some  of  these  suppliers  may  face  a  tough  2002 
as  their  technology  becomes  obsolete,  says 
Lloyd  S.  Kurtz,  health-care  analyst  at  money 
manager  Harris  Bretall  Sullivan  &  Smith.  Yet 
another  reason  pharmaceutical  and  biotechnol- 
ogy players  will  find  2002  a  year  of  great  op- 
portunity— and  great  challenges. 

By  Amy  Barrett  in  Philadelphia 


Michigan, 
Florida, 
and  other 
states  are 
taking 
steps  to 
wrestle  big 
discounts 
from  major 
drug 
companies 


ng  data  released  at  the  March  meeting  of  the  American 
Cardiology,  have  shown  Crestor  may  be  even  more  potent 

no  one  is  predicting  that  Crestor  will  knock  Lipitor  off  its 
e  No.l  statin.  That's  partly  because  physicians  are  already 
with  Pfizer's  drug,  and  partly  due  to  the  financial  muscle 
product.  "Pfizer  has  arguably  the  most  effective  marketing 
i  in  the  world,"  says  Lloyd  S.  Kurtz,  health-care  analyst  at 
ill  Sullivan  &  Smith,  which  holds  about  4.5  million  Pfizer 
r  money's  on  Lipitor." 
ung  in  Pfizer's  favor  is  the  August,  2001,  withdrawal  of  the 
ol  from  the  market.  The  drug  was  pulled  by  its  manufactur- 
ter  reports  that  a  number  of  patients  died  from  a  rare 


muscle  side  effect.  That  may  happen  with  Lipitor  and  other  statins, 
too — but  much  less  frequently.  AstraZeneca  says  that  its  studies  show 
that  Crestor's  safety  profile  is  in  line  with  other  statins  still  on  the 
market.  But  Pfizer  may  be  able  to  convince  some  doctors  that  they  are 
better  off  using  a  drug  they  know  well,  rather  than  trying  a  new  statin 
that  could  have  unknown  problems.  Says  Dr.  Rob  Scott,  vice-president 
of  Pfizer's  cardiovascular  and  metabolic  group:  "A  new  drug  will  have 
to  show  it  is  not  another  Baycol." 

Pfizer,  however,  has  created  a  bit  of  an  opening  for  AstraZeneca.  It 
snatched  the  top  spot  from  Merck  &  Co.'s  Zocor  by  hammering  home 
the  message  that  Lipitor  was  more  effective.  Now,  doctors  may  be 
more  receptive  to  AstraZeneca's  message  that  Crestor  is  more  potent 
still.  Expect  a  marketing  blitz  from  both  sides.  By  Amy  Barrett 
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POSITIVES 

■  Health  insurers  are 
successfully  raising  rates 
to  outpace  rising  costs 

■  Hospitals  have 
adjusted  to  the  massive 
cuts  in  Medicare 
reimbursements 


NEGATIVES 

■  A  severe  nursing 
shortage  is  driving  up 
hospital  labor  costs 

■  Employees  are 
shouldering  more  health- 
care burdens  as  insurers 
raise  premiums 

PRODUCTIVITY 

VALUE  ADDED 
PER  EMPLOYEE. '01  DOLLARS 

1998  2002  EST 

$52,000      $48,000 

AVERAGE  YEARLY  CHANGE 

-1.8% 

EMPLOYMENT 

t  =  250,000 


13.9  MILLION 


GROWTH  PROSPECTS 
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2002 

OUTPUT        $665.4  BILLION 
OUTPUT  GROWTH             0.3% 

1998-2001 

AVG  YEARLY  GROWTH 

0.3% 
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HEALTH     CARE 


Data:  Economy.com 


COSTS  WILL  STAY  FEVERIS 


There  is  one  issue  that  overshadows  all 
others  in  the  health-care  industry, 
whether  you  are  a  provider  of  services  or 
a  payer:  Costs  are  going  up  fast.  Expen- 
sive new  drugs  and  surgical  procedures  are 
proliferating,  and  an  aging  population  is  us- 
ing more  of  them.  On  top  of  that,  hospitals 
and  insurers  will  have  to  start  complying  with 
elaborate  new  patient-privacy  laws.  Together, 
these  factors  all  but  guarantee  that  health 
care  will  be  more  expensive  in  2002. 

The  impact  of  rising  costs,  however,  affects 
payers  and  providers 
very  differently.  Hos- 
pitals will  continue 
their  struggle  to  stay 
afloat  in  a  sea  of  red 
ink,  just  as  they  did  in 
2001.  Some  insurers 
will  struggle,  too,  but 
they  will  be  able  to 
raise  rates  to  compen- 
sate. One  way  or  an- 
other, the  rest  of  us 
will  foot  the  bill — and 
it  won't  be  negligible. 
The  amount  the  U.S. 
spends  on  health  care 
is  expected  to  rise  to 
$1.37  trillion  in  2002. 
That's  equal  to  13.9%  ■ 
of  the  gross  domestic  product — up  from  $1.3 
trillion,  or  13.4%  in  2001,  according  to  J.P. 
Morgan  Securities  Inc. 

Employers  will  pick  up  a  bigger  share  of  the 
increases.  An  annual  survey  of  large  companies 
by  the  consulting  firm  Towers  Perrin  indicates 
that  health-plan  costs  will  increase  an  average 
of  14%  in  2002 — the  largest  annual  hike  since 
the  survey  started  a  decade  ago,  and  the  third 
consecutive  year  of  double-digit  increases.  Bill 
McGeever,  health  industry  analyst  at  UBS  War- 
burg Ltd.,  says  that  unless  there  is  a  major 
change  in  the  system,  "we  are  going  to  be 
stuck  with  more  and  more  resources  going  to 
health  care." 

Hospitals  have  been  adapting  to  a  world  of 
dwindling  resources  ever  since  Congress 
passed  the  Balanced  Budget  Amendment  (bba) 
in  1997.  That  cut  Medicare  payments  to  hos- 
pitals by  $100  billion  over  five  years.  By  now, 
say  analysts,  most  institutions  have  managed 
to  adjust  to  that  huge  income  reduction,  helped 
along  by  some  $50  billion  in  bba  relief  from 
Congress  over  the  last  four  years.  As  a  result, 
says  analyst  Bruce  Gordon  of  Moody's  In- 
vestors Services,  the  financial  outlook  for  hos- 
pital bond  issues  seems  to  be  stabilizing.  "The 


Ft- 


CRITICAL:  Hospitals  will  have  to  pay  more 
to  keep  highly  trained  staff  from  leaving 


number  of  [credit]  downgrades  exceede    y 
grades  by  3  to  1  through  the  first  nine  n 
[of  2001],  but  that's  an  improvement  fro 
to  1  in  2000,"  he  says. 

Still,  sharply  rising  labor  costs  will  be 
den  for  hospitals  this  year.  A  dearth  of  i 
and  skilled  lab  technicians  is  forcing  hospit 
shell  out  more  money  to  hang  on  to  staff.  ] 
ther  that  or  lose  money  by  leaving  beds  e 
And  hospitals  have  plenty  of  other  tro 
An  upturn  in  pharmaceutical  drug  cosi 
mains  a  challenge,  along  with  greater  scrut 

health-care    cost 
governments  anc 
porations,  and  the 
to  invest  in  Ion 
layed  capital  imp 
ments.  The  botton 
says  Lewis  Red 
rector  of  Cap  G 
Ernst  &  Young's 
tal      practice: 
clients  are  very 
lenged  financially. 
Not  so  for  heal 
surers.      Antici) 
rate  hikes  should 
than  cover  their  ) 
costs.  In  2001,  inl- 
and managed-care 
panies  reaped  p: 
from  insurance  premiums  of  12%  to  15%. 
should  achieve  the  same  high  levels  in  200 
timates  J.  P.  Morgan,  thanks  to  a  combin 
of  higher  rates,  higher  co-payments,  and 
er  deductibles.  It's  not  just  top-tier  comp 
such  as  cigna,  Wellpoint  Health  Netw 
and  UnitedHealth  Group  that  will  be  tir 
in  strong  results.  Oxford  Health  Plans,  H 
Net,  Humana,  and  several  Blue  Cross  & 
Shield  plans  recovered  in  2001  and  si 
prosper  in  2002,  predict  Morgan  analysts 
So  far,  says  Warburg's  McGeever,  the 
little  evidence  that  employers  are  resi 
higher  rates.  That  could  be  because,  ir 
past,  they  have  often  been  able  to  pass 
costs  along  to  employees.  Small  empk 
took  this  tack  in  2001,,  and  a  national  su 
of  employer-sponsored  health  plans  by 
suiting  firm  William  M.  Mercer  Cos.  f 
that  large  employers  intend  to  follow 
Mercer  estimates  that  the  average  pel 
ployee  cost  for  health  care,  $5,162  in 
will  increase  by  12.8%  in  2002.  It  seems 
year  after  year,  there  is  a  third  sure  thin 
U.  S.  citizens  besides  death  and  taxes:  h 
health  costs. 

By  Catherine  Arnst  in  New 
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POSITIVES 

.  U.S.  farm  exports  will 
,"'  rge  by  $2  billion  now 
at  China  has  entered 
5  WTO  and  lowered  its 
ide  barriers 

!t  Corn  farmers  will 
"Inefitfrom  increasing 
;!mand  forethanol 

NEGATIVES 

Safety  worries  over 
netically  modified  grain 
I  limit  overseas  sales 

Beef  demand  in  Japan 
iy  plunge  after  discovery 
mad  cow  disease 

PRODUCTIVITY 
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t1998  2002  EST 

0,000      $96,000 
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i    EMPLOYMENT 
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2002 

PUT       $109.9  BILLION 
TOT6R0WTH  2.1% 

1998-2001 
YEARLY  GROWTH       2.9% 

Data:  Economy.com 


BETTER,  BUT  NO  BUMPER  YEAR 


In  2001,  U.S.  prices  for  cotton,  rice,  soy- 
beans, and  other  farm  commodities  lan- 
guished at  historic  lows.  So  despite  big 
harvests,  revenues  shrank  across  the  agri- 
cultural sector,  sparing  neither  farmers  nor 
equipment  makers.  This  year  will  be  better, 
but  just  a  little.  Prices  won't  rebound  much  be- 
cause more  countries  are  trying  to  boost  ex- 
ports of  farm  products  to  combat  the  global 
economic  slowdown.  "We've  got  a  lot  of  com- 
petition in  the  world,"  says  Keith  Collins,  chief 
economist  for  the  U.  S.  Agriculture  Dept. 

The  $206  billion  agribusiness  sector  could 
be  in  for  a  few  pleasant  surprises,  however. 
Corn  prices  may  firm  up  faster  than  expected 
because  many  farmers  have  switched  from 
corn  to  soybeans,  a  crop  that  carries  a  bigger 
subsidy.  As  a  result,  corn  stockpiles  are  now 
being  depleted  to  meet  demand.  Producers 
also  stand  to  get  a  welcome  increase  in  price 
supports  if  a  new  farm  bill  is  enacted.  And 
farmers  are  cheered  by 
the  prospect  of  huge 
new  markets  in  China. 

Nonetheless,  such 
bright  spots  are  the  ex- 
ception. Even  for  soy- 
beans, one  of  America's 
main  cash  crops,  prices 
will  linger  at  all-time 
lows.  To  be  sure,  more 
soymeal  protein  is  being 
fed  to  animals  in  Europe 
and  Asia  amidst  ongoing 
concerns  about  mad  cow 
disease.    Big    soybean 

crushers  such  as  Archer  ROUGH  RIDE:  Despite  large  harvests,  many 
Daniels  Midland,  Bunge,  farmers  won't  enjoy  biy  revenues 
and  Cargill  are  going  af- 
ter  that  market.  But  Latin  American  soybean 
farmers,  who  have  steadily  gained  market  share 
at  the  expense  of  U.S.  producers,  will  likely 
satisfy  much  of  the  demand.  Agriculture's 
Collins  wonders  whether  subsidies  are  sustain- 
able and  whether  they  "really  help  American 
agriculture  meet  the  emerging  competition." 

Prospects  in  the  $42  billion  cattle  industry 
are  hardly  any  better.  Although  strong  de- 
mand and  tight  supplies  in  the  cattle  market 
sparked  a  10%  increase  in  retail  beef  prices  at 
the  beginning  of  2001,  demand  fell  as  the  econ- 
omy weakened — then  sank  even  further  after 
the  terrorist  attacks  of  September.  Mad  cow 
disease  is  another  drag  on  consumption.  U.  S. 
herds  have  been  spared  so  far,  but  a  handful  of 
cases  have  surfaced  in  Japan — the  largest  for- 
eign market  for  U.S.  beef.  Charles  D.  Lam- 
bert, chief  economist  with  the  National  Cat- 


tlemen's Beef  Assn.,  worries  about  continued 
weakness  in  2002. 

As  the  farm  economy  sputters,  equipment 
manufacturers  such  as  Deere  &  Co.  anticipate 
another  year  of  sluggish  sales.  Deere  reported 
losses  of  $64  million  for  its  fiscal  year  ended 
Oct.  31.  Overall,  sales  in  the  $10  billion  North 
American  farm-equipment  industry  may  fall  as 
much  as  5%  from  2001  levels.  One  factor  damp- 
ening demand  is  uncertainty  over  the  next 
farm  bill.  The  1996  bill  expires  this  year,  and 
lawmakers  are  wrangling  over  a  new  one.  "If 
you  don't  know  what's  coming,  you  don't  make 
capital  investments  like  you  would  if  commod- 
ity prices  alone  drove  that  decision,"  says  Mo- 
gens  C.  Bay,  chairman  of  Valmont  Industries,  a 
maker  of  irrigation  systems  in  Omaha. 

On  the  bright  side,  China's  entry  into  the 
World  Trade  Organization  is  creating  opportu- 
nities for  embattled  U.S.  farmers.  John  W 
Skorburg,  an  economist  at  the  American  Farm 

Bureau  Federation,  says 
that  Chinese  imports  of 
soybeans     could     rise 
steeply — from  about  13 
million  metric  tons  this 
year,  to  15  million  by 
2005.  By  then,  he  also 
expects  China  to  turn 
from  an  exporter  to  an 
importer  of  corn.  Rising 
incomes  in  China  should 
stimulate    demand    for 
wheat,  beef,  and  poultry 
as  well,  Skorburg  says. 
But  that's  the  future.  In 
2002,  farm  exports  are 
likely    to    grow    only 
■  slightly,  to  $54.5  billion. 
Genetically  modified  foods  remain  a  wild 
card.  American  farmers  are  planting  more  bio- 
engineered  seeds  than  ever  before,  and  the 
Europeans  are  protesting  less,  says  Tim  Stock- 
er,  head  of  regulatory  affairs  in  Europe  for 
seed  company  Pioneer  Hi-Bred  International 
Inc.    Now,   there's   new   hope   within   U.S. 
agribusiness  that  the  European  Union  will 
move  forward  on  proposed  food-labeling  laws 
that  would  tacitly  recognize  the  safety  of  en- 
gineered foods.  Wider  acceptance  there — or  in 
Asia  or  Latin  America — could   spark  new 
growth  in  U.S.  exports. 

The  big  wait-and-see  issues  for  this  year 
will  be  the  farm  bill  and  the  recession.  A  re- 
covery, or  some  well-placed  subsidies,  could 
go  a  long  way  in  dispelling  the  gloom  hanging 
over  U.  S.  farms. 

By  Julie  Forster  in  Chicago 
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POSITIVES 

■  Internet-powered 
logistics  services  are  fast 
developing  into  a  major 
new  line  of  business 

■  Falling  fuel  prices  are 
improving  the  industry's 
bottom  line 

NEGATIVES 

■  A  weak  economy 
crimps  demand  for 
transportation 

■  Small  and  midsize 
companies  are  struggling 
to  compete  with  big 
national  carriers 
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ECONOMIC  VALUE  ADDED 
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1998  2002  EST 
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A  LONG  HAUL  TO  RECOVERY 

heraSense  Inc.'s  founders  concede  they  \  vice-president  of  Mercer  Management 


Tknow  more  about  the  chemistry  of  diag- 
nostics than  logistics.  That's  why  they 
decided  to  give  UPS  Logistics  the  job  of 
distributing  the  new  FreeStyle  test — a  painless 
method  for  diabetics  to  check  their  blood-sug- 
ar levels.  The  logistics  arm  of  United  Parcel 
Service  Inc.  harnesses  Internet  technologies 
to  track,  stock,  and  ship  the  kits  from  a  ware- 
house in  Delaware — 3,000  miles  from 
TheraSense's  headquarters  in  Alameda,  Calif. 
"That  frees  us  to  focus  on  electrochemistry," 
says  Tae  Andrews,  TheraSense's  vice-presi- 
dent for  sales  and  marketing. 

With  just  $60  million  in  sales,  TheraSense  is 
a  tiny  blip  in  the  immense  world  of  trans- 
portation. But  its  arrangement  with  ups  rep- 
resents a  big  trend.  Despite  the  recession,  In 


suiting  Inc.  Trucks,  the  biggest  domestic | 
pers,  are  in  especially  bad  shape.  Yellow 
the  nation's  largest  trucker,  has  seen  its  n| 
daily  volume  of  70,000  loads  fall  13% 
past  14  months — the  lowest  level  in  15 
Even  harder  hit  are  local  and  regional 
ers.  Nearly  5,000  of  them  have  closed  oi 
for  bankruptcy  in  the  past  two  years,  accq 
to  a  study  by  A.G.  Edwards  &  Sons  Inc 
looming  on  the  horizon  is  new  competit^ 
the  form  of  low-price  Mexican  truckers, 
are  expected  to  gain  U.S.  entry  for  th*| 
time  under  legislation  that  probably  wf 
approved  early  this  year. 

Truckers  aren't  suffering  alone — railj 
and  airfreight  companies  are  hurting,  tc 
alysts  expect  revenues  for  the  natioi 


ternet-driven  logistics  continue  to  remake  the      freight  railroads  to  grow  1%  to  2%  at 


ON  THE  MOVE:  Strong  growth  is  expected  for 
shippers  who  use  Internet-driven  logistics 


way  in  which  goods 
are  stored  and  moved 
around  the  globe.  In- 
deed, this  is  the  one 
segment  of  the  indus- 
try that's  predicted  to 
grow  strongly  in  2002 
and  beyond.  Revenue 
in  this  segment  is  ex- 
pected to  nearly  dou- 
ble in  the  next  five 
years,  to  $100  billion, 
according  to  a  recent 
report  by  Lazard 
Freres  &  Co. 

For  transportation 
as  a  whole,  however,  revenue  will  slide  by 
2.8%,  to  $587  billion  in  2002,  from  $604  billion 
last  year.  Industry  execs  are  particularly  bear- 
ish about  prospects  through  the  first  quarter. 
It's  clear  that  manufacturers  will  be  snipping 
fewer  products  to  stores,  that  retailers  will  be 
transporting  fewer  goods  to  customers,  and  so 
on.  That,  in  turn,  is  hurting  purchases  of  trucks, 
planes,  and  railcars.  "There  are  going  to  be  a 
lot  of  anxious  moments  in  the  boardroom  about 
capital  spending  this  year,"  says  Matthew  K. 
Rose,  ceo  of  Burlington  Northern  Santa  Fe 
Corp.,  the  largest  U.  S.  railfreight  operator. 

Still,  come  the  second  half  of  2002,  trans- 
portation demand  is  expected  to  get  into  gear 
and  roll  on  for  the  next  several  years.  "When 
volume  rebounds,  we'll  see  a  strong  return  of 
earnings,  given  how  efficient  transportation 
companies  have  become,"  says  Lazard's  trans- 
portation analyst,  James  L.  Winchester. 

Until  then,  every  shipper  is  in  the  slow 
lane.  "When  the  economy  slows,  so  does  the 
transportation  industry,"  says  Hugh  L.  Randall, 


this    year,    and 
carriers  will  co: 
to  have  trouble 
ing     prices, 
shippers     are 
worse  off.  Sea- 
capacity    will 
13%   to   14%, 
demand  lags  b 
at  just  6%  to  89. 
cording  to  Laz 
a    combination 
translates  into  ft 
prices.  Says  Win 
ter:  "There  ar 
many  boats  in 
tors,  and  the  industry  is  awash  in  capa 
Domestic  airfreight  faces  a  similar  prol 
and  carriers  have  already  slashed  freigh 
pacity  by  20%  since  September. 

While  competition  is  whittling  down  thej 
of  cargo  space,  demand  for  logistics  servic 
climbing  steeply.  And  2002  is  expected  t 
the  best  year  yet  for  this  young  se 
"That's  when  we'll  really  begin  to  harvesi 
investment  in  logistics  over  the  past  dec;] 
says  ups'  incoming  chairman,  Michael  L.  E: 
who  expects  his  logistics  business  to  coni 
growing  in  the  double  digits. 

The  logistics  boom  will  spread  to  rail, 
road  transporters  too.  "We're  offering  on 
shopping — everything  from  one-day  delivei 
inventory  management,"  says  Yellow- 
William  D.  Zollars.  "I'm  constantly  remin 
our  people  that  our  competitors  today  are 
upss  and  FedExs  of  the  wTorld."  Logistic 
seems,  is  transforming  a  hardworking  se 
into  a  service-focused,  high-tech  one,  as 
By  Charles  Haddad  in  A 
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POSITIVES 

Mscount  and  value- 
ited  retailers  will 
d  leading  the  sector 

confident  buyers  will 
rt  retail  prospects  in 
\  second  half 

NEGATIVES 


tore  struggles  for  mail- 
ed stores — specialty 
ilers  and  department 
es  in  particular 

T.etailers  will  have  less 
ount  leeway  as  stock 
Is  run  down 
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DISCOUNTERS  GET  THEIR  DAY 


Even  before  September  11,  analysts  were 
expecting  the  worst  results  in  a  decade 
for  the  retail  sector.  After  the  terrorist 
attacks,  traffic  to  stores  dwindled  to  a  trickle. 
This  ghostliness  will  continue  to  haunt  2002. 
But  by  next  autumn — barring  any  more  may- 
hem— retail  sales  should  pick  up,  in  the  view  of 
many  analysts,  consultants,  and  retailers.  Na- 
tionwide, same-store  sales  in  the  U.S.  could 
grow  by  3%  to  5%,  says  Jay  Scansaroli,  man- 
aging partner  for  Andersen's  retail  advisory 
services,  in  contrast  to  what  he  thinks  was  a 
single-digit  decline  in  the  past  12  months.  "This 
year  will  be  a  brighter  year,"  he  says. 

Because  retail  sales  hinge  on  consumer 
spending,  a  real  reversal  of  fortune  for  retail 
will  require  an  economic  recovery  strong 
enough  to  raise  con- 
sumer confidence.  Some 
store  owners  consider 
that  wishful  thinking. 
"We're  planning  our 
business  as  if  the  econo- 
my won't  improve  over 
the  next  six  months," 
says  Eileen  Dunn,  vice- 
president  of  investor  re- 
lations for  Office  Depot 
Inc.  The  company  will 
open  40  stores  in  North 
America  in  2002,  the 
same  as  last  year — 
down  from  63  in  2000. 

Retail  bulls  see  lots 
of  reasons  why  sales  ' 
should  eventually  perk  up.  Liquidity  pumped 
into  the  economy  by  the  Fed's  11  interest- 
rate  reductions  last  year,  tax  cuts,  and  extra 
income  in  consumers'  pockets  from  falling  gas 
prices  will  all  make  it  easier  for  people  to  hit 
the  shops.  "The  third  and  fourth  quarters  of 
2002  could  be  surprisingly  positive,"  says  Gary 
Stibel,  principal  of  the  New  England  Consult- 
ing Group,  a  marketing  firm. 

Sales  growth  won't  solve  all  the  problems, 
however.  To  improve  the  bottom  line,  retailers 
will  have  to  keep  an  eye  on  inventory  and 
other  expenses.  Expect  retailers  to  scale  back 
expansions,  slash  advertising,  and  nan  leaner 
inventories.  The  latter  step,  in  particular, 
should  eliminate  some  of  the  most  damaging 
forms  of  discounting  and  in  turn  boost  sag- 
ging margins.  Lazard  Freres  &  Co.  expects 
operating  margins  for  the  nine  largest  spe- 
cialty stores — including  Abercrombie  &  Fitch, 
Gap,'  and  Talbots— to  grow  to  10.4%,  from  9.3% 
in  2001.  That's  an  improvement,  but  still  below 
the  1999  peak  of  13.4%. 


SALE  FEVER:  Even  as  a  recovery  kicks  in, 
consumers  will  be  looking  for  bargains 


Even  as  the  economy  picks  up,  consumers 
will  try  to  stretch  their  dollars.  So  discounters 
and  value-oriented  retailers  such  as  Wal-Mart 
Stores  Inc.  and  Target  Corp.'s  Target  Stores 
will  continue  to  take  market  share  away  from 
mall-based  department  stores  and  specialty 
stores,  which  retail  analyst  Mark  Mandel  of 
SunTrust  Robinson  Humphrey  describes  as 
"the  biggest  losers."  All  of  the  major  depart- 
ment-store chains  will  remain  under  pressure 
and  will  work  hard  to  get  rid  of  excessive  in- 
ventory. "The  discounters  will  continue  to  do 
abnormally  well,  regardless  of  whether  the 
economy  continues  to  suffer  or  turns  around," 
says  New  England  Consulting  Group's  Stibel. 
One  of  the  winners  could  be  Family  Dollar 
Stores  Inc.,  which  targets  low-  and  middle-in- 
come families.  The  4,247- 
store  chain  is  moving 
ahead  with  aggressive 
plans  to  open  525  new 
stores — up  from  502  last 
year.  Executive  Vice- 
President  George  R. 
Mahoney  Jr.  expects 
10%  growth  in  earnings 
and  5%  growth  in  same- 
store  sales,  driven  most- 
ly by  the  sale  of  such 
basic  consumables  as  de- 
tergents and  paper  nap- 
kins. "We  expect  to  con- 
tinue not  only  growing 
but  growing  profitably," 
"  says  Mahoney. 
Specialty  retailers,  on  the  other  hand,  will 
focus  more  on  improving  productivity  at  ex- 
isting stores  and  less  on  increasing  their  store 
base.  Specialty  apparel  stores  will  grow  their 
square  footage  by  7.3%  in  2002,  down  from 
8.8%  last  year,  estimates  Lazard  analyst  Todd 
Slater.  Overexpanded  chains,  such  as  Ann  Tay- 
lor Stores  Corp.,  will  see  their  growth  decel- 
erate significantly.  The  women's  apparel  re- 
tailer has  allocated  only  $47  million  to  capital 
expenditures,  down  43%  from  last  year,  as  it 
cuts  back  planned  new-store  openings  at  its 
Ann  Taylor  stores  division  from  20  to  7. 

Analysts  expect  specialty  outfits  that  exe- 
cute well,  such  as  American  Eagle  Outfitters 
Inc.,  to  do  better  than  most.  Ditto  for  women's 
apparel  chains  that  cater  to  baby  boomers, 
such  as  Talbots  Inc.,  which  is  successfully  ex- 
panding its  brand  into  large  sizes,  petites,  and 
accessories.  Those  retailers  that  manage  to 
differentiate  themselves — on  value,  not  just 
on  price — will  emerge  the  winners. 

By  Aixa  M.  Pascual  in  Atlanta 
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POSITIVES 

■  Manufacturers  push 
convenience  foods  like 
precooked  ground  beef 
and  tuna-in-a-pouch 

■  Free-range  chickens, 
no-pesticide  produce,  and 
organic  foods  are  soaring 

NEGATIVES 

■  Traditional  grocery 
stores  will  be  hit  by  the 
recession:  Sales  will  grow 
by  little  more  than  2% 

■  Restaurant  sales 
growth  slows  as 
consumers  cocoon  more 
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HUNGRY  FOR  CONVENIENC 


Americans  seem  to  have  a  bottomless  ap- 
petite for  eating  at  restaurants,  coffee 
shops,  juice  bars,  and  vending  machines. 
Last  year,  46%  of  family  food  dollars,  or 
about  $392  billion,  were  spent  on  meals  and 
snacks  outside  the  home.  The  tally  might  have 
been  a  little  higher  had  the  economy  not 
tanked.  Still,  some  food-industry  pundits  take 
the  long  view:  By  2010,  predicts  the  National 
Restaurant  Assn.,  Americans'  obsession  with 
convenience  will  spur  them  to  spend  53%  of 
their  food  budgets  awray  from  their  kitchens. 
This  year,  while  analysts  are  far  from  bull- 
ish, they  are  expecting  a  slight  increase  in 
restaurant  sales.  Trendy,  upscale  restaurants 
won't  be  as  packed  as  they  were  in  years  past, 
mainly  because  the  soft  economy  will  continue 
to  discourage  their  pa- 
trons, says  B.  Hudson 
Riehle,  a  senior  vice- 
president  at  the  restau- 
rant association.  But 
sales  at  fast-food  joints 
will  more  than  offset 
any  sluggishness  at  the 
top  end,  he  predicts.  So 
despite  the  economic 
malaise,  the  restaura- 
teurs expect  to  post  a 
3.9%  increase  in  busi- 
ness this  year,  to  $408 
billion.  Owners  and  man- 
agers remain  worried, 
however,  because  that 
growth  rate  lags  the  " 
5.4%  growth  of  2000.  When  the  association 
surveyed  its  members  in  recent  years  about 
major  challenges,  quality  of  labor  always 
topped  the  list.  Now,  says  Riehle,  "it's  the 
economy  and  maintaining  business." 

SlowT  growth  is  bound  to  have  repercussions 
for  restaurant  suppliers.  Some  of  the  big  out- 
lets are  already  getting  slammed,  including 
Tyson  Foods,  Pillsbury  (now  part  of  General 
Mills  Inc.),  and  H.J.  Heinz,  says  Robert  S. 
Goldin,  executive  vice-president  of  Technomic, 
a  food-industry  consultant.  Goldin  predicts  that 
suppliers  will  grow  at  a  mere  1%  to  2%.  How- 
ever, most  of  those  companies  have  much  larg- 
er grocery  retail  businesses,  which  will  com- 
pensate to  some  degree. 

Nobody  in  the  supermarket  industry  expects 
much  rebound  business  from  restaurants.  'Teo- 
ple  aren't  going  to  go  back  to  cooking  the  way 
their  grandparents  did,"  says  Michael  J.  Sanso- 
lo,  a  senior  vice-president  at  Food  Marketing  In- 
stitute, a  trade  group.  But  he  does  see  the 
slowdown  as  an  opportunity  for  member  su- 


permarkets to  fine-tune  their  appeals  t<| 
pers — and  perhaps  bolster  their  notoriouJ 
margins  as  well.  Give  shoppers  a  chol 
twTeen  lower  prices  or  more  conveniencj 
Sansolo,  and  convenience  will  win  ever 

Harried  shoppers  certainly  seem  to  li 
one-stop  approach.  Sansolo  notes  that  if 
is  among  the  3%  of  supermarkets  with 
pumps,  "half  of  the  shoppers  will  use  tl 
station  because  of  the  convenience  factoi 
other  convenience  technology  that's 
stores  and  shoppers  by  storm  is  self-scJ 
checkout  lanes.  Already  used  by  an  est! 
20%  of  grocery  stores,  self-scanning  is  [ 
win-win  innovation.  It  lets  shoppers  li 
the  cashier  and  saves  the  store  money 
Convenience  has  been  a  strength  of 
aged-foods  producij 
decades.  To  cc 
with  today's  genej 
food  producers 
bringing  "almostl 
food"  products  e'J 
homes      without 
crowave  ovens.  Fj 
size  meals  will  g(J 
the  freezer,  to  thel 
and  to  the  table ' 
little  as  10  minui 
the  kids  still  get 
tient,  parents  canl 
out     some    distr.i 
FAST  FOOD:  With  self-service  scanners,  novelties  this  yeaj 

shoppers  save  time,  and  stores  save  mo7iey  toast    decorated 

blue-and-pink  mard 


Food  and  restaurant  execs  are  keeping 
fingers  crossed  that  terrorists  will  stay| 
from  food.  After  September  11,  rest? 
sales  took  a  noticeable  hit — but  if  tht 
supply  were  attacked,  the  outcome  coil 
even  w7orse.  William  T  Hawks,  an  Agricf 
Dept.  Under  Secretary,  says  precaution 
being  taken.  Already,  the  number  of  fol 
spectors  at  U.  S.  ports  of  entry  has  incrl 
by  nearly  40%,  for  example.  But  imp! 
foods  flow  through  so  many  ports  thatl 
security  could  never  be  absolutely  guarail 
By  the  same  token,  a  supply  networll 
complex  would  be  difficult  for  anyone  tj 
rupt  significantly.  Still,  imagine  the  reacil 
food  laced  with  botulism — not  to  menticl 
thrax — turned  up  in  a  few^  supermarkets! 

That  hypothetical  threat  seems  not 
worrying  shoppers  and  diners — which  i| 
with  food  producers  and  restaurants, 
without  terrorism,  the  challenges  for  tht| 
industry  this  year  will  be  steep. 

By  Julie  Forster  in  Chi 
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POSITIVES 

■  Outsourcing  will 
remain  strong,  as 
companies  seek  to  boost 
operating  efficiency 

■  Security  will  continue 
to  be  a  high  priority, 
creating  a  windfall  for 
some  companies 

NEGATIVES 

■  Demand  for  much 
consulting  will  evaporate 
as  clients  cut  costs 

■  Few  firms  will  avoid 
layoffs,  and  many  small 
firms  may  go  under 

PRODUCTIVITY 

VALUE  ADDED 
PER  EMPLOYEE,  '01  DOLLARS 

1998  2002  EST 

$64,000       $63,000 
AVERAGE  YEARLY  CHAN6E 

-0.2% 

EMPLOYMENT 

♦  =  250,000 


AJ^tAUA* 


WAX 


TO 

10.3  MILLION 


W#W 


GROWTH  PROSPECTS 


C 


2002 

OUTPUT        $651.5 
OUTPUT  GROWTH 

1998-2001 

BILLION 
-0.2% 

AV6.  YEARLY  GROWTH 

1.5% 

Data:  Economy.com 


FIRST,  KILL  THE  CONSULTAN 

M 


I  ost  industries  would  have  been  thrilled 
with  consulting's  2001  revenue  growth. 
But  for  consultants,  it  was  the  worst 
I  year  in  a  decade.  Many  were  weaned 
on  double-digit  increases  in  the  1990s,  so  last 
year's  gains — expected  to  end  up  in  the  mid- 
single  digits — felt  puny. 

This  year  won't  be  much  better,  but  there 
are  some  bright  spots  in  the  business  arena 
known  as  professional  services — a  sprawling 
industry  that  includes  the  Big  Five  consul- 
tants and  the  consulting  arms  of  IBM  and  oth- 
er computer  giants.  With  most  clients  in  full 
cost-cutting  mode,  traditional  consultants  who 
help  companies  implement  new  strategies  and 
technology  may  be  shown  the  door.  But  more 
companies  will  be  turning  to  outsourcing — es- 
sentially handing  their 
back-office  activities  over 
to  firms  such  as  Accen- 
ture  Ltd.  and  IBM  Global 
Services,  which  manage 
these  functions  for  their 
clients.  Meanwhile,  the 
September  11  terrorist 
attacks  dramatically  in- 
creased demand  for  se- 
curity services,  unleash- 
ing a  deluge  of  business 
for  Kroll,  Visionics,  and 
others.  Both  trends  will 
roll  ahead  in  2002. 

It's  a  good  thing,  too, 
because  much  of  the 
consulting  sector  will  be  ' 
slowing  to  a  crawl.  Dean  McMann,  ceo  of  the 
Ransford  Group,  a  Houston-based  company 
that  tracks  the  consulting  industry,  says  the 
bloodbath  that  started  in  2001  will  continue 
this  year.  Few  firms  will  avoid  layoffs.  And  a 
few  hundred  boutique  firms  are  likely  to  go  un- 
der, as  demand  for  strategy,  operational,  and 
technology  advice  remains  weak.  Sectorwide, 
Kennedy  Information  LLC  estimates  2002  rev- 
enues, excluding  outsourcing,  will  be  $127.3 
billion — an  increase  of  6%  and  a  slight  im- 
provement from  2001  revenue  growth  of  5%. 

Why  the  recent  slowdown?  With  the  reces- 
sion dragging  on,  companies  are  scrutinizing  all 
nonessential  costs,  and  consulting  services 
rarely  make  the  cut.  Moreover,  with  technolo- 
gy spending  down,  the  consulting  industry  has 
lost  one  of  its  biggest  growth  drivers — helping 
clients  install  newfangled  computer  systems. 
McMann  says  demand  for  information-technol- 
ogy consulting  fell  by  6%  in  2001,  with  some 
companies  seeing  declines  of  up  to  20%.  "Con- 
sultants are  the  first  ones  booted  out,"  says 


ON  GUARD:  Security  is  one  of  the  few  areas 
of  growth  in  an  otherwise  dismal  landscape 


Tom  Rodenhauser,  president  of  Consul  j 
formation  Services.  "They  suffer  first 
when  times  are  bad." 

Fortunately  for  Accenture  and  IB  I 
sourcing  services  seem  to  blossom  whj 
ventional  consulting  work  slirivels  up.  D* 
Inc.  estimates  that  North  American  te 
sourcing  revenues  will  grow  from  $101.(| 
in  2001  to  $159.6  billion  in  2005,  while 
process  outsourcing  revenues  will  exps 
$79.2  billion  to  $142.7  billion.  For  the 
months  of  2001,  outsourcing  revenues 
15%  at  IBM,  and  50%  at  Cap  Gemini  El 
Young's  North  American  business.  AcoJ 
expects  to  report  that  outsourcing  rei 
have  increased  32%  in  the  latest  quartel 
pared  to  the  year-prior  period.  And  Prj 

terhouseCoopers 
350%  in  two  yean' 
pwc  partner  Toi 
banks,  with  amus 
derstatement 
this  as  a  h 
market." 

The  U.S.  coll 
obsession  with  se 
meanwhile,  has  t 
into  a  bonanz 
Visionics  Corp.,  a 
of  facial-recognitio 
ware,  and  Kroll 
which  provides  a 
range  of  services, 
background  chec 
"  million-dollar    se« 

assessments.  Kroll  is  so  busy  in  the  wi 
the  terrorist  attacks  it's  turning  away  six- 
assignments  and  expects  its  first  prof 
quarter  in  more  than  a  year.  Visionics  r< 
ed  2001  revenues  of  $30.5  million,  a  19 
crease,  and  expects  annual  revenue  grovi 
35%  to  50%  in  2002.  Says  Visionics  ceo  J. 
J.  Atick:  "We've  become  an  industry  w 
clear  and  present  value  proposition." 

Outsourcing  and  security  aren't  the 
pockets  of  growth  in  an  otherwise  dismal 
fessional  services  landscape,  kpmg  Consult: 
seeing  double-digit  growth  in  its  public  sei 
business,  which  provides  consulting  ser 
for  federal,  state,  and  local  governments, 
some  are  predicting  a  resurgence  in  IT 
suiting,  citing  pent-up  demand  after  the  lo 
spending  drought.  But  that  may  be  just  \ 
ful  thinking.  For  consultants  to  thriv 
year,  they'll  need  to  show  they  can  m 
contribution  to  the  bottom  line.  For 
can't,  the  party's  over. 

By  Louis  Lavelle  in  New 


,W  M^n^m^J^rum^x^.  2sm? 


1GN0SIS  2002 


SPOTLIGHT 


REVENUES  OF 

-  FOR-PROFIT  — 

EDUCATION  FIRMS 


'99       '00      '01       '02 
IUONS  OF  DOLLARS  L-ESr-l 

Data  Eduventures.com 

POSITIVES 


Higher  unemployment 
[J  I  drive  up  enrollments 
,  for-profit  institutions 
ftering  to  adults  over  25 

!  The  Bush  education 
1 1  will  buoy  firms  that 
wide  testing  and 
ttool  management 


M 


NEGATIVES 


The  recession  will  cut 
(/ernment  spending  on 
Tools  and  colleges 

Venture-capital 
/estment  in  education 
)jects  will  stay  anemic 

PRODUCTIVITY 

VALUE  ADDED 
PER  EMPLOYEE.  01  DOLLARS 

1998  2002  EST. 

•46.000      $44,000 

.VERAGE  YEARLY  CHANGE 

-1.4% 

EMPLOYMENT 

I  =  250.000 


12.4  MILLION 


ROWTH  PROSPECTS 


A 


2002 

$542.5  BILLION 
GROWTH  2.0% 


1998-2001 
YEARLY  GROWTH 

Data:  Economy.com 


SERVICES 


EDUCATION 


1.1% 


A  NEW  PUSH  TO  PRIVATIZE 


A  year  ago,  the  $800  billion  education  in- 
dustry seemed  poised  for  rapid  growth, 
propelled  by  public  pressure  to  fix  failing 
schools.  But  the  war  on  terrorism  has 
put  school  reform  on  the  back  burner,  and  the 
deepening  recession  has  forced  many  states 
to  scale  back  school  spending.  Meanwhile,  ven- 
ture capitalists — who  had  pumped  $5.5  billion 
into  for-profit  education  companies  in  1999  and 
2000 — turned  down  the  spigot,  cutting  new  in- 
vestments by  75%  in  2001. 

As  a  result,  2002  is  shaping  up  as  a  mixed 
year  for  education.  Public  spending  on  schools 
and  colleges — which  ac- 
counts for  the  bulk  of  edu- 
cation revenues — will  con- 
tinue to  be  squeezed  as  the 
recession  cuts  into  tax  re- 
ceipts. Prior  to  September 
11,  "the  rate  of  spending  in- 
creases on  education  had  al- 
ready slowed  sharply,"  says 
Ted  Sanders,  president  of 
the  Education  Commission 
of  the  States,  which  moni- 
tors nationwide  education 
trends.  Higher  education 
has  been  hit  the  hardest,  he 
says,  forcing  a  7.7%  hike  in 
tuitions  at  public  universi- 
ties in  the  current  academic 
year,  up  from  a  4.6%  in- 
crease last  year. 

Even  in  this  difficult  en- 
vironment, many  companies 
in  the  for-profit  education 
arena  are  succeeding.  Edu-  ■ 
ventures,  a  Boston  researcher,  expects  the 
$113  billion  for-profit  sector  to  grow  5%  this 
year — far  faster  than  education  or  the  economy 
as  a  whole.  Consider  the  companies  that  man- 
age public  schools  for  a  profit.  They  continue  to 
face  intense  opposition  from  teachers'  unions 
and  other  critics.  But  H.  Christopher  Whit- 
tle, ceo  of  Edison  Schools  Inc.,  the  largest  for- 
profit  schools  operator,  still  expects  revenues  to 
soar  42%,  to  more  than  $500  million,  in  the  fis- 
cal year  ending  June  30.  And  on  December 
21,  after  an  acrimonious  debate,  school  priva- 
tization got  its  biggest  boost  yet  when  the 
state  of  Pennsylvania  took  over  the  deeply 
troubled  Philadelphia  school  system.  As  part  of 
the  takeover,  Edison  expects  to  receive  a  con- 
tract to  manage  45  of  the  city's  schools. 

A  renewed  federal  focus  on  school  reform 
will  also  help  industry.  "There's  no  question 
that  passage  of  President  Bush's  education  bill 
will  propel  growth"  among  for-profit  companies 


TOUGH  TEST:  Diving  tax  receipts 
may  batter  school  budgets 


in  the  kindergarten-to-12th-grade  sector,  says 
Whittle.  True,  Congress  refused  to  approve 
vouchers  that  parents  could  use  to  send  their 
children  to  private  schools.  But  the  bill  will 
prod  alternatives  such  as  charter  schools,  which 
are  publicly  funded  but  can  be  run  by  private 
companies.  Meanwhile,  the  bill's  requirement 
that  children  be  tested  annually  in  grades  3 
through  8  will  create  a  bonanza  for  testing 
companies.  Over  the  next  five  years,  hundreds 
of  millions  of  dollars  will  be  spent  "to  help 
teachers  and  administrators  prepare  for  these 
tests,"  says  Jonathan  Grayer,  president  of  test- 
prep  leader  Kaplan  Inc. 

Equally  strong  tail  winds 
are  behind  companies  such 
as  Education  Management 
Corp.  and  Apollo  Group 
Inc.,  which  provide  post-sec- 
ondary education  to  work- 
ing adults.  The  recession 
will  help  boost  enrollment 
at  schools  such  as  Apollo's 
University  of  Phoenix  be- 
cause more  workers  look  to 
retool  during  downturns. 
Fred  McCrae,  an  education 
analyst  at  Thomas  Weisel 
Partners  LLC,  thinks  post- 
secondary  outfits  "should 
grow  earnings  20%  to  25%." 
In  contrast,  there  won't 
be  much  growth  in  the  $32 
billion  industry  that  pro- 
vides corporate  training, 
predicts  Gregory  M.  Priest, 
"  ceo  of  SmartForce  PLC.  This 
area  will  suffer  as  Corporate  America  contin- 
ues to  cut  costs.  But  companies  that  provide 
training  over  the  Internet,  such  as  Smart- 
Force,  will  shine.  E-learning  spending  by  com- 
panies should  growr  73%,  to  $7.3  billion,  pre- 
dicts International  Data  Corp.  And  once 
workers  are  exposed  to  e-learning  on  the  job, 
they're  increasingly  turning  to  institutions  that 
allows  them  to  earn  college  degrees  online. 

To  be  sure,  the  plunge  in  venture-capital 
funding  triggered  a  brutal  shakeout  in  2001. 
"Most  of  the  companies  built  on  bad  ideas 
over  the  past  three  years  are  gone,"  says  Pe- 
ter Stokes,  an  executive  vice-president  at  Edu- 
ventures.  But  for  the  survivors,  the  outlook  is 
bright.  "For-profit  companies  will  play  a  larger 
and  larger  role  in  education,"  says  Gregory 
W  Cappelli,  an  analyst  at  Credit  Suisse  First 
Boston.  Looks  like  the  handwriting  is  on  the 
classroom  wrall. 

By  William  C.  Symonds  in  Boston 
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POSITIVES 

■  Airlines  and  hotels 
will  be  cheered  by  lower 
fuel  costs  and  reduced 
wage  pressures 

■  With  fewer  new  hotels 
opening  or  jets  being 
delivered,  existing 
players  will  benefit  from 
a  slowdown  in  capacity 
growth 

NEGATIVES 

■  A  rebound  in  lucrative 
business  travel  could 
lag  behind  the  economic 
recovery 
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AIRLINES:  HOW  UGLY? 


For  the  beleaguered  U.  S.  travel  industry, 
the  outlook  for  2002  is  either  bad  or 
downright  ugly.  It  all  depends  on  how 
quickly  the  nation's  business  travelers 
get  moving  again.  The  timing  and  strength  of 
the  recovery  will  be  one  factor.  But  the  indus- 
try must  also  reckon  with  travelers'  post-9/11 
fears  and  the  hassle  factor  created  by  new 
security  measures  at  the  nation's  airports.  "All 
of  it  is  fairly  depressing,"  notes  Philip  A.  Bag- 
galey,  airline  analyst  at  Standard  &  Poor's. 

Bad  as  the  prospects  are,  however,  2002 
will  likely  be  better  for  the  airlines  than  last 
year.  In  2001,  some  carriers 
were  pushed  to  the  edge  of 
bankruptcy  by  the  after- 
shocks of  the  terrorist  at- 
tacks. Not  factoring  in  the 
government's  $5  billion 
bailout,  operating  losses  for 
the  top  nine  carriers  totaled 
an  estimated  $7  billion  on 
revenues  of  $84.7  billion, 
which  fell  15%  from  2000, 
says  analyst  Susan  M. 
Donofrio  of  Deutsche  Banc 
Alex.  Brown  Inc.  The  red 
ink  will  continue  to  flow  in 
2002,  she  predicts,  with  op- 
erating losses  of  $2.4  billion 
on  $86.2  billion  in  revenue. 
Only  by  2003,  if  all  goes 
well,  will  carriers  see  oper- 
ating profits:  $3.7  billion  on 
revenues  of  $99.7  billion. 
Some  carriers  are  poised 

to  do  better  than  the  pack.  

Southwest  Airlines  Co.  is  likely  to  show  a 
profit  this  year,  thanks  to  its  low-cost  busi- 
ness model.  "Low  fares  work  in  our  favor  in  a 
weaker  business  travel  environment,"  says  cfo 
Gary  C.  Kelly.  And  Gordon  M.  Bethune,  ceo  of 
Continental  Airlines  Inc.,  predicts  he'll  out- 
pace many  rivals,  thanks  mostly  to  a  better 
product  and  "foolish"  cost-cutting  by  competi- 
tors, who  are  dropping  even  bare-minimum 
amenities  such  as  in-flight  meals  and  maga- 
zines. He  anticipates  a  profitable  second  quar- 
ter; analysts  foresee  a  net  loss  for  the  year. 

One  thing  is  sure  to  help  the  industry.  In  the 
wake  of  the  terrorist  attacks,  airlines  cut  ca- 
pacity 20%  by  flying  some  planes  less  each  day 
and  mothballing  others.  Of  these,  American 
Airlines  CFO  Thomas  W.  Horton  figures  the 
oldest  planes  will  not  return  to  service.  Indus- 
try capacity,  then,  could  be  down  6%  by  the 
end  of  next  year,  compared  with  pre-September 
11  levels.  With  less  capacity  and  an  economic 


GROUNDED:  Even  with  the  bailout, 
the  airlines  could  see  big  losses 


pickup,  "You  can  build  a  case  for  a  dece 
covery  in  the  airline  industry,"  says  Hor 
There's  also  a  little  blue  sky  in  the  cot 
ture.  Fuel  prices  are  falling,  and  the 
try's  bleak  financial  outlook  has  put  a  lid 
bor's  wage  demands.  Indeed,  analysts 
United  Airlines  and  us  Airways  Grou] 
will  win  givebacks  this  year  from  labor  tx 
them  stay  in  the  air.  That  could  set  a  pa 
for  others  to  follow. 

Some  analysts  think  weak  carriers  su 
America  West  Airlines  and  us  Airways 
be  forced  to  restructure  or  merge  in  2002 
who  would  buy  them? 
the  biggest  players  ar< 
ing  money  and  would 
steep  resistance  from 
unions,  as  long  as  theii 
members  remain  lair 
The  fates  of  the  we* 
will  be  decided,  in  paij 
how  the  federal  gove: 
chooses  to  dole  out  $1 
Hon  in  loan  guarantees 

When  airlines 
hotels  suffer,  too.  Co: 
Bjorn  Hanson  of  Pric 
terhouseCoopers  notes 
64%  of  journeys  in  vol 
hotel  stay  include  an 
trip.  This  year,  occup 
will  sink  to  59.6%,  the 
est  level  since  1971. 
revenue  per  available  l 
will  drop  02%— on  the  1 
of  a  6.7%  decline  in  2| 
^e  worst  drop  since 
Great  Depression.  After  plummeting  27% 
year,  total  industry  profits  should  grow  a  \ 
1.8%,  to  $17.1  billion,  on  revenues  of  $ 
billion,  thanks  in  part  to  some  cost-cuttin; 

Compared  to  their  brethren  in  the  ho 
airline  businesses,  car  rental  executives  1 
far  more  flexibility  in  adjusting  capacity  tc 
mand.  Avis,  owned  by  Cendant  Corp.,  foi 
stance,  has  cut  its  fleet  to  about  170,00j 
from  230,000  since  August.  Similar  moves 
competitors  have  helped  support  recent  el 
to  raise  rental  rates.  Even  so,  because  of| 
severe  slowdown  in  business  travel,  ave: 
rates  will  fall  about  4%  this  year,  says  Da 
Romano,  senior  director  of  revenue  mam| 
ment  at  Budget  Group  Inc.  Cheap  plane  1 
ets,  discounted  hotel  rooms,  and  cut-rate 
cars:  It  means  that  for  the  first  time  in  y< 
business  customers  have  everyone  in  the  1 
el  industry  over  a  barrel. 

By  Wendy  Zellner  in  Da 


124  BusinessWeek  /  January  14.  200^ 


Where  does  the  CFO  turn 
when  everyone  is  turning  to  the  CFO? 

Best  Financial  Practices  for  a  New  Era  of  Risk,  April  24  -  26,  2002. 

BusinessWeek's  11th  Annual  CFO  Forum  at  the  Four  Seasons  Resort  Aviara,  Carlsbad,  California. 

For  sponsorship  opportunities,  please  contact  Jim  Richardson  at  (212)  512-4435. 

Space  is  limited.  To  register  call  Jenny  Dantone  at  (212)  512-4006 
or  visit  us  at  www.conferences.businessweek.com 
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Euro  banknotes  are  a\ 
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€50.  €100.  €200  and  €1 
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On  1  January  300  million  Europeans  in  12  countries  woke  up  to  a  new  currency: 
the  euro.  The  euro  is  not  new:  it  has  been  used  in  electronic  transactions  and  by  banks  and 
international  businesses  since  January  1999.  Now,  following  the  launch  of  euro  banknotes 
and  coins,  everyone  living,  doing  business  or  travelling  in  any  of  the  12  countries  is  benefiting 
from  dealing  in  just  one  currency. 

There  are  seven  euro  banknote  denominations,  which  can  be  recognised  easily  by  their 
look  and  feel:  the  larger  the  banknote,  the  higher  the  value.  There  are  also  eight  denominations 
of  euro  coins,  each  having  a  common  side  and  a  national  side.  The  common  side  shows  the  value 
of  the  coin.  The  national  side  differs  from  country  to  country. 

You  can  use  all  euro  banknotes  and  coins  in  each  of  the  participating  countries.  For  the 
first  time  in  the  history  of  Europe  12  currencies  have  made  way  for  just  one:  the  euro. 
www.euro.ecb.int 
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The  countries  sharr 
Austria.  BelgiL- 
Germany,  Greece.  It 
Luxembourg,  the  N<: 
Portugal  and  Spain. 
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Inside  Wall  Street 


LONGER  OLD  HAT? 


Remember  Red  Hat  (rhat)?  Once  fodder  for 
cocktail-party  buzz,  the  stock  zoomed  to  a 
151  high  in  December,  1999,  four  months 
after  a  dazzling  Nasdaq  debut.  By  Sept.  17,  2001, 
it  traded  at  a  lowly  2.4.  Champions  went  mum 
until  recently:  Shares  of  the  Linux  operating  sys- 
tem distributor  have  leapt  to  7  since  Nov.  27, 
when  IBM  said  it  would  collaborate  with  Red 
Hat  to  develop  software  and  services  for  its 
fleet  of  eServer  products.  IBM  carved  Red  Hat  a 
slice  of  its  fat  $1.3  billion  budget  this  year  for 
projects  using  Linux — an  operating  system  that 
allows  users  to  customize  software  rather  than 
buy  a  one-size-fits-all  prod- 
uct from,  say,  Microsoft. 

So  far,  Wall  Street  isn't 
impressed  by  the  recent 
gains:  Four  of  five  analysts 
who  cover  the  stock  are 
still  bearish,  according  to 
Zacks  Investment  Re- 
search. But  at  least  one 
gutsy  stock-picker  says  Big 
Blue's  deal  signals  that 
Red    Hat    has    longevity. 
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Contrarian  Bernie  Schaeffer  of  Schaeffer's  In- 
vestment Research  issued  a  special  bulletin  to  his 
newsletter  subscribers  recommending  Red  Hat, 
which  he  thinks  could  trade  at  20  in  a  year.  "I 
make  no  bones  about  it  being  risky,"  he  says. 
"But  it  could  be  one  of  those  situations  where 
the  potential  rewards  are  explosive." 

While  Red  Hat  is  the  global  leader  in  Linux- 
customized  technology — its  market  share  is 
60% — it  faces  fierce  competition  from  Microsoft 
and  Sun  Microsystems'  server-based  products. 
This  year  could  mark  a  turning  point:  Blue-chip 
users  increasingly  are  choosing  flexible  operating 
systems  and  opting  to  sidestep  steep  up-front  li- 
cense fees.  Further,  Red  Hat  beat  analysts'  pre- 
dictions with  earnings  before  noncash  items,  like 
goodwill,  of  $1.3  million,  or  a  penny  per  share,  for 
the  fiscal  third  quarter,  compared  with  breakeven 
results  the  prior  quarter.  Management  says  the 
fourth  quarter  will  be  profitable. 

BIOTECH  WITH 
A  TWIST 
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|he  hoped-for  surge  in  biotech 
drugs  could  be  the  prescription 
for  fresh  growth  at  Caremark 
Rx  (CMX).  The  $4  billion  Birmingham 
(Ala.)  outfit  is  already  one  of  the 
largest  pharmaceutical  services  com- 
panies in  the  U.  S.,  distributing  drugs 
and  administering  benefits  for  big  cor- 
porations and  insurance  companies.  It 
also  operates  a  booming  mail-order 
business. 


Analysts  have  issued  incremental  upgrades 
throughout  the  past  year  as  the  company's  earn- 
ings beat  projections.  Through  the  nine  months 
ended  Sept.  30,  2001,  net  revenues  rose  by  al- 
most a  third,  while  profits  jumped  72%,  to  50<2  a 
share.  That  pushed  the  stock  to  16,  a  20%  one- 
year  gain.  But  there's  more  to  Caremark  than 
the  HMO-style  distribution  model,  which  has  low 
margins,  says  Rob  Plaza,  a  Morningstar  stock  an- 
alyst: "If  that's  all  they  were,  I  wouldn't  be  as 
high  on  the  stock."  Plaza  says  Caremark  is 
among  the  few  drug  distributors  with  the 
knowhow  to  deliver  speciality  therapies  to  at- 
home  patients  for  such  severe  illnesses  as  he- 
mophilia and  multiple  sclerosis.  Although  there's 
competition  from  Gentiva  Health  Services  and 
Priority  Healthcare  in  the  new  biotech  arena, 
Plaza  says  Caremark  is  miles  ahead.  Analyst 
Anne  Barlow  of  sws  Securities  is  also  bullish:  She 
expects  the  stock  to  double  in  12  months. 

PEC'S 

PENTAGON  POWER 

The  war  on  terrorism  could  open  up  more 
doors  for  pec  Solutions  (pecs).  The  Fairfax 
(Va.)  company  not  only  develops  systems  to 
improve  the  efficiency  of  government  and  the 
armed  forces'  use  of  the  Internet — but  also  builds 
the  security  systems  that  safeguard  sensitive 
data.  Private  for  16  years  before  going  public  in 
April,  2000,  it  has  been  on  a  roll:  Reported  profits 
of  $3.7  million  in  the  third  quarter  of  last  year 
amount  to  a  64%  increase  over  the  prior  year. 
Revenues  were  up  as  much,  to  $29  million.  Then 
came  September  1 1 :  pec's  stock  quadrupled  in 
2001,  to  37.5. 

At  this  level,  it  trades  at  a  lofty  58  times  con- 
sensus earnings  forecast  of  64<2  a  share  for  2002. 
UBS  Warburg  equity  analyst  Adam  Frisch  adds, 
"The  estimates  for  this  year  may  turn  out  to  be 
conservative."  That's  because 
some  new  developments 
aren't  yet  built  into  the  fore- 
cast. On  Nov.  20,  PEC  ac- 
quired rival  troy  Systems 
for  $18  million,  troy  will 
contribute  at  least  an  esti- 
mated $33  million  in  rev- 
enues and  5<2  in  pec's  per- 
share  earnings.  But  not  all 
the  benefits  of  the  merger 
have  played  out.  Cross-sell- 
ing and  margin  improvements  could  bolster  profits. 
Even  more,  anticipated  IT  security  contracts  from 
the  new  Office  of  Homeland  Security  and  govern- 
ment offices — forecast  to  jump  15%  to  $65  billion 
by  2007 — have  not  been  calculated  into  the  mix. 
Gene  Martial  is  on  vacation. 
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Read  Gene  Marcial's  Inside  Wall  Street  Online  column  Tuesday 

afternoons  at  wwv.businessweek.com/today.htm.  And  see  him 

Fridays  at  1:10  p.m.  est  on  CNNfn's  The  Money  Gang. 
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■  Stocks 

S&P  500 
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GLOBAL  MARKETS 


Jan.  2     Week 
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1154.7 
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COMMENTARY 

Equities  began  2002  on  a  positive  note, 
with  the  Dow  Jones  industrial  average, 
the  S&P  500  index,  and  the  Nasdaq 
Composite  rising  0.5%,  0.6%,  and 
1.5%  respectively.  Adding  to  Wall 
Street's  cheer  was  a  report  on  Jan.  2 
pointing  to  a  rebound  in  U.S.  manufac- 
turing. Cisco  Systems,  rising  6.2%,  and 
Intel,  up  4.9%,  paced  the  large-caps  in 
the  first  trading  session  of  the  year. 

Data:  Bloomberg  Financial  Markets 
Bridge  Information  Systems,  Inc. 


S&P  500  1154.7 

Dow  Jones  Industrials  10,073.4 

Nasdaq  Composite  1979.3 

S&P  MidCap  400  506.5 

S&P  SmallCap  600  231.7 

Wilshire  5000  10,750.9 

SECTORS 

BusinessWeek  50*  729.1 
BusinessWeek  Info  Tech  1 00**    425.8 

S&P/BARRA  Growth  599.8 

S&P/BARRA  Value  553.6 

S&P  Energy  818.4 

S&P  Financials  147.4 

S&P  REIT  93.5 

S&P  Transportation  686.7 

S&P  Utilities  236.6 

GSTI  Internet  105.5 

PSE  Technology  695.8 
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0.1 
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-0.8 

0.0 

-30.1 

0.5 

-33.2 
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-9.3 

S&P  Euro  Plus  (U.S.  Dollar)         1085.2  4.4 

London  (FT-SE 100)  5218.3  0.8 

Paris  (CAC  40)  4580.4  1.7 

Frankfurt  (DAX)  5167.9  3.0 

Tokyo  (NIKKEI  225)  10,542.6  3.4 

Hong  Kong  (Hang  Seng)  11,350.9  1.3 

Toronto  (TSE  300)  7646.8  1.2 

Mexico  City  (IPC)  6410.1  0.6 

FUNDAMENTALS Dec.  31        Wk| 

S&P  500  Dividend  Yield  1.36% 

S&P  500  P/E  Ratio  (Trailing  1 2  mos.)  47.8 
S&P  500  P/E  Ratio  (Next  1 2  mos.)*  21.8 
First  Call  Earnings  Surprise*  8.13%       1 

*First  Call  Corp. 

TECHNICAL  INDICATORS       Dec.  31      Wk. 


-Mar.  19,  1999  =  1000 


*Feb.  7,  2000  =  1000 


S&P  500  200-day  average 
Stocks  above  200-day  average 
Options:  Put/call  ratio 
Insiders:  Vickers  Sell/buy  ratio 


1166.9  1168 

56.0%  51, 

0.67  0- 

2.39  2 


BEST-PERFORMING 
GROUPS 


Last 
month  % 


Last  12 
months  % 


WORST-PERFORMING    Last 

GROUPS  month  % 


Office  Electronics  24.1 

Internet  Software  19.7 

Homebuilding  18.5 

Building  Products  15.9 

Health-Care  Suppliers  13.5 


Office  Electronics  84.8 

Computers  &  Electronics  65.1 

Specialty  Stores  59.2 

Metal  &  Glass  Containers  50.5 

Motorcycle  Manufacturers  44.1 


Food  Retail  -11.4 

Biotechnology  -9.0 

Automobile  Manufacturers  -9.0 

Agricultural  Products  -7.9 

Multi-Utilities  -7.4 


Multi-Utilities 
Computer  Storage 
Telecomms.  Equip 
Electronic  Equip.  I 
Network  Equipme 
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Mutual  Funds 


Week  ending  Jan.  1 
■  S&P  500    ■  U.S.  Diversified    RAH  Equity 

4-week  total  return 


EQUITY  FUND  CATEGORIES 

4-week  total  return %      52-week  total  return 

Leaders 

Latin  America  8.0 

Small-cap  Value  6.6 

Small-cap  Growth  6.4 

Small-cap  Blend  6.2 
Laggards 

Japan  -3.4 

Health  0.4 

Diversified  Pacific/Asia  0.6 

Domestic  Hybrid  1.1 


Leaders 

Precious  Metals 
Small-cap  Value 
Real  Estate 
Mid-cap  Value 
Laggards 
Technology 
Communications 
Japan 
Europe 


20.8 

15.4 

9.9 

7.5 

-35.9 
-35.0 
-28.8 
-22.9 


Week  ending  Jan.  1 
■  S&P  500    ■  U.S.  Diversified    RAH  Equity 

52-week  total  return 


EQUITY  FUNDS 

4-week  total  return 


%      52-week  total  return 


%      -16      -12      - 
Data:  Standard  &  Poor's 


Leaders 

Frontier  Equity  24.2 

Van  Wagoner  Emerging  Gr.  16.3 

Van  Wagoner  Post  Venture  15.5 

Polynous  Growth  A  15.0 
Laggards 

American  Heritage  -11.1 

World  GenomicsFund.com  -10.9 

Banknorth  Large  Cap  Value  -9.7 

Potomac  Internet  Short  -8.4 


Leaders 

Pilgrim  Russia  A  80.3 

Schroder  Cap.  Ultra  Inv.  73.5 

Matthews  Korea  71.1 

Ameristock  Focused  Value  60.4 
Laggards 

Berkshire  Focus  -72.2 

Berkshire  Technology  -71.7 

Merrill  Lynch  Focus  20  B  -70.4 

Van  Wagoner  Mid-Cap  Gr.  -66.4 


Interest  Rates 


KEY  RATES 

Jan.  2 

Week  at 

MONEY  MARKET  FUNDS 

1.81% 

1.85^ 

90-DAY  TREASURY  BILLS 

1.73 

1.72 

2-YEAR  TREASURY  NOTES 

3.20 

3.23 

10-YEAR  TREASURY  NOTES 

5.16 

5.20 

30-YEAR  TREASURY  BONDS 

5.56 

5.53 

30-YEAR  FIXED  MORTGAGE! 

7.21 

7.25 

fa 


tBanxQuote,  Inc. 

BLOOMBERG  MUNI  YIELD  EQUIVALENTS 

Taxable  equivalent  yields  on  AAA-rated,  tax-exemp 
bonds,  assuming  a  31%  federal  tax  rate. 

10-yr.  bond 


to 
I 


i%- 


I 


GENERAL  OBLIGATIONS 
TAXABLE  EQUIVALENT 


4.55% 
6.59 


INSURED  REVENUE  BONDS 
TAXABLE  EQUIVALENT 


4.68 
6.78 


■  THE  WEEK  AHEAD 

FACTORY  INVENTORIES  Tuesday,  Jan.  8,  10 
a.m.  EST*-  Manufacturing  inventories 
probably  fell  1%  in  November,  after  a 
ninth  consecutive  decline  in  October 
of  0.4%. 

INSTALLMENT  CREDIT  Tuesday,  Jan.  8,  3 
p.m.  EST*  Consumers  likely  added  $5 
billion  of  debt  in  November,  after  piling 
up  $7  billion  of  new  debt  in  October. 
That's  according  to  the  median  forecast 
of  economists  surveyed  by  Standard  & 
Poor's  MMS,  a  unit  of  The  McGraw-Hill 


Companies.  Since  June,  consumers  have 
paid  off  over  $10  billion  of  revolving 
credit — consisting  primarily  of  credit  card 
debt.  Conversely,  incentives  by  automak- 
ers and  low  mortgage  rates  have  enticed 
consumers  to  pile  up  $23  billion  of  non- 
revolving  debt  over  the  past  four  months. 

EXPORT-IMPORT  PRICES  Thursday,  Jan.  10, 
8:30  a.m.  EST*-  Import  prices  in  Decem- 
ber likely  dropped  0.6%,  while  export 
prices  probably  fell  0.3%.  In  November, 
falling  oil  prices  pulled  import  prices 


down  1.6%.  Petroleum  prices  ha 
41%  over  the  past  twelve  month: 

PRODUCER  PRICE  INDEX  Friday  Jan. 
8:30  a.m.  EST*  Producer  prices 
ished  goods  during  December  art 
cast  to  have  fallen  0.2%,  after  a 
drop  in  November.  Core  prices,  e 
the  volatile  food  and  energy  cate; 
probably  rose  0.1%,  after  a  0.29 
vember  increase.  Differences  bet 
the  headline  and  core  indexes  ar< 
a  long  slide  in  crude-oil  prices. 
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MOTIVATE  YOUR  CUSTOMERS 

to  spend  more  money  with  high- 
quality,  nationally  recognized 
name  brand  incentives.  Variety  of 
travel  options  including  airfare, 
land  and  cruise  programs,  as  well 
as  Merchandise  and  Rebate  offers. 
Visit  www.spirit-incentives.com 
or  call  1-800-860-5880  Ext.  130. 
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Loudmouth 

Toll  Free  1-866-Loudmouth  (568-3668) 
www.LoudmouthUSA.com 


Men's  Footwear 


MEN:    BE   TALLER!! 


Tired  ot  being 
short?  Try  our 
quality  lootwear 
HIDDEN  height- 
increasing  feature 
INSIDE  shoe  No 
OVERSIZED 
HEELS!  Will  make 
vour^TMIFBdeoene^oostvteOVmiMSmtSJWAILABLE 
Extremely  comfortable.  Sizes:  5-12  Widths:  B-EEE.  In  business 
over  55  years  MONEY -BACK  GUARANTEE  Call  or  write  lor 
FREE  cotor  catalog. 

ELEVATORS'   D 

RICHLEE  SHOE  COMPANY.  OEPT  BVBW1  N 
P  O  BOX  3566.  FREOERICK.  MO  21705 


1 -800-290-TALL 


Financial  Books/CD  Roms 


Determined  to  improve 
your  financial  position? 


1-800-234-3445  for  a  FREE  booklet! 

www.stowers-innovations.coin/freeideas.html 


Education/Instruction 


Get  Your  MBA 
Through  Distance  Learning 


CD  University  of 

W  Leicester 

Prestigious  British  University 
World  Leader  in  Distance  Learning 

No  GNAT  required 
local  support  center 
Flexible  Education  Financing 
available 

Work  experience  flr  qualifications 

considered 

Member  of  the  Association  of 

Business  Schools 

Accredited  by  the  Association  of  MBAs 

Offered  under  Royal  Charter 


800-874-5844 

email:  into@rdt-usa.com 

www.rdi-usa.com 
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Education/Instruction 


ABSOLUTELY  FREE 
EVALUATION 


Bachelor's  -  Master's  - 
Ph.D.  Degrees 

Based  on  life  and  work  experience. 

Confidential  -  Fast  --  Student 

Loans,  www.arrc.org 

800-951-1203 


Distance  Learning 


BA,  MBA,  MA,  Doctoral  Degrees 
Business,  Psychology  and  Law 

Southern  California  University 

for  Professional  Studies 

'1640  E.  17th  Street.  Santa  Ana.  CA  92705 

,  Since  1978 

^~r*  Education  Loans  Available 
(800)  477-2254  WWW.SCUPS.EDU 


Advanced  Education 


TheTransnational 

MBA 


"THE  FORDHAM  MODEL.  For  a 
good  blend  of  face-to-face  schooling 
and  Net  learning,  one  model  for  the 
future  may  be  Fordham  University's 
Transnational  MBA  Program." 

—  Business  Week 

With  meetings  one  weekend  a  month,  the 

Fordham  Transnational  MBA  Program  encourages  business 

professionals  from  around  the  world  to  earn  a  fully  accredited 

MBA  in  just  over  two  years. 

In  between  classroom  weekends,  students  use  Net  technology 

to  maintain  contact  with  each  other  and  with  their  professors. 

This  enables  attendees  to  keep  their  full-time  jobs  while 

earning  a  premier  MBA.  All  courses  in  the  Transnational 

MBA  Program  focus  on  international  business  themes,  while 

the  executive-style  format  attracts  a  diverse  audience  from 

many  countries. 

For  more  information,  call  (212)  636-6200 
or  visit  our  web  site  listed  below. 

FORDHAM 

GRADUATE    SCHOOL   OF    BUSINESS 


www.bnet.fordham.edu    tmba@embanet.com 


Editorials 


GOOD  LUCK,  MAYOR  BLOOMBERG 


Michael  R.  Bloomberg  was  until  recently  better  known  in 
the  canyons  of  Wall  Street  and  office  towers  of  Corpo- 
rate America  than  in  the  streets  and  neighborhoods  of  Brook- 
lyn, Queens,  the  Bronx,  Staten  Island,  and  most  of  Manhattan. 
His  ubiquitous  Bloomberg  computer  screens  provide  much  of 
the  financial  data  that  power  global  stock,  bond,  and  com- 
modity markets.  Now  the  self-made  billionaire  entrepreneur, 
who  built  his  business  in  New  York  City,  is  its  108th  mayor. 

A  businessman-mayor  is  a  most  remarkable  event  in  a 
liberal  city  often  indifferent  to  economic  development.  Even 
outgoing  Mayor  Rudolph  W.  Giuliani,  for  all  his  brilliant  suc- 
cesses, did  little  to  change  that  tradition.  Giuliani  "normalized" 
New  York  and  reintegrated  it  into  America  by  restoring  or- 
der and  bringing  common  sense  back  to  social  policy. 
Bloomberg  now  has  the  opportunity  to  build  on  this  founda- 
tion and  bring  his  skills  as  a  pragmatic  manager  and  innova- 
tor to  the  economic  sphere.  September  11  and  the  recession 
have  left  New  York  with  a  budget  deficit  of  $4  billion  and 
100,000  newly  unemployed. 

The  most  immediate  problem  is  cutting  the  deficit.  Giuliani 
had  an  economic  boom  to  fill  the  city's  coffers  and  avoided 
tough  negotiations  with  unions.  Bloomberg  can't.  Firefighters, 
police,  and  teachers  have  been  working  without  contracts,  and 
their  salaries  aren't  competitive  with  most  nearby  suburbs. 
Given  their  heroic  efforts  and  new  role  in  securing  the  city 
against  terrorism,  the  firefighters  and  police  are  in  line  to  get 
decent  increases.  But  with  tax  revenues  falling,  that  money 
must  come  from  wringing  greater  efficiencies  from  the  rest  of 
the  city's  workforce.  The  recession  has  forced  employees  in 
the  private  sector  to  accept  pay  freezes,  givebacks,  and  lay- 
offs. Municipal  workers  may  well  have  to  bear  the  same 
burden.  At  the  very  least,  any  raises  should  be  justified  by 
higher  productivity.  Bloomberg  got  off  to  a  good  start  by  an- 
nouncing a  20%  reduction  in  his  own  staff. 

Bloomberg  must  also  draw  up  a  viable  long-term  econom- 


ic plan  for  the  city.  Making  New  York  economically 
tive  should  be  a  significant  goal.  As  a  CEO,  he  knows 
ing  business  in  New  York  is  a  difficult,  byzantine 
endless  red  tape,  archaic  zoning  laws,  and,  of  course 
the  highest  taxes  in  the  country.  As  a  purveyor  of  el 
data,  Bloomberg  is  in  a  good  position  to  computer 
work  and  put  government  functions  on  the  Web. 
term  plan  to  bring  down  in  later  years  New  York's 
and  business  taxes  is  crucial. 

Bloomberg's  toughest  job  will  be  rebuilding  th^ 
schools  and  the  city's  human  capital.  New  York  has  sor 
best  private  and  parochial  schools  in  America  and 
public  schools  as  well,  but  most  of  its  inner-city  schc 
terrible  shape.  Teachers  complain  that  many  of  their  sj; 
come  from  homes  that  are  broken  and  lacking  clocks 
or  from  rural  areas  in  foreign  countries  and  can't 
write  in  any  language.  Critics  counter  that  the  school 
too  short,  that  union  rules — not  performance — dominati 
ing,  and  accountability  is  lacking.  The  truth  is  that  eve\ 
the  education  debate  is  right.  Bloomberg  needs  to 
money  for  schools  but  he  also  needs  to  make  schools 
countable.  To  do  that,  the  New  York  state  legislature 
the  mayor  direct  authority  over  the  city's  school  syst 
the  case  in  Chicago,  where  early  results  are  promising, 
couldn't  get  the  necessary  control.  Bloomberg  must.  Bl«b 
also  should  bring  in  Edison  Schools  Inc.  and  others  to 
competitive  benchmarking.  Not  least,  he  needs  to  1| 
City  University  in  its  traditional  role  of  providing  qu;j 
ucation  to  immigrants  and  the  poor. 

Rudy  Giuliani  will  always  be  known  as  the  ma>| 
turned  New  York  City  around  and  guided  it  throij 
trauma  of  September  11.  Michael  Bloomberg  has  the 
to  be  known  as  the  mayor  who  steadied  New  Yoii 
the  crisis  and  set  her  course  into  the  new  century, 
him  luck. 


A  DARK  YEARS  25  STAR  MANAGERS 


Last  year  was  a  dark  one  for  many  CEOs,  and  it  wasn't 
just  the  recession.  The  Enron  debacle,  which  cost  in- 
vestors $60  billion,  was  marked  by  subterfuge  and  incompe- 
tence, if  not  outright  lying,  from  its  top  managers.  Account- 
ing scandals,  bad  mergers,  and  hyped  promises  haunted  other 
chief  executives.  Confidence  in  the  truthfulness  of  people 
leading  corporations  dropped.  Whom  are  investors  to  be- 
lieve as  the  new  year  begin?  and  the  recovery  beckons?  We 
don't  know  the  whole  answer,  but  the  25  executives  chosen  by 
BusinessWeek  as  the  best  managers  of  the  year  may  be  one 
place  to  begin. 

This  year's  best  managers  succeeded  by  focusing  on  the 
fundamentals,  by  knowing  what  was  important  for  their  busi- 


ness, and  by  managing  well.  Even  among  technology  | 
nies — the  sector  hit  hardest  in  the  downturn — sor 
agers  found  a  way  to  excel.  Lou  Gerstner's  skillful 
IBM  is  expected  to  produce  $7.7  billion  in  profits  for 
slightly  below  the  $8.1  billion  reported  in  the  boom 
2000.  As  of  Dec.  28,  its  stock  was  up  45%  for  the  ye 
Whitman  guided  eBay  Inc.  to  beat  third-quarter  ft1 
with  a  71%  jump  in  sales.  And  Craig  Conway  of  Peel 
Inc.  doubled  spending  on  research  and  developmtl 
reaped  the  benefits:  Third-quarter  revenues  rose  15%  I 
year  earlier,  and  profits  doubled,  to  $50  million. 

Take  a  close  look  at  the  Top  25  Managers  of  the  Y&; 
52).  There  are  many  valuable  lessons  to  be  learned. 
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■yword:  BW 


BEHIND  THE  HYPE 

CEO  JOHN  CHAMBERS  still 
insists  his  company  can 
grow  at  least  30%  a  year. 
But  critics  disagree,    *M»«m 
questioning  Cisco's    JA^002  < 
aggressive  accounting.  Some  even 
say  Cisco's  earnings  in  the  boom  years 

were  wildly  inflated. 
Is  Cisco  really  worth 
95  times  earnings?, 

By  John  A.  Byrne  and  Ben  Elgin 
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As  a  product  developer  at  JVC, 


I   was  asked   to  create  a  hybrid 


VCR  that  would  revolutionize  the 


way  people  watch  TV  programs. 
The    challenge    was    to    make    it 
no  bigger  than  a  standard  VHS 


recorder  and  get  it  to  market  within 


a  year.  Did  I  reach  my  goal?  You  bet. 


I  CAN  BE 

I  HAVE  A  FINGER  ON 


v   A 


JVC 


FUJITSU 

LSI  TECHNOLOGY 


JVC  wanted  to  create  a  VCR  like  none  other.  One  that  combines  the 
multifunctions  of  a  hard  disk  drive  with  the  familiarity  of  a  VCR.  So  TV 
programs  can  be  recorded  and  played  back  simultaneously.  Size,  of 
course,  was  a  factor.  So  was  time.  That's  why  JVC  chose  Fujitsu's  high- 
performance,  highly  integrated  semiconductor  solution,  which  provided 
all  the  necessary  circuits  on  a  single  28mm  chip.  With  the  technology 
and  expertise  provided  by  Fujitsu,  JVC  successfully  developed  a  finished 
product  within  one  year.  Now  even  more  people  are  tuning  in  to  JVC. 
For  more  details,  visit  us. fujitsu. com/casestudy/.  With  a  partner  on  the 
cutting  edge  of  technology,  you  can  accomplish  anything. 


c  2001  Fujitsu.  All  rights  reserved. 
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Fujfrsu 


THE     POSSIBILITIES     ARE     INFINITE 


www.fujjtsu.com 


industry  &  autognatior 


n  &  communication  •  medical  systems  &  healthcare  •  financing  •  lighting  • 


Spacious  corner  office, 


<-£\f\  s\-f\  r\  r\r\         Busincss  is  no  longer  confined  by 
^^^'   ■  ■    I  vT  VJ  •      four  walls.  Today,  people  need  to  access 

and  exchange  information  -  anytime,  anywhere.  Thanks  to  Siemens 
Next  Generation  Internet  solutions,  they  can.  From  cellular  phones  to 
business  communication  systems  to  optical  networks,  we  provide  tin- 
tools  that  make  Mobile  Business  a  reality.  As  a  leader  in  everything 
from  information  and  communications,  to  healthcare  to  industry  and 
automation,  Siemens  is  in  a  unique  position  to  make  all  our  lives  better. 
When  you  have  460,000  minds  working  together  all  around  the  globe, 
including  85,000  right  here  in  the  IS.,  innovative  solutions  emerge. 
And  that's  what  it  takes  to  change  the  world. 
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held! Get  news  from 
Daily  Briefing,  s&P 
data,  and  more.  "Visit 
AvantGo.com  or  Om- 
niSky.com  to  sign  up 


BusinessWeek  tv 


DAILY  BRIEFING  Business  and  investing  news,  commentary,  and  am 

www.businessweek.com/bwdaily/ 
Sound  Money:  Though  it's  a  long  shot, 
executives  should  consider  the  impact 
of  an  era  of  falling  prices 

INVESTING  In  partnership  with  Standard  &  Poor's 

www.businessweek.com/investor/ 

Street  Wise:  Luxury  jeweler  Tiffany  has  taken  a  hit  during  the 

downturn.  But  the  sterling  brand  could  shine  in  a  rebound 

SMALL  BUSINESS  A  resource  for  entrepreneurs 

www.businessweek.com/smallbiz/ 
Smart  Answers:  Professional  employer 
organizations  let  small  outfits  offer  better  benefits 


Hi 


TECHNOLOGY  State-of-the-art  coverage  of  info  tech 

www.businessweek.com/technology/ 

News:  What  African  Americans,  who  are  hitting 
the  Net  faster  than  any  other  group,  do  online 


B-SCHOOLS  BusinessWeek's  exclusive  rankings  and  profiles 

www.businessweek.com/bschools/ 

B-School  Q&A:  Rod  Garcia,  director  of  masters'  admissions  at  Ml 
Sloan  School  of  Management,  discusses  strategies  for  applicants 


GLOBAL  BUSINESS  In-depth  coverage  of  Asia,  Europe,  and  Latin  Ami 

www.businessweek.com/globalbiz/ 

News  Analysis:  Now  that  the  euro  is  changing  hands,  it  will  like 
gain  against  the  U.  S.  dollar  and  help  Europe  recover  in  2002 


A  HEIDRICK  &  STRUOGLF  - 


CAREERS  Advice  and  tools  for  upper-management  job  seekers 

www.businessweek.com/careers/ 

Your  Retirement:  You  never  know  when      ™  "■** 

you  might  lose  your  job,  so  make  sure 

you  know  how  to  protect  your  retirement  savings 


FOR  PROGRAM  DATES  AND  TIMES  IN  YOUR  AREA  GO  TO  WWW.BUSINESSWEEKTV.CO 


TUNE   IN  THIS 
WEEKEND   FOR: 


Small  business  and  the  Could  you  bean 
U.  S.  economy  entrepreneur? 


TVvs.  PC:  Thebatt 
the  boxes 
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For  every  business 
oblem  there  is  a 

rosoft  Great  Plains 
isiness  Solution. 

Accounting 
and  Financials 

Manufacturing 

Project  Accounting 

Supply  Chain 
Management 

Human  Resources 

E-Business 

Customer  Relationshi| 
Management 

Business  Analytics 


omeone  already  spent  5  hours  entering, 
/hat  can  be  learned,  other  than 
t  was  a  waste  of  time  and  money? 


Well,  for  one,  your  company  needs  Microsoft®  Great  Plains®  financial  software. 
Once  the  data  is  in  the  system,  everyone  knows  it  and  has  access.  Helping 
departments  work  together  and  employees  to  be  more  efficient  and  less 
frustrated.  In  fact,  you'll  find  all  our  applications  engineered  to  provide  an 
integrated  set  of  crystal-clear  data  to  guide  your  business.  Want  to  improve 
productivity?  Start  by  improving  your  software.  are  for  the  Agile  Business. 


r  Microsoft- 
Great  Plains 
Ui  i  *■*  i  *s  *-\  *■»  *■»    C/\li  i4-i  ^i 


Business  Solutions 


Microsoft 


Great  Plains  .s  either  a  registered  trademark  or  trademark  of  Great  Plains  Software  Inc.  in  the  United  States  and/or  other  countries.  Great  Pains  Software  Inc. 
■  lyowned  subsidiary  of  Microsoft  Corporation.  Microsoft  is  a  registered  trademark  of  Microsoft  Corporation  in  the  United  States  and/or  other  countries. 


EDITED  BY 
SHERIDAN  PRASSO 

CAR  TALK 

HERE  COME 
THE  KIDDIE  GARS 


THE  RETRO  FORD  THUXDERBIRD 

and  Chrysler  PT  Cruiser  may 
be  today's  hot  cars,  but  de- 
signers at  the  Detroit  auto 
show  were  focused  on  tomor- 
row^ buyers — even  those  not 
yet  old  enough  to  drive.  Aim- 
ing to  catch  youngsters  in  an- 
ticipation of  their  first  pur- 
chases later  on,  carmakers 
went  after  "Millennials,"  aged 
11  to  22,  with  what  perhaps 
should  be  dubbed  Kiddie  Cars. 
Chrysler  made  a  big  splash, 
with  four  Kiddie  concept  cars 
priced  at  $12,500  to  $17,500. 
The  Dodge  Razor  ($14,500), 
for  example,  is  a  minimalist 
sports  car  for  young  buyers. 


MINIMALIST: 


It  doesn't  even  have  a  radio, 
which  young  people  tend  to 
rip  out  and  replace  with  a 
stereo  anyway.  But  the  car's 
name  may  damage  its  mar- 
keting potential,  coming,  as  it 
does,  from  the  Razor  scooter. 
Way  cool  a  year  ago,  they're 
now  lame.  Chrysler  defends 
licensing  the  name,  saying  Ra- 
zor still  makes  hot  products, 
such  as  pogo  sticks. 

Other  Kiddies:  Toyota's  Ma- 
trix, a  funky  wagon  soon  out 
for  $15,155,  and  Honda's  Mod- 
el X,  a  dorm  room  on  wheels 
aimed  at  guys.  With  a  wash- 
able, fold-down  interior,  it  will 
debut  later  this  year  for 
under  $20,000.  As  for  the 
boomers?  They  get  crossover 
suvs.  Joann  Muller 


SHOW  BIZ 

DVDs  ARE  TURNING  INTO  A  SOLID  GOLD  HIT 

HOLLYWOOD'S  BIGGEST  BLOCKBUSTER  LAST 

year  wTasn't  named  Hairy.  It  was  a  little, 
shiny  DVD  disk.  U.S.  consumers  spent 
more  than  $6  billion  in  2001  buying  or 
renting  movies  on  DVD — a  number  fast 
closing  in  on  the  $8.35  billion  they  spent 
at  the  box  office,  according  to  the  studio- 
backed  DVD  Entertainment  Group.  That's 
more  than  double  the  2000  total  for  DVDs, 
while  the  number  of  movie  tickets  sold  in 
2001  remained  roughly  flat. 

Costing  less  than  $1  each  to  produce, 
retailers  can  usually  sell  a  dvd  for  $20 
and  return  a  hefty  margin  to  Hollywood 
studios,  "dvd  is  our  engine  of  growth," 
says  Steve  Beeks,  president  of  Artisan 
Home  Entertainment,  which  last  year  dipped  into  its  6,700-film 
library  to  release  on  DVD  the  likes  of  Rarnbo  and  Terminator  2. 
The  economics  are  especially  compelling  for  older  films, 
such  as  Walt  Disney's  1937  classic  Snow  White  and  the  Seven 
Dwarfs,  which  already  had  earned  more  than  S126  million  at 
the  box  office.  Disney  spent  an  estimated  $1  million  extra  for 
goodies,  including  a  documentary,  an  interactive  guide  that 
looks  like  Snow  White's  mirror,  and  games.  Shipping  5  million 
copies,  it  stands  to  make  $10  to  $12  per  disc,  or  more  than  $50 
million  on  that  film  alone. 

Video  consultant  Adams  Media  Research  forecasts  DVD 
sales  increasing  33%,  to  $9  billion  this  year.  And  since  only 
23%  of  U.  S.  households  own  DVD  players,  a  number  expected 
to  hit  34%  in  2002,  there's  plenty  more  ahead.    Ronald  Grower 


MUST-SEE:  Sales 
doubled  in  2001 


TALK  SHOW  t'They  felt  me  up  and  down  like  a  prize 
steer." 

— Rep.  John  Dingell,  75,  on  being  forced  to  strip  at  Reagan 
National  Airport  after  his  artificial  hip  set  off  a  metal  detect 


l-WAY  PATROL 

YES,  THEY  REALLY  PAY 
TO  SEE  THESE  SITES 

INTERNET      -COMPANIES 

never  expected  to  give 
away  content  forever. 
The  plan  wTas  to  get 
people  hooked,  then 
convert  them  to  pay- 
ing subscribers.  Now7, 
with  ad  revenues  falling, 
they're  pushing  more 
than  ever  to  do  that. 

But  a  BusinessWeek 
look  at  a  half-dozen  dot- 
coms trying  to  make  the 
switch  finds  only  limited 
success.  Those  providing 
financial  services — such  as 
TheStreet.com,  EDGAR  On- 
line, and  Economy.com — 
are  doing  well,  largely  be- 
cause institutions  pay  their 
high  charges. 

But  sites  catering  to  the 
public  are  having  a  much 
harder  time.  Online  magazine 
Salon.com,  which  started  sub- 
scriber-only content  in  March, 
and  Britannica.com,  wiiich  be- 
gan charging  in  July,  say 
they're  meeting  or  surpassing 
their  expectations — but  they 


have  yet  to  convert  ev| 
of  the  more  than  3 
people  who  click  on  the  J 
monthly.  Salon  has  soil 
29,000  subscriptions.! 
a  month;  Brita 
$7.95,  has  sold  31 
Financial  nev| 
viders,   though 
following    The 
Street  Journal's 
insisting  that  re 
pay  for  online 
and    getting    re 
TheStreet.com, 
launched  a  newi 
site  in  2000,  got] 
thirds  of  its  $3. 
third-quarter  2001 
enue  from  76.00C 
scribers.  About  8( 
revenue  for  edgar 
which  provides  Sect 
&  Exchange  CommJ 
filings,  now  comes  froi 
porate  subscribers, 
search    firm    Economl 
says  it  broke  even  on  it 
site  in  December,  just  *| 
after  it  began  charging 
a  month.  "We  would 
given   it   two  years," 
pleased    ceo  Paul    Gel 
That's  a  luxury  fewr  dotj 
can  afford.   Kimberly  V 


THE  LIST    SPLENDOR  IN  THE  SUITES 


Zagat  ranks  these  hotels  as  top  of  their  class  for  busii\ 
travelers  worldivide,  outside  the  U.S.  Here's  why: 

BTHE  RITZ-CARLT0N  Mil 
Singapore 

Telephone  with  multilinij 
voice  mail;  technology 
butlers  assist  with  IT 
questions 


■ .   d 


FOUR  SEASONS  GEORGJI 

Paris 


In-room  fax,  data  port;  sil 


DTHE  PENINSULA 
H°?8_K°PJS .  have  private  office  space| 

Highest  staff-to-guest  ratio  in 
city;  in-room  fax  and  Internet   PI  LANESBOROUGH 

y  London 

BTHE  ORIENTAL  Djgjta|  interactive  systerl 

„.?P.£„?... converges  e-mail,  lntern| 

Helicopter  service  to  and  music,  and  TV/films; 

from  airport;  spa/sports  cen-    personalized  business 
ter  boasts  squash  courts  cards  on  arrival 

Data:  Zagat  Survey  2001  Top  International  Hotels.  Resorts  &  Spas 
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WORLDWIDE  PARTNER 


Connecting  friends,  family, 
and  loved  ones  without  limits 
and  without  boundaries. 

Samsung  is  a  proud  partner 
of  the  Olympic  Games, 
the  greatest  celebration  of 
mankind. 


IIToJz) 


SAMSUNG  DIGIT, 

everyone's  invited 
^■Ha  msung.com 


Up  Front 


SPORTS  BIZ 

RULE  No.  1  AT  THIS  NEW  CLUB:  NO  DAMES 

THESE  DAYS,  WOMEN  RUN  SOME  OF  AMERICA'S  BIGGEST 
corporations.  They  sit  on  the  U.S.  Supreme  Court,  referee 
National  Basketball  Assn.  games,  pilot  airplanes,  and  even 
outnumber  men  as  students  at  many  universities.  But  there's 

one  place  where  you 
won't  find  them:  Chica- 
go's newest  golf  club. 

Opening  in  April,  the 
Black  Sheep  Golf  Club 
will  be  men-only. 
Notwithstanding  the 
1987  Supreme  Court 
ruling  outlawing  no- 
women  rules  in  "busi- 
ness-oriented" clubs,  the 
27-hole  facility  is  ex- 
empt because  it's  a  pri- 
vate sports  club.  Mem- 
bership costs  $85,000, 
plus  $625  monthly  dues. 
The  Black  Sheep  joins 
only  a  few  dozen  golf 
clubs  in  the  nation  with 
the  distinction. 

Why  the  policy?  The 
club  wants  to  appeal 
only  to  serious  golfers, 
and  Vincent  Solano,  president  of  the  firm  managing  the  pro- 
ject, contends  that  those  are  almost  always  men.  Besides,  he 
adds,  sometimes  men  want  a  place  where  they  can  just  be  one 
of  the  guys.  "We  mean  no  offense  to  women,"  says  Solano. 

Some  take  offense,  nonetheless.  "It's  not  a  concept  we 
support  in  any  way,"  says  Libba  Galloway,  chief  legal  officer 
for  the  400-member  Ladies  Professional  Golf  Assn.:  "We  are 
against  discrimination  in  any  form."  But  men-only  links  may 
be  on  an  upswing.  Yet  another,  Southern  Dunes  Golf  Club,  is 
due  to  open  outside  Phoenix  in  2003. 

Watch  out,  guys — Justice  Sandra  Day  O'Connor  is  known  to 
be  an  avid  golfer.  Michael  Arndt 


SERIOUS  GOLF:  A  guy  thing? 
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FUN  CITY 

POST-TRAUMATIC 
STRIP  SYNDROME 

EVERYONE    HAS    DIFFERENT 

ways  of  dealing  with  the 
country's  newfound  stress. 
Some  have  turned  to  choco- 
late, others  to  exercise.  But 
for  a  small  number,  plain  old 
aerobics  are  passe.  They've 
turned  to  Cardio  Striptease. 
The  skin-baring  exercise 
class  is  offered  in  Los  Ange- 
les and  New  York  by  Crunch, 
a  hip  health  club  with  150,000 
members  nationwide.  (It  was 
recently  bought  by  industry- 
leader  Bally  Total  Fitness  for 
$90  million.)  The  weekly  ses- 
sions, included  in  the  mem- 
bership fee,  teach  lap  danc- 
ing, gyrating,  and  erotic 
posturing.  New  York  classes, 
which  began  in  October,  draw 
about  30— twice  the  norm  for 
launches.    And    the    crowd 


that's  taking  it  off  is 
ed  and  multigeneratior 
dity  isn't  the  norm,  bi 
end  up  scantily  clad. 

Course  creator  Jeff  I 
31,  says  he  sensed  a  I 
to  bounce  back  to  nor 


CRUNCH: 

Cardio 


then  some:  'Teople  ret 
predated  letting  loos 
getting  rid  of  pent-uj  | 
gy."  Thelma  Ostrow,  a  i 
tysomething  enthusiasij 
it  "a  lot  of  fun.  You  cani 
your  head  off  and  do 
real  safe  environment."' 
plans  a  home  video  fc 
who  can't  bear  to  go 
public.  Julia  Co\ 


THE  BIG  PICTURE 


Percentage  of 
affluent  shoppers 
making  their 
most  recent 
computer  or 
consumer 
electronics 
purchase  at: 


SURVEY  OF  2,500  AMERICANS 
WITH  $1  MILLION  OR  MORE  IN 
INVESTABLE  ASSETS. 
RELEASED  ON  NOV.  16 


HOW  PEOPLE  BOY  TECHNOLOGY 


COMPUTER  OR  ELECTRONICS  STORE 
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of  affluent 
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Polls,  surveys,  and  other  items  for  consideration  in  this  section  should  be  sent  to  upfront "  businessweek.com 
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?bb-Acct#  82004162341 


Olivia  Webb  -  Acct#  82004162341 
38  years  old.  Customer  since  1992. 
Checking  balance  51,200. 


Webb  -  Acct#  82004162341 
irs  old.  Customer  since  1992. 

ing  balance  S1.200. 

;d  One  child. 

al  salary  S1 05,000. 

;hold  income  S195.000. 

household  savings  S237200. 
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Olivia  Webb  -  Acct#  82004162341 

38  years  old.  Customer  since  1992  Checking  balance  S1.200 

Married.  To  her  college  sweetheart,  Chris. 

One  child.  Cute  kid  named  Robb. 

A  Director  of  Marketing  for  tech  company. 

Annual  salary  S105.000.  Household  income  S195.000. 

Total  household  savings  5237,200. 

S1 10,000  in  brokerage  balances;  S125,000  in  retirement 

plan;  SI, 200  in  checking. 

S1.000  in  sister's  new  catering  business. 

Spent  S2.000  on  money  managers  last  year. 

Spent  S250  on  ski  lift  tickets  last  week. 


Introducing  PeopleSoft  CRM  for 


i  you  have  a  complete  understanding  of  exactly  who  your  customers  are,  you  can  target  products  or  services  to  their  particular  needs. 

JeopleSoft  has  developed  the  first  Customer  Relationship  Management  application  with  the  Pure  Internet  Architecture''  specifically  designed 
setvices  companies.  It  gives  you  the  clearest,  most  in-depth  view  of  your  customers  ever.  PeopleSoft  CRM's  embedded  analytics  automatically 
customer  profiles  with  the  products  they  need  now.  And  even  alerts  you  to  what  they  may  need  later.  Whether  it's  a  savings  program  for  their  kid's 
home  equity  loan,  or  any  other  financial  product  you  can  tailor  for  their  lifestyle. 

j  i  even  clearer  idea  of  exactly  how  PeopleSoft  CRM  for  financial  services  will  help  maximize  the  profitability  of  your  customer  relationships,  visit  us  at 
esoft.com/go/adfsi  or  call  us  at  1-888-773-8277. 

Soft,  Inc  PeopleSoft  and  the  PeopleSoft  logo  are  registered  trademarks  of  PeopleSoft.  Inc. 
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CARLY'S  LAST  STAND? 
FANS  AND  CRITICS  WEIGH  IN 

"Carly's  last  stand?"  (Cover  Story, 
Dec.  24)  did  an  excellent  job  of  covering 
both  sides  of  the  story  at  Hewlett- 
Packard  Co.  The  only  thing  missing  was 
a  concentration  on  the  impact  on  em- 
ployees— namely,  those  who  will  lose 
their  jobs  with  or  without  the  merger.  A 
merged  company  will  surely 
lead  to  duplication  of  effort 
and  massive  reductions  (I 
think  15,000  to  30,000  dis- 
missals is  unrealistic:  more 
like  50,000).  An  unmerged 
company  leaves  Compaq 
Computer  Corp.  in  search  of 
a  partner — calling  Michael 
Dell — and  HP  desperate  to 
reduce  costs  further. 

Daniel  J.  Ruiz 
Atlanta 

So  now,  the  dubious  leader  of  a 
venerable  engineering  company  (hp), 
who  can't  get  traction  inside,  tries  to 
take  over  a  shaky  operation  in  com- 
puter building  (Compaq)  that  has  had 
idle  dreams  of  getting  into  the  con- 
sulting business  (dec's  client  base 
would  have  been  a  start)  but  has  failed 
to  capitalize  on  original  technology 
whenever  it  had  the  chance  (selling  the 
Alpha  chip).  Since  when  is  this  a  recipe 
for  anything? 

Rogier  van  Vlissingen 
Riverdale,  N.Y. 

Walter  Hewlett  and  company  don't 
realize  that  HP  has  only  two  options: 
Merge  with  Compaq  in  a  huge  entre- 
preneurial risk  and  go  after  big  corpo- 
rate customers.  (IBM  makes  $8  billion  a 
year  in  this  market,  so  there  is  room  for 
a  competitor.)  Or,  remain  stand-alone 
and  sell  everything  except  the  printer 
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business.  (Since  today's  stock  prij 
ers  only  printers  anyway,  this 
ture  should  improve  the  stock 
mance  and  provide  steady  gro\ 

The  choice  is  a  question  of 
ment.  Walter  Hewlett  and  the  otl 
posing  stockholders  hired  Fiori| 
cause   they  were   attracted  bj 
growth,  but  they  forgot  the  ris 
goes  along  with  it.  It  seems  th^ 
Ham    Hewlett    and 
Packard  did  their  fJ 
and  employees  a  dissj 
when  they  shielded| 
from  the  risks. 

Ray 
Framingham.| 

If  creativity  and 
are  hard-wired  into 
netic  code,  they  sel 
skip  a  generation — al 
in  the  Hewlett  and  PI 
families.  If  the  co-foj 
were  alive,  my  guess  is  that  theyj 
be  raising  a  toast  to  ceo  Carletor 
ina  right  about  now,  saying:  "VisiJ 
leadership  still  count.  Carly,  pre;[ 

Jeff 
Yorkto\ 

As  a  20-year  HP  employee  (J 
work  at  spin-off  Agilent  Techn< 
Inc.),  I  have  many  friends  there.  [ 
no  one  at  HP  supports  this  merge  I 
ond,  no  one  supports  Carly.  ShJ 
not  have  the  confidence  of  emploj 

Reggie 
Fort  Collins 

MUTUAL  FUNDS:  WHAT  HAPPEi 
TO  LONG-TERM  INVESTING? 

I  would  suggest  that  investor 
are  down  in  the  dumps  about  1 
cent  performance  of  their  equity 
funds,  relative  to  money-market 


SR.  VP.  OPERATIONS:  Gary  B.  Hopkins 

SR.VP,  MARKETING  &  BUSINESS  DEVELOPMENT:  Keith  L  Fox 

SR.VP.  BUSINESSWEEK  ONLINE:  Gregory  J.  Zorthian 

VP.  WORLDWIDE  CIRCULATION  DIRECTOR:  Thomas  Masterson 

VP.  CONTROLLER:  Kevin  P   Pascale 

VP.  TECHNOLOGY/NEW  MEDIA:  Christopher  C.  Rousseau 

VPs. SALES: Karen  Chnstiansen  (Southeast  reg).  Grant  A.  Getz  {Midwest 

region),  Michael  Dance  (Western  legion) 


PRESIDENT  &  PUBLISHER:  William  P    Kupper  Jr. 

VP.  MANAGING  DIRECTOR:  Alan  Lammin  (Asia).  Paul  MaravgJ 
VP.  ADVERTISING  BUSINESS  &  PRODUCTION:  Linda  F.  C| 
VP.  STRATEGIC  PLANNING:  Kimberly  Greer 
VP,  STRATEGIC  PROGRAMS:  Jim  Richardson 
VP.  SALES  DEVELOPMENT:  Kimberly  L.  Styler 
VP,  MARKETING:  Patricia  Crocker  France 
VP,  CONSUMER  MARKETING:  Joyce  Swingle 
VP.  SALES-BWTV:  Mark  A.  Flinn 


BusinessWeek 

A  Division  of  The  McGraw-Hill  Companies 


JANUARY  21,  2002  (ISSN  0007-7135)***        3766 

Published  ueeklv.  except  far  cue  week  in  January  and  one  in  August,  by  The 
McGraw-Hill  i  Founder  James  R  McGraw ( 188M 

Executive.  BdftoriaL  Circulation,  and  Advertising  Offices:  The  McGraw-Hill 
Companies  Bui  I:       -  lie  of  the  Americas.  New  York.  N.Y.  1(1020.  Tele- 

phone: 212-512-2000.  Telex:  Domestic  127D3S;  InU-  2  ^  - ubscrip- 

tion  rate  $54.95 1  ■  .r*.  $99.95.  Single  copies/back  is- 

sues. $9.95.  Call  l-8l"x>-298-9867  or  email:  busweeloSTirinsinc.com.  Subscriber 
Services:  1-800-635-1200,  TDD:  1-800-554-1579 

PMOusten  Send  address  changes  to  /:  3236,  Boulder, 

CO  80322-3235.  Periodicals  postage  paid  at  New  York.  NY.,  and  a!  additional 
mailing  offices.  Postage  paid  at  Montreal,  P.Q.  Canada  Post 
International  Publications  Mail  Product  Sales  Agreement  I* .  246484 


Registered  for  GST  as  The  McGraw-Hill  Companies.  Inc.  <  ST  «ll 
Copyright  2002  by  The  McGraw-Hill  Companies.  Inc.  .All  rights  r 
registered  in  U&  Patent  Office.  European  Circulation  Center. 
House,  Maidenhead.  Berks,  England.  Telephone:  01882801; 

Officers  of  The  McGraw-Hill  Companies,  Incj  Harold  W.  McGraw 

man.  President,  and  Chief  Executive  Officer:  Kenneth  M.  Vfttor,  Ex>| 

President  and  General  Counsel:  Robert  .1.  Bahash,  Exe 

Chief  Financial  Officer  Frank  D.  Penglase,  Senior  Vice  Presxlen| 

Operations, 

PHOTIXilI'Y  PERMISSION:  Where  necessary.  Dermis- 
the  copyright  owner  for  those  registered  with  the  Copyright  Clean! 
Drive.  Darners.  MA  "l'.C!  to  photocopy  I 
herein  fur  the  rial  fee  of  $1.80  per  CTipyofeachartirlr.St™!  payment  f 
Copying  for  other  than  personal  or  internal  reference  use  with*  *it  *  I 
mission  of  The  McGraw-Hill  Companies,  Inc.  is  prohibited.  Address  [ 
customized  bulk  reprints  to  BusittessWf*A-  Reprints.  1—1  A 
leas.  New  York.  NY  10020  or  call  212^12-ol  18.  ISSN  0 

PRINTED  INI 


12  BusinessWeek  /  January  21.  2002 


r 


Sign  up  for  a  free  weekly 

desktop  presentation  series  featuring 

five  of  today's  thought  leaders. 

Brought  to  you  by  a  sixth. 


swuMum . 


I,  2:00-3:00  p.m. 

Jan.  17th,  2:00-3:00  p.m. 

Jan.  24th,  2:00-3:00  p.m. 

Jan.  31st,  2:00-3:00  p.m. 

Feb.  7th,  2:00-3:00  p.m 

asaki, 

Watts  Wacker, 

Roger  Blackwell, 

Gary  Hoover, 

Ken  Blanchard, 

id  founder  of 

best-selling  author,  political 

academician  and 

requested  speaker  and 

coauthor  of  the 

3C  enterprises 

commentator,  and  social 

relationship  marketing 

celebrated  entrepreneur 

One  Minute 

jwTo  Drive  Your 

critic 

expert 

Topic:  The  Power  of  Vision 

Manager  Library 

ion  Crazy 

Topic:  A  Visionary's 

Topic:  Relationship 

Topic:  Leadership  for 

Handbook:  Becoming  Your 

Marketing 

the  21st  Century 

Own  Futurist 

EGISTER  NOW 


www.sprintbiz.com/icc 


in 


Five  weeks.  Five  celebrated  speakers,  authors,  and  visionaries.  And 
five  engaging  topics.  All  brought  to  you  by  Sprint,  a  company  whose 
thought  leadership  in  the  field  of  data  solutions  has  led  to  some  of  the 
most  important  network  innovations. 

Get  a  clear  vision  of  the  future  of  collaboration. 

Sprint's  thought  leadership  has  also  led  to  some  of  the  most  empowering 
collaboration  tools  available,  and  when  you  participate  in  the  presentation 
series,  you'll  get  to  see  one  in  action.  Sprint  Online  Presenter  combines 
slide  presentations,  audio  conferencing,  and  interactive  features  that  can 
enable  businesses  to  share  ideas  over  the  Internet  easily,  securely,  and 
effectively.  It's  a  business  enhancer  you  have  to  see  to  believe. 

Sprint  is  a  topTier  1  telecommunications  provider  offering  a  full  suite 
of  collaborative  solutions.  Learn  more  at  www.sprintbiz.com/icc 


Sprint 


WHAT  YOU'LL  DISCOVER 

•  How  to  break  with  conventional 
ways  of  thinking  to  create  new 
opportunities  for  yourself  and 
your  business. 

•  How  to  turn  today's  challenges 
into  a  competitive  advantage. 

•  Inventive  ways  to  strengthen 
your  business  relationships  and 
expand  your  market  share. 

•The  new  do's  and  don'ts 
of  successful  leadership 
and  management. 

•Where  business  is  heading 
and  what  you  can  do  to  ensure 
your  future  right  now. 


Must  register  to  participate  in  scries.  Events  and  speakers  subject  to  change.  Copyright  ©  Sprint  2002.  All  rights  reserved.  Sprint,  the  diamond  logo,  and  Sprint  Collaborative  Solutions  are  trademarks  of  Sprint  Communications  Company  1  P. 


Readers  Report 


CORRECTIONS  &  CLARIFICATIONS 

In  "The  top  25  managers  of  the  year"  (Cov- 
er Story,  Jan.  14),  the  first  name  of  the 
president  and  chief  executive  of  Canon  Inc. 
was  misspelled.  He  is  Fujio  Mitarai. 

"Carry's  last  stand?"  (Cover  Story,  Dec.  24) 
should  have  said  that  analyst  George  D. 
Elling  works  for  Deutsche  Banc  Alex.  Brown 
Inc.,  not  Credit  Suisse  First  Boston. 

In  the  table  accompanying  "It  could  be 
tech  time  again"  ("Where  to  invest,"  Cov- 
er Story,  Dec.  31),  the  ticker  symbol  for 
Check  Point  Software  Technologies  should 
have  been  CHKP,  and  its  stock  price  and 
p-e  ratio  $41  and  32,  respectively. 


are  too  focused  on  short-term  perfor- 
mance and  are  not  looking  at  the  big 
picture  ("The  mutual  fund  mess,"  Special 
Report,  Dec.  17).  Think  10  years,  not 
10  months. 

Most  successful  investors  leave  it  to 
the  professionals  by  picking  good  money 
managers  (such  as  mutual  funds).  They 
stick  to  their  long-term  plan  of  staying 
invested  in  a  portfolio  of  diversified  prof- 
itable companies,  are  patient,  and  use 
temporary  market  declines  as  an  op- 
portunity to  buy,  rather  than  sell. 

Allan  Tonkin 
Toronto 

Your  story  states  that  before  the  Se- 
curities &  Exchange  Commission  adopt- 
ed its  new  Names  Rule,  fund  compa- 
nies "routinely"  set  up  funds  to  invest  in 
stocks  that  bore  little  relationship  to 
the  fund's  name.  In  fact,  only  a  tiny 
fraction  of  funds  have  had  to  make  even 
minor  changes  to  their  names  or  port- 
folio holdings  in  response  to  the  new 
rule,  which  mainly  codified  and  enhanced 
longstanding  sec  interpretations. 

Marco  E.  Adelfio 
Washington 

SHOULD  CHARLOTTE  BEERS 
BE  TEACHING  TOLERANCE? 

One  cannot  help  wondering  whether 
the  mission  for  Charlotte  Beers  is  over- 
ly narrow,  if  not  erroneously  targeted 
("Charlotte  Beers'  toughest  sell,"  Gov- 
ernment, Dec.  17).  McDonald's  Corp. 
and  Hollywood  have  already  sold  U.S. 
"belief  systems  and  values"  to  Middle 
Eastern  people.  What  Beers  can  ac- 
complish at  best  is  understanding  and 
tolerance  for  the  existence  of  alternative 
beliefs  such  as  ours  without  imposing 
those  beliefs  and  values  on  others. 


In  fact,  unless  Beers  can  accomplish 
the  same  objective  in  the  U.  S.,  she  will 
probably  fail,  because  we  continue  to 
expect — in  business,  the  arts,  and  even 
education — that  other  cultures  will  blind- 
ly accept  our  products,  our  values,  our 
interpretations,  our  laws,  our  procedures 
and  our  achievements.  They  will  not. 

Laszlo  A.  Pook 
Denver 

LETS  BAN  MILITARY  AID 

TO  UNDEMOCRATIC  COUNTRIES 

"Smart  bombs,  so  why  not  smart 
aid?"  (Economics,  Dec.  24)  sounds  fine 
in  theory,  but  there  are  two  problems. 
First,  it  sends  the  message  that  ter- 
rorism works.  Pakistan  has  already  had 
$30  billion  of  its  debts  written  off  in 
the  wake  of  September  11.  Giving  more 
money  would  mean  that  we  pay  atten- 
tion and  money  to  those  who  would 
rather  blow  up  our  skyscrapers.  Sec- 
ond, pouring  in  money  does  not  help 
the  poor,  especially  in  countries  where 
officials  who  control  its  distribution  are 
corrupt. 

What  is  needed  is  a  total  ban  on  mil- 
itary aid  to  undemocratic  nations,  and 
putting  in  place  political  and  economic 
disincentives  geared  toward  establish- 
ing secular  democracies,  just  laws,  and 
unfettered  trade.  Most  of  the  aid  to  the 
Third  World  goes  toward  making  the 
rich  richer  or  buying  military  hardware. 

Surendra  Kelwala 
Livonia,  Mich. 

NEVER  SAY  SOLDIERS' 

WHEN  YOU  MEAN  A  FEW  GOOD  MEN 

As  a  retired  Marine  who  spent  20 
years  suffering  the  inefficiencies  of  the 
supply  system,  I  was  overjoyed  to  read 
"The  Marines  learn  new  tactics — from 
Wal-Mart"  (Defense,  Dec.  24). 

I  cringed,  however,  when  you  twice 
mentioned  the  difficulties  that  "soldiers" 
had  with  the  old  supply  system.  Sol- 
diers are  in  the  Army,  but  those  wear- 
ing the  globe  and  anchor  are  Marines. 
William  A.  Mclntyre 
San  Clemente,  Calif. 

DEFENDING  THE  AUDITORS 
-AND  ATTACKING  THEM,  TOO 

"The  Big  Five  need  to  factor  in  in- 
vestors" (News:  Analysis  &  Commen- 
tary, Dec.  24)  misses  the  mark  with  the 
assertion  that  "auditors  are  supposed 
to  uncover  secret  deals — not  let  them 
slide."  On  the  contrary,  auditors  can  dis- 
pense their  professional  obligation  to 
the  public  only  when  all  relevant  facts 


and  figures  are  disclosed  to  tJ 
management.  Generally,  secrel 
don't  get  recorded  in  the  genera} 
for  all  to  see  and  for  auditors  tc 

Dg 
Madisc 

Auditor  Arthur  Andersen  ha.- 
ed  its  legal  responsibilities  and 
fessional  code  of  ethics  ("Let  audj 
auditors,"  Editorials,  Dec.  24).  At 
imum,  the  partners  and  other  (| 
volved  on  this  account  should 
ished  by  whichever  professional 
governs  their  location — followed 
hasty  and  public  exit  from  tl 
Only  by  dealing  with  this  sort 
competence  or  dishonesty  will 
sen  have  a  chance  to  be  viewed 
ible.  The  other  large  auditing 
should  take  a  hard  look  at  their 
ior,  as  well.  I  suspect  they  are 
tainted,  but  undiscovered. 

Michael 
Morris  Plain! 
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We  are  developing  exciting  new  ways  to  prevent  and  treat  childhood  onset  diabetes. 


Living  proof 

that  what  we're  doing  is  making 


a  world  of  difference. 
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We've  helped  children  like  Madison,  6,  lead  healthier,  happier  lives  for  over  100  years.  As  one  of  the  nation's  premier  children's 
our  pioneering  research,  innovative  surgical  techniques,  and  leading-edge  patient  care  improve  the  lives  of  children  every  day. 

ChiidrensHospitaLosAngeies 

•  xld  Reoort  International  Leader  in  Pediatrics 
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rell,  silk  on  one  side,  pure  cotton  on  the  other  to  be  precise.  And  that's  on  to] 
economically  proven  "Z"  position  for  sleeping,  it  extends  to  a  flat  length  of  6'3 
features  such  as  a  personal  water  bottle  holder,  privacy  screen  and  individual 


All  elements  of  our  New  Business  Class  are  being  progressively  introduced  to  our  fleet. 
Photograph  indicative  of  New  Business  Class  product  on  our  Boeing  74"- 400  aircraft. 


oneworld 


vvrww.cathay-usa.com 


t.  Superbly  designed  to  offer  an  infinite  number  of  comfort  settings  including  the 
ied"  in  a  hard  shell  to  provide  you  with  uninterrupted  slumber.  With  a  host  of  other 


Asia  Miles 
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iere  on  earth  could  you  be  so  comfortable? 


Now  you're  really  flying. 


f3  Cathay  Pacific 


Internetworld  Spring  2002  SSr#E2 
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Los  Angeles  Convention  Center 
Los  Angeles 


iui 


IBI Itt  li 


Providing  solutions  for  ten  years 


Internet  World  has  been  bringing  people  together  to 
share  technology  solutions  for  10  years.  Don't  miss 
this  opportunity  to  network  with  your  peers  and  find 
solutions.  Internet  World  is  your  solution  this  Spring. 

Internet  World's  conference  program  covers  leading 
industry  trends  and  developments. 

-^  Web  Services 

-^  Security 

-»  CRM 

->  Content  and  Knowledge  Management 

->  E-Learning 

-^  Media  and  Entertainment 

->  Interactive  Intelligence 

-^  Web  Marketing  &  Online  Advertising 

-^  Webmasters 

-^  Wireless  Internet 

Find  still  more  solutions  on  the  show  floor  of 
Internet  World,  Streaming  Media  West,  Security  Matters 
and  eCRM,  where  you  can  meet  with  colleagues  and 
experience  the  latest  innovations  from  leading  technology 
companies  including  Microsoft,  AOL,  AT&T,  Sprint, 
Akamai,  RealNetworks,  Computer  Associates 
and  WorldCom. 


INTERNETWORLD 

Spring  2002 


www.internetwortd.com/spring2002 


www.internetwortd.com/registerspring 

e-mail  eventsalesQiw.com  or 
call  203-559-2866 


Producer: 

Slfenton 

Tf  <  M>-.<  H C  K  ,1  MEDIA 

Official  Sponsors: 


INTERNETWORLD- 
Co-Located  Events: 

[  ]Matters 
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When  you're  young,  disadvantaged  and  in  trouble,  opportunity  doesn't  always 
knock  at  your  door.  In  Santa  Ana,  California,  a  group  of  Catholic  nuns  keeps 
the  door  of  opportunity  open  to  the  city's  youth  through  Taller  San  Jose, 
a  state-of-the-art  education  and  job-training  center. 

"Taller"  means  "workshop"  in  Spanish,  and  that's  exactly  what  the  center  is  - 
a  life-changing  workshop  where  practical,  hands-on  education  in  building  trades, 
computers,  nursing  and  other  professional  skills  are  the  tools.  And  where  a  skilled, 
motivated  workforce  is  the  finished  product. 
Please  call  714  543  5105  today 
and  see  how  you  can  help  build  the  future  of  Southern  California. 
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TALLER  SAN  JOSE 

Sponsored  by  the  Sisters  of  St.  Joseph  of  Orange 
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An  even  deeper  technology  base, 


You  probably  know  Utah  for  its  world-class  skiing.  But  equally  impressive  is  the  fact  that 
Utah  is  one  of  the  most  wired  states  in  the  nation.  In  fact.  Salt  Lake  City  ranks  as  the  nation's 
leader  in  Internet  backbone  capacity.  Plus,  it's  home  to  three  prominent  research  universities, 
thousands  of  rapidly  growing  tech  companies,  and  a  major  tech-savvy  workforce.  Little  wonder 
Utah  has  become  a  hot  spot  for  businesses  looking  to  grow  and  expand.  Just  ask  Intel, 
eBa_y  or  Micron.  To  discover  what  Utah  has  to  offer  .your  business,  visit:  utah.gov/tech 


Utah! 


Where  ideas  connect 


SF/E/3 


How  to  tell 

a  cry  for  help 

from  an  act 

of  defiance. 
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.t's  not  easy,  and  sometimes  it  takes 
a  professional  team  to  recognize  a 
signal — like  unmatched  socks. 

Amy  (not  her  real  name)  was  a 
veteran  of  homeless  street  life  where 
you  steal  to  survive.  She  was  eight 
when  she  was  abandoned  by  her 
addict  mother. 

She  was  hard  to  be  around.  Not 
that  she  was  vicious  or  violent  or 
anything  like  that.  Instead,  she  was 
uncomfortably  odd.  She  made  strange 
faces  and  hand  gestures,  had  a  stilted 
walk,  peculiar  mannerisms  and  an 
unnerving  way  of  talking  too  close  to 
your  face. 

Her  deliberately  assembled  daily 
costumes  (always  including  her 
trademark  mismatched  socks)  were  over  the  top.  Eight-year-old  girls 
are  entitled  to  wide  latitude  for  fashion  peculiarities,  but  the 
aggressive  nature  of  Amy's  personal  dress  separated  her  from  the  rest 
of  the  world.  She  managed  to  disturb  people  before  she  ever  spoke  a 
word,  and  adults  and  children  alike  did  their  best  to  avoid  her. 

Enter  Sunny  Hills  Children's  Garden 

That  was  when  Amy  came  to  our  Group  Home  Program.  Each  year, 
Sunny  Hills  Children's  Garden  gives  a  full  spectrum  of  services  to 
400  emotionally  traumatized  children,  teens  and  their  families 
They  come  from  nine  Bay  Area  counties  and  all  over 
California,  for  reasons  as  varied  as  the  individuals 
themselves.  We  help  them  rebuild  their  lives  in  a  program 


that  includes  group  homes,  schools 
day  treatment.  The  one  common  el 
is  a  stable,  homelike  environment 
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The  breakthrough 

For  Amy,  our  answer  came  when  w 
recognized  her  behavior  as  talent 
struggling  to  come  out.  We  enrolleo 
a  local  drama  program  and  covered 
cost  out  of  our  Special  Needs  Fund 
channeled  her  "oddities"  into  acting 
almost  miraculously,  the  light  bulb 
on  over  her  head. 

She  changed  her  attitude  about  1 
tried  to  fit  in.  She  told  her  teachers  I 
longer  needed  to  be  different  and  ev 
modified  her  dress  and  behavior.  Sh 
suddenly  ready  to  do  what  she  had  t 
to  move  on  from  the  program  and  re-enter  the  world. 

She  went  back  to  public  school.  Last  May,  she  graduated  froi 
Sunny  Hills  Children's  Garden  and  is  now  happily  reunited  wit) 
relatives  after  years  of  separation.  Her  public  school  teachers  tel 
that  she  gets  along  just  fine.  The  socks?  Pretty  much  history.  As 
puts  it,  "I  only  wear  socks  that  don't  match  when  I  feel  I  don't  f 
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A  painless  way  to  help  400  other  Amys,  right  now 

Just  clean  out  your  closet,  unmatched  socks  and  all.  Bring  what 
you're  passing  along  to  our  Bargain  Box  Thrift  Shop  in  San  R 
and  while  you're  there,  check  out  whatever  we  have  for  s 
Yes,  there  are  other  thrift  shops  around,  and  there  ma 
one  closer  to  you.  But  none  of  them  can  do  what  we  did  foi 


Sunny  Hills  Children's  Garden 

300t  Sunny  Hills  Drive  in  San  Anseltno,  with  additional  facilities  in  San  Rafael  and  Novato.  The  Bargain  Box  is  at  508  Irwin  in  San  Rafat 
If  you'd  like  to  know  more  about  Sunny  Hills  Children's  Garden,  call  us  at  415-256-1580  or  log  on  to  www.shcg.org  to  find  other  ways  to  he 
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IY  FORD  AND  THE  JEWS 
lass  Production  of  Hate 

•il  Baldwin 

rAffairs.  416pp.  $27.50 


TITAN  OF  INDUSTRY 
AND  A  BIGOT 


]W  n  the  occasion  of  his  75th  birth- 
■  day,  in  1938,  Henry  Ford  re- 
\W  ceived  a  medal,  the  Grand  Ser- 
Cross  of  the  Supreme  Order  of  the 
,  lan  Eagle,  from  Adolf  Hitler.  Such 
(Hitler's  regard  for  the  carmaker  that 
ie  time  he  kept  a  portrait  of  Ford  in 
ffice  and  expressed  his  admiration  in 
econd  volume  of  Mein  Kampf.  Some 
lis  sentiment  had  to  do  with  Ford's 
'motive   achievements,   which   the 
|er  mimicked  with  a  grand  plan  for 
pan  motorways  filled  with  "people's 
—inspired  by  the  American  model." 
iiutos  aside,  the  two  men  also  shared 
rjee  fixe:  that  Jews  were  responsible 
me  evils  of  the  world, 
pr  much  of  the  20th  century,  Henry 
was  America's  most  notorious  anti- 
*te — something  that's  largely  forgot- 
coday.  Neil  Baldwin,  executive  di- 
«r  of  the  National  Book  Foundation 
author  of  Edisoiv  Inventing  the  Cen- 
,  redresses  that  with  Henry  Ford 
the  Jews:  The  Mass  Production  of 
:   It   is    a   provocative,    carefully 
ight  history  that  is  far  from  the  dia- 
suggested  by  its  subtitle.  Baldwin's 
isher  had  proposed  a  full  biography 
ord,  who  was  an  Edison  protege. 
Baldwin  could  not  set  aside  his  dis- 
for  Ford.  Then  came  a  major  media 
t:  the  1997  television  broadcast  of 
Holocaust  film  Schindler's  List,  spon- 
jd  solely  by  Ford  Motor  Co.  The 
f  of  this  sponsorship  inspired  Bald- 
to  write  a  book  tightly  focused  on 
-  he  calls  "an  inadequately  told  story 
merican  history." 

ord  wasn't  alone  in  being  biased,  of 
se.  Baldwin  shows  that  anti-Jewish 
udes  were  common  in  Ford's  "tight- 
ircumscribed  world  of  post-bellum 
vestern  America." 
ut  Ford  took  anti-Semitism  a  step 
ler  than  most  of  his  contemporaries 
>ersonally  stoking  a  powerful  pro- 
inda  campaign.  His  chief  instrument 


if»"J 


was  The  Dearborn  Independent,  an  ob- 
scure Michigan  weekly  that  Ford  built 
into  a  national  presence  beginning  in 
1919.  The  publication  carried  news  of 
the  world,  photo  displays,  and  a  variety 
of  features.  But  even  though  Ford  car 
dealers  were  required  to  meet  a  quota 
for  subscription  sales,  the  paper  was 
$284,000  in  the  red  by  1920  and  circu- 
lation was  languishing.  Ford  and  his 
right-hand  man,  Ernest  Liebold,  re- 
solved upon  an  "educational"  campaign 
to  build  interest.  Thus  began  a  series  of 
91  successive  articles  slugged 
"The  International  Jew:  The 
World's  Problem." 

The  portrait  that  emerged 
there,  says  the  author,  "fit 
squarely  into  a  thousand-year- 
old  continuum  of  Jew  hatred." 
It  depicted  a  group  of  perpet- 
ual aliens,  united  by  race  and 
busy  employing  their  financial 
sophistication  to  further  a  pro- 
gram of  world  domination.  The 
series  was  collected  and  pub- 
lished as  a  book  around  the 
world,  with  notable  success  in  Germany 
during  the  1920s  and  '30s.  The  Dear- 
born Independent  also  reprinted  The 
Protocols  of  the  Learned  Elders  of 
Zion,  a  document  purporting  to  be  a 
blueprint  for  Jewish  world  domination 
that  was  actually  created  in  the  1890s 
by  the  Russian  secret  police. 

Ford's  campaign  had  an  unintended 
consequence.  It  galvanized  an  anti-Ford 
movement  among  Jewish  leaders — in- 
cluding Louis  Marshall,  a  lawyer  and 
president  of  the  American  Jewish  Com- 
mittee— who  were  already  beginning  to 
organize  around  such  matters  as  war 
relief.  Baldwin  paints  an  engaging  por- 
trait of  these  men  and  their  counter- 
attack, which  in  time  drew  support  from 
prominent  Christian  executives,  scholars, 
and  three  U.S.  Presidents. 

By  the  mid- 1920s,  Ford  confronted 


two  related  crises:  His  unchanging,  no- 
frills,  black-bodied  Model  T  was  losing 
sales  to  the  innovative  line  of  autos  pro- 
duced by  a  nimble,  decentralized  Gen- 
eral Motors  Corp.  And  Ford's  anti-Se- 
mitic campaign  had  left  him  isolated 
and  under  fire.  Most  important,  he  was 
hit  with  a  $1  million  libel  suit  by 
agribusiness  executive  Aaron  Sapiro, 
whom  Ford  had  characterized  as  part  of 
a  malign,  international  Jewish  cabal. 

Ford  initially  responded  to  both  prob- 
lems by  defiantly  refusing  to  change. 
On  several  occasions,  for  example,  he 
was  drawn  into  public  screaming  match- 
es with  his  son,  Edsel,  who  argued  for 
styling  and  engineering  changes  in  the 
cars.  But  in  the  end,  says  Baldwin,  Ford 
"understood  the  necessity  for  a  'clean 
slate'  in  both  instances."  In  1927,  he 
shut  down  Model  T  production  and  be- 
gan the  retooling  that  wTould  result  in 
the  Model  A.  That  same  year,  Ford  is- 
sued a  public  apology  for  his  anti-Se- 
mitic w^ords  and  settled  the  Sapiro  law- 
suit. The  newspaper  then 
ceased  publication. 

The  apology  didn't  signify 
a  change  in  attitude.  Ford's 
private  notebooks  show  that 
he  continued  to  view  Jews 
as  part  of  an  anti-Ford  Mo- 
tor Co.  conspiracy,  involving 
"financiers,"  the  New  Deal, 
labor  unions,  and  his  major 
auto  competitors.  These  an- 
tipathies, as  Baldwin  sees  it, 
"rose  and  fell  in  tandem  with 
the  chronically  uneven  fortunes  and  mis- 
steps of  his  automobile  business."  For 
the  rest  of  his  days,  Ford  would  indulge 
in  an  occasional  outburst  against  "the 
Jews,"  while  demagogues  such  as  radio 
evangelist/politician  Gerald  L.  K.  Smith 
circulated  Ford's  anti-Semitic  texts.  By 
the  1940s,  American  Jews  were  engag- 
ing in  a  near-complete  boycott  of  Ford 
vehicles,  prompting  yet  another  apology 
from  the  old  man,  in  1942.  Five  years 
later,  he  died  of  a  cerebral  hemorrhage. 
Baldwin  ends  on  an  upbeat  note,  as- 
serting that  overt  anti-Semitism  has 
been  relegated  to  "the  distant  fringe"  of 
U.S.  life.  Even  if  that's  true,  no  one 
should  be  surprised  to  find  the  old  big- 
otries popping  up  elsewhere — stimulated 
even  today  by  Ford's  writings,  wilich 
are  available  on  the  World  Wide  Web. 

BY  HARDY  GREEN 
Green  is  Books  Editor. 
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HOW  HENRY  FORD  PERSONALLY  STOKED 


AN  ANTI-SEMITIC  PROPAGANDA  CAMPAIGN 
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Technology  &  You 


BY  STEPHEN  H.  WILDSTROM 

tech  &you@busi  nessweek.com 

iPOD:  THE  DESIGNERS 
GOT  THIS  ONE  RIGHT 


What  makes  a  high-tech  product  really 
good?  I  have  been  pondering  this  ques- 
tion since  I  started  using  Apple  Com- 
puter's iPod  digital  music  player  several  weeks 
ago.  I  liked  it  at  first  sight,  and  my  affection  has 
grown  with  use — a  reversal  of  the  usual  pat- 
tern where  the  more  time  I 
spend  with  a  product,  the  more 
annoying  flaws  I  discover. 

I  think  the  secret  of  the  iPod 
is  simple:  an  elegant  design  by 
the  same  in-house  team  respon- 
sible for  the  Titanium  Power- 
Book,  a  well-executed  user  in- 
terface, and  a  single-minded 
focus  on  doing  one  job  extraor- 
dinarily well. 

The  iPod  is  a  diminutive  6.5- 
oz.  box.  It's  4  in.  long,  2.4  in. 
wide,  and  0.8  in.  thick,  a  bit  big- 
ger than  a  pack  of  cards.  Inside 
is  a  5-gigabyte  hard  disk  that 
holds  the  equivalent  of  about 
100  CDs  digitized  for  high-qual- 
ity playback  and  a  lithium- 
polymer  battery  that 
easily  beats  its  claimed 
playing  life  of  10  hours.        ^^i 
iPod's  minimalist  good 
looks  give  it  instant  ap- 
peal, with  a  face  made  of  clear 


Apple's  digital 
music  player 
is  a  cinch  to 
use,  has  lots  of 
memory-and 
it  looks  great 


BusinessWeek  online 


FOR  A  COLLECTION  OF 
PAST  COLUMNS  and 

online-only  reviews  of 
technology  products,  go 
to  Technology  &  You  at 
www.businessweek.com/ 
technology/ 
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JUKEBOX:  The  iPod  holds  the 
polycarbonate  over  white  plas-   equivalent  of  100  or  so  CDs 
tic — a  hallmark  of  recent  Apple 
products — and  a  polished  metal  back. 


But  Apple  itself  has  proved  that  eye  candy 
does  not  make  a  good  or  successful  product. 
The  Macintosh  Cube,  released  in  2000,  got  plen- 
ty of  oohs  and  aahs  for  its  sleekness  but  flopped 
in  the  marketplace,  largely  because  its  poor  de- 
sign left  no  room  for  expansion. 

So  while  looks  are  important,  usability  is  para- 
mount. Here  the  iPod  overcomes  the  two 
biggest  liabilities  of  portable  digital  music  play- 
ers: capacity  and  user  controls.  The  64 
megabytes  of  storage  in  many  music  players — 
about  $50  worth  of  flash  memory  at  current  de- 
pressed prices — is  barely  enough  for  an  hour  of 
play.  That  assumes  recording  at  168  kilobits  per 
second,  the  lowest  rate  that  allows  reasonable, 
though  not  quite  CD-quality,  reproduction.  Apple 
opted  for  a  hard  drive  with  massive  storage  by 
music  player  standards.  That  made  the  iPod 
relatively  expensive,  at  $399,  though  I  believe 
the  capacity  to  store  that  much  music  in  a  tiny 


package  makes  it  an  excellent  value.  Th^ 
Nomad  Jukebox  from  Creative  Labs  cost 
than  $200,  but  it's  much  heavier  and  b\ 
than  the  iPod  and  gets  only  four  hours 
tery  life. 

If  you  offer  a  device  that  can  hold  the 
alent  of  100  or  so  CDs,  you  have  to  make  i|[ 
pie  for  people  to  find  and  play  the  musi(| 
want.  Here's  where  iPod  shines.  Getting 
onto  the  gadget  couldn't  be  simpler.  It 
high-speed  Fire  Wire  connection  to  link  to 
in  tosh.  As  soon  as  it's  connected,  iPod  sji 
nizes  its  content — music,  playlists,  and  ini'J 
tion  on  artists,  albums,  and  tracks — | 
library  you  assemble  on  the  Mac  with 
of  software  that  comes  with  the  iPod.  Altll 
iPod  currently  works  only  with  Macintq 
Apple  is  considering  a  Windows  version, 
while,  a  company  called 
afour  is  readying  softwar<| 
will     allow     any      Fire  I 
equipped  Windows  PC  to 
with  an  iPod. 

The  controls  for  self 
and  playing  tunes  from; 
iPod  are  ingenious.  It's  c< 
ing  to  have  too  many  bui 
but  making  one  button  pel 
multiple  functions  can  al  I 
perplexing.  Apple  solve  I 
problem  with  a  circular  c- 
panel  that  fills  much  of  th| 
of  the  iPod.  An  outer  ringl 
prises  four  buttons:  for| 
back,  play/pause,  and  a 
button  that  turns  the  iP| 
or  takes  you  up  one 
level.  For  examr 
you  are  displJ 
— '     song    inform;- 
clicking  the   bd 
takes  you  back  to  tl 
bum  or  playlist  from  wh 
was  selected.  In  the  centel 
round  button  that  you 
a  menu  item.  Between  them! 


to  select 

ring  that  turns  to  scroll  through  menus  o 
just  volume  once  music  is  playing.  You  ca 
lect  music  by  playlist,  artist,  album,  or 
vidual  song. 

My  only  complaint  is  that  the  control 
spond  to  a  very  soft  touch,  and  it's  too  ea 
accidentally  turn  the  iPod  on  and  drain  its 
tery  while  it  is  in  a  pocket  or  bag.  You  ha 
remember  to  slide  the  "hold"  switch  thai 
ables  the  controls. 

I  look  at  dozens  of  hardware  and  soft 
products  each  year:  An  amazing  number  of 
include  serious  flaws  in  design  or  execi 
Sometimes  the  problems  are  the  result  of 
promises  forced  by  a  need  to  hit  a  pric 
keep  weight  down,  or  ensure  compatibility 
sometimes,  the  choices  are  so  bad  that  all 
do  is  wonder,  'Why  did  they  do  it?'  The  iF 
proof  that  with  enough  care  and  concentn 
designers  can  approach  perfection 
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THE  BEST  WAY  TO  MANAGE 
A  SUPPLY  CHAIN  IS  TO 
KNOW  THE  DEMAND  CHAIN 


A  supply  chain  is  built  around  demand.  And  because  demand  can  go  from  overwhelming  to 
underwhelming  in  minutes,  it  can  wreak  havoc.  That's  why  the  mvSAP"  Supplv  Chain  Management 
solution  integrates  seamlessly  to  handle  the  hazards  of  supplv  and  demand.  It  puts  customers  at  the 
center  of  a  networked  supplv  chain,  helping  vou  anticipate  market  changes  and  fill  orders  faster.  It  also 
allows  tor  high  visibility,  so  vendors  and  suppliers  can  work  together  efficientlv.  Which  makes  it  the 
only  collaborative  SCM  solution  that  can  turn  a  supply  chain  into  a  profit  center.  For  more  info. 
call  800  872  1727  or  head  to  www.sap.com 


THE  BEST-RUN  E-BUSINESSES  RUN  SAP 


Economic  Viewpoint 


BY  ROBERT  J.  BARRO 


DON'T  BANK  ON 
DEMOCRACY  IN  AFGHANISTAN 


SOLUTION: 

The  U.S. 
ought  to 
think  about 
accepting  an 
efficient 
authoritarian 
regime  that 
would  offer 
political 
stability  and 
improve  the 
economy 


Robert  J.  Barro  is  a  professor 
of  economics  at  Harvard 
University  and  a  senior  fellow 
of  the  Hoover  Institution 
(rjbweek@harvard.edu). 


The  military  successes  in  Afghanistan  have 
demonstrated  the  awesome  technological 
prowess  of  U.S.  air  power.  However,  as 
the  campaign  evolves  into  a  nation-building  op- 
eration, we  shall  find  that  our  skills  in  the  social 
and  political  arena  do  not  match  our  military 
talents.  The  U.S.  vision  for  a  postwar 
Afghanistan  relies  on  the  familiar  recipes  of 
democracy  and  massive  foreign  aid.  Unfortu- 
nately, neither  is  likely  to  work  effectively. 

The  Western  ideal  for  representative  democ- 
racy involves  free,  multiparty  elections  and  main- 
tenance of  civil  liberties.  As  Aristotle  realized, 
and  as  the  evidence  from  a  large  number  of 
countries  demonstrates,  democracy  is  almost  nev- 
er sustained  in  a  country  that  has  income  and  ed- 
ucation levels  as  low  as  those  in  Afghanistan. 
Nevertheless,  Washington  always  recommends 
democracy,  even  to  the  poorest  nations,  and  the 
results  have  included  such  failures  as  the  new 
Congo  and  Haiti. 

Freedom  House's  latest  ratings  place 
Afghanistan  in  the  lowest  categories  for  elec- 
toral rights  and  civil  liberties.  This  lack  of  democ- 
racy corresponds  to  the  predictions  that  I  would 
make  from  the  country's  economic  and  social 
conditions.  Given  where  Afghanistan  is  today, 
my  statistical  analysis  implies  that  the  chance  a 
midrange  democracy — characteristic  at  present  of 
countries  such  as  Turkey  and  Indonesia — will 
exist  five  years  from  now  is  less  than  1%. 

A  major  factor  undermining  the  building  of 
democracy  in  Afghanistan  is  low  primary  school 
attainment.  In  1995,  adults  had  an  average  of 
0.8  years  of  formal  schooling.  Only  Mali  and 
Niger  were  lower  among  the  113  countries  for 
which  I  have  data.  Even  worse  from  the  stand- 
point of  democracy  is  the  unequal  treatment  of 
males  and  females.  In  Afghanistan,  adult  males 
averaged  1.3  years  of  primary  schooling,  where- 
as females  had  only  0.3.  The  male-female  ratio 
of  more  than  4  is  the  highest  for  the  104  coun- 
tries for  which  I  have  these  data.  The  next 
highest  is  for  Pakistan,  which  had  1.8  years  for 
males  and  0.6  for  females.  However,  poor  treat- 
ment of  women  does  not  apply  only  to  Islamic 
countries.  For  example,  many  non-Muslim  coun- 
tries in  Africa  have  very  high  ratios  of  male-to- 
female  schooling. 

The  lesson  for  the  Bush  Administration  is 
that  the  U.S.  ought  not  to  plan  for  a  postwar 
Afghanistan  that  has  functioning  democratic  in- 
stitutions. A  more  realistic  plan  would  focus  on 
finding,  or  at  least  accepting,  an  efficient  au- 
thoritarian regime  that  would  provide  political 


stability  and  improve  economic  conditions, 
er  sharing  among  local  factions  may  co 
ably  be  part  of  the  picture,  but  the  stabil| 
this  arrangement  is  doubtful  for  a  country 
Afghanistan's  large  number  of  fragmente 
nic  groups. 

Ethnic  heterogeneity  is  a  source  of  politic 
stability  in  Afghanistan.  A  possible  sol 
probably  too  radical  for  Washington  to  cot 
plate,  is  to  partition  Afghanistan  into  se 
independent  countries  as  a  way  to  ac 
greater  homogeneity  within  each  political 
diction.  However,  the  transition  to  multiple 
can  itself  promote  violence,  as  is  clear  froi 
former  Yugoslavia. 

Foreign  aid  is  a  critical  issue  as  well.  ( 
the  dire  economic  conditions  in  Afghanist 
large  amount  of  short-term  assistance  n 
sense.  The  problem  is  that  short-term  help 
to  evolve  into  long-term  aid,  which  histor 
has  not  contributed  to  economic  develop] 
Instead  of  alleviating  poverty  or  promoting 
nomic  growth,  foreign  aid  has  tended  to  si 
large,  corrupt  governments. 

William  Easterly  argues  in  his  recent 
The  Elusive  Quest  for  Growth,  that  the  prci 
is  not  foreign  aid  per  se,  but  rather  the  w 
which  aid  programs  relate  to  past  perform 
Basically,  to  qualify  for  American  aid,  a  coi 
has  to  mess  things  up.  The  reward  for  sum 
that  a  country  "graduates"  and  becomes  inel 
for  future  aid.  The  currently  fashionable  del 
lief  programs  work  essentially  in  the  same 
Easterly  argues  that  the  policy  formula  shou 
reversed:  "As  countries'  incomes  rise  becau 
their  favorable  policies  for  economic  growl;! 
should  increase  in  matching  fashion."  Unf 
nately,  aid  givers  are  unlikely  to  adopt  this  ] 
headed  approach.  In  fact,  Easterly's  own  re 
for  publicizing  this  and  other  radical  reform 
posals  was  to  be  encouraged  to  leave  hi: 
search  position  at  the  World  Bank. 

The  likelihood  is  that  entrenched  foreigr 
will  become  part  of  Afghanistan's  probl 
rather  than  a  piece  of  the  solution.  We  ca 
ready  see  how  warlords  are  stealing  muc 
the  grain  being  sent,  bolstering  their  positio: 
the  country.  This  will  only  get  worse  over  1 

Someday,  perhaps,  we  will  become  as  r 
headed  about  the  war  on  world  poverty  at 
have  become  about  the  war  on  internati 
terrorism.  But  for  now,  we  seem  to  be  re! 
on  the  soft  weapons  of  democracy  and  for 
aid  and  these  policies  have  failed  time 
again. 
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tying  to  find  a  great  deal 

on  a  reliable  server? 

Maybe  you're  trying 

the  wrong  place. 


Now  it's  easier  than  ever  to  find  an  HP  Netserver 
at  an  affordable  price.  HP  Netservers  are  reliable 
and  fast,  and  feature  Intel*  Pentium  III  processors. 
And  Netserver  has  the  memory  and  storage  you 
need  to  keep  your  business  up  and  running.  For  a 
limited  time,  get  0%  apr  financing*  on  selected 
e800  Netservers.  HP's  hottest  servers  at  their 
lowest  prices  ever.  It  just  goes  to  show  that  good 
savings  are  where  you  find  them. 
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hp  netserver  e800  -  Intel'  Pentium'  III 

processor  933MHz,  256KB  ECC  L2  cache,  Ultra2 
SCSI,  40X  Max-speed  CD-ROM. 

P2575A     O  WW  $38  per  month* 

hp  netserver  e800  -  Intel*  Pentium-  III 

£Drocessor  933MHz,  256KB  ECC  L2  cache,  18.2GB 
),  40X  Max-speed  CD-ROM. 
P5367A     1  j  1  8V  $49  per  month* 

hp  netserver  e800  -  Intel*  Pentium'  III 
processor  933MHz,  256KB  ECC  L2  cache,  18.2GB 
HDD,  DAT  24i  with  one  button  disaster  recovery. 

P5369A      1/3W  $67  per 


0%  financing*  available  -  call 

888.276.9866,  contact  your  local  reseller 

or  visit  www.bstore.hp.com. 


Offer  ends  January  31,  2002. 
ave  now!  Call  1.800.243.9812,  contact  your  local  reseller,  or  visit  www.hp.com/go/bizsku57 

%  apr  financing  based  upon  a  24-month  financing  term  and  subject  to  final  HP  credit  approval.  Minimum  financed  amount  is  $1500.  More  than  one  new  server  may  need  to  be 
xhosed  to  qualify  Estimated  street  price  for  the  e800  P2575A  is  $899,  P5367A  is  $1  189  and  P5369A  is  $1599  Estimated  monthly  payments  ore  $38,  $49  and  $67  respectively 
rices  may  vary.  Offer  expires  January  31 ,  2002.  Intel,  the  Intel  Inside  logo  and  Pentium  are  registered  trademarks  of  Intel  Corporation  or  its  subsidiaries  in  the  United  States  and 
countries.  ©2002  Hewlelt-Pockard  Company.  All  rights  reserved. 
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BOOMERS:  A  HARD 
ACT  TO  FOLLOW 

Labor-quality  rises  may  taper  off 


Q 


juality  of  labor  is  an  important  fac- 
tor in  U.S.  productivity  growth. 
According  to  a  new  study  by  Daniel 
Aaronson  and  Daniel  G.  Sullivan,  senior 
economists  at  the  Federal  Reserve  Bank 
of  Chicago,  the  improvement  in  labor 
quality  between  1987  and  1994  con- 
tributed nearly  0.4  percentage  points  a 

LABOR-FORCE  QUALITY 

GROWTH  IN  AN  INDEX  OF  THE  EDUCATION  AND 
EXPERIENCE  OF  THE  U.S.  WORKFORCE 


▲  PERCENT  INCREASE 

Data  Federal  Reserve  Bank  of  Chicago 

year  to  overall  productivity.  From  1995 
through  2000,  quality  rose  more  slowly, 
and  the  authors  predict  it  will  slow  even 
more  this  decade. 

Aaronson  and  Sullivan  used  wages 
as  an  indicator  of  labor  quality,  assuming 
that  in  a  competitive  job  market,  people 
are  paid  what  they're  worth.  While  ac- 
knowledging that's  not  always  the  case, 
they  say  "an  enormous  number  of  em- 
pirical studies"  have  found  it  to  be  a 
useful  approximation.  To  isolate  the  ef- 
fect of  labor  quality  on  wages,  they 
looked  at  how  wages  are  correlated  with 
education  and  work  experience,  using 
data  from  the  Labor  Dept.'s  monthly 
Current  Population  Survey  since  1964. 

The  Fed  economists  found  that  la- 
bor-quality patterns  were  influenced  by 
the  huge  baby-boom  generation.  During 
the  late  1970s  and  early  '80s,  labor 
quality  began  to  rise  as  boomers  en- 
tered the  workforce.  Although  inexpe- 
rienced, boomers  were  better  educated 
than  the  workers  they  replaced.  As  the 
boomers  gained  experience,  the  im- 
provement accelerated.  Between  1987 
and  1994,  labor-quality  growth  aver- 
aged 0.6%. 

The  economists  also  confirmed  the 
theory  that  labor  quality  gets  worse 
when  the  economy  is  booming  and  bet- 
ter when  there's  a  recession.  That's  be- 


cause workers  with  less  experience  and 
education  are  pulled  into  the  workforce 
in  good  times  and  they  are  the  first  to 
get  pink  slips  when  the  economy  fal- 
ters. Improvements  slowed  during  the 
boom  years  of  the  late  1990s  and  prob- 
ably rose  in  the  recession  year  of  2001, 
for  which  data  are  not  yet  available. 

As  boomers  begin  to  move  beyond 
their  peak  earning  years,  labor-quality 
growth  will  take  a  big  hit.  People  in 
their  early  50s  earn  the  highest  wages, 
so  they  are  assumed  to  have  the  highest 
labor  quality.  By  2010,  many  boomers 
will  be  past  that  sweet  spot,  so  their  la- 
bor quality  will  presumably  be  lower. 
The  Gen  Xers  who  replace  them  in  the 
prime  years  are  fewer  in  number.  Over- 
all, Sullivan  and  Aaronson  forecast  la- 
bor-quality growth  will  drop  to  less  than 
0.1%  by  2010.  That  means  productivity 
and  output  could  grow  up  to  0.2  per- 
centage points  a  year  more  slowly  than 
they  would  have  if  labor  quality  had 
continued  to  improve  at  its  1990s  pace. 
By  James  Mehring 


MORE  BASKETS 
TO  PUT  EGGS  IN 

Spread  your  risk  across  50  nations 

Investing  in  foreign  stock  markets  is  a 
good  way  to  make  the  returns  on 
your  portfolio  less  risky — through  di- 
versification. But  while  globalization  has 
made  it  easy  to  buy  foreign  stocks,  it 
has  also  made  major  securities  markets 
around  the  world  more  likely  to  move 
up  and  down  together,  reducing  the  ben- 
efits of  such  diversification.  In  1940,  you 
could  eliminate  roughly  three-quarters  of 
the  volatility  in  your  investment  port- 
folio by  splitting  it  evenly  among 
British,  French,  German,  and  U.S. 
stocks,  compared  with  investing  it  en- 
tirely in  just  one  of  those  countries.  To- 
day, such  action  would  reduce  your  port- 
folio's volatility  by  only  about  30%, 
according  to  a  recent  study,  Long-Term 
Global  Market  Correlations,  by  William 
N.  Goetzmann  and  K.  Geert  Rouwen- 
horst,  finance  professors  at  Yale  School 
of  Management,  and  by  Lingfeng  Li,  a 
PhD  candidate  in  economics  at  Yale 
University. 

Fortunately  for  investors,  as  the  the 
world's  major  capital  markets  have  be- 
come more  tightly  linked,  fringe  mar- 
kets have  cropped  up,  offering  new  op- 
portunities for  diversification.  Since  the 
1960s,  the  number  of  stock  markets 
open  to  global  investors  has  expanded 
from  around  30  to  around  50.  In  2000,  a 


portfolio  distributed  equally  amc 
available  stock  markets  had  70' 
volatility  than  one  concentrated  inl 
gle  market — a  result  nearly  as  g<J 
investors  could  get  from  the  foi 
markets  in  1940. 

By  Margaret 


WIGGLE  ROOM 
FOR  EURO  BOS! 

Part-timers  give  them  flexibilit 

Euro-zone  countries  are  often | 
cized  for  laws  that  make  it  cc 
hire  and  difficult  to  fire  workers, 
utives  complain  that  they  can't  e: 
as  quickly  in  good  times  or  contr 
swiftly  in  bad  times  as  their  U.  S 
petitors.  So  profits  have  been  lowt 
a  smaller  percentage  of  the  woi 
age   population  has   been   emp 
"That  led  to  lower  consumer  spe 
and  slower  economic  growth,"  says 
lo  Monticelli,  co-chief  of  euro-zon< 
nomics  at  Deutsche  Bank  in  Lone 
Slowly,  however,  flexibility  is  ere 
into  European  labor  markets.  M 
Saunders,  chief  European  econom 
Schroder  Salomon  Smith  Barney  in  jqL 
don,  notes  that  the  number  of  emp 
working  part-time  or  on  fixed-terr 
tracts  has  risen  sharply.  In  Germai 
instance,   part-time  jobs   repres 
17.6%  of  total  employment  in  20( 
from  13.4%  in  1990,  according  to  tr 
ganization  for  Economic  Cooperat 
Development.  Economists  estimate 
the  proportion  continued  to  rise  last 
(table).  Because  part-time  and  temp 
staff  can  be  laid  off  more  easily  tha 
time  workers,  companies  are  more  ^ 
to  hire  them  in  the  first  place.  I 
as  a  result,  Saunders  notes,  the 
force  participation  rate — the  ratio 
total  labor  force  to  the  working-age 
ulation — rose  by  more  than  two  pei 
age  points,  to  nearly  69%,  in  tht 
years  to  2000. 


To  be  sure, 
the  big  captains 
of  industry  would 
still  like  U.S.- 
style  freedoms  to 
hire  and  fire  full- 
time  employees. 
In  the  meantime, 
they  are  eagerly 
using  the  great- 
er flexibility  that 
has  recently 
come  their  way. 
By  David 
Fairlamb 


EUR0PEAI 
PART-TIMEI 

PART-TIME 

EMPLOYMENT  / 

SHARE  OF  T01 

EMPLOYMEN 

COUNTRY     1990    2000 
GERMANY  13.4%  17.6% 
FRANCE    12.2    14.2 
ITALY        8.8    12.2 

'Economists'  estimates 

Data:  Organization  for  Ec 
Cooperation  &  Developi 
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ooking  for  a  manageable 

PC  at  a  low  price? 

Maybe  you're  looking 

in  the  wrong  place. 
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PCs  use  genuine  Microsoft  Windows 
Aw.microsoft.com/piracy/howtotell 


Tired  of  looking  all  over  town  for  a  good  deal  on  a 
PC?  Then  you'll  love  the  deals  HP  is  offering  on 
Vectra  desktop  computers.  Vectra  is  easy  to 
manage  and  easy  to  support.  And  Intel2  Pentium*  4 
and  Intel1  Celeron""  processors  mean  it's  powerful 
enough  to  give  you  the  speed  you're  seeking. 
With  128  MB  SDRAM,  the  Vectra  is  powerful, 
smart,  and  waiting  at  an  HP  dealer  near  you. 


Vectra  xe  3 1 0  -  Microtower  model,  Intel* 
Celeron'  950  MHz,  128MB  SDRAM,  20GB  IDE  HDD, 
48X  Max-speed  IDE  CD-ROM,  integrated  graphics 
direct  AGP,  HP  10/100BT  IAN,  Microsoft*  Windows*  98. 

P5880B     ^f/T 

Vectra  vl420  -  Intel1  Pentium*  4  processor 
1 .6GHz,  128MB  SDRAM,  20GB  Ultra  ATA/100 
HDD,  48X  Max-speed  CD-ROM,  ATI  Rage  128  PRO 
(graphics  card),  Microsoft*  Windo\vs?  98. 

P5777T       JS9V 

Vectra  VI420  -  Intel-  Pentium'  4  processor 
1 .6GHz,  128MB  SDRAM,  20GB  Ultra  ATA/ 100 
HDD,  48X  Max-speed  CD-ROM,  ATI  Rage  1 28  PRO 
(graphics  card),  Mcrosofr*  Windows'  2000. 

P5778T      y  jFjF 
Offer  ends  January  31,  2002. 
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WE  DIDN'T  JUST  JUMP  ON  THE 
INFRASTRUCTURE  BANDWAGOI 

WE  BUILT  IT 


It's  time  to  set  the  record  straight.  Long  before  our  competitors  even  added  the  word 
"infrastructure"  to  their  vocabulary,  we  were  busy  creating  it.  Since  we  first  launched 
Unicenter]  it  has  become  the  de  facto  global  standard  for  managing  eBusiness 
infrastructure.  But  we  didn't  stop  there-we're  also  the  world  leader  in  security  and  storage 
software.  Every  day,  our  software  handles  over  180  million  transactions,  protects  $50  billion 
in  wire  transfers  and  stores  40  million  security  exchanges.  Expertise  doesn't  happen 
overnight.  It's  taken  25  years  of  hard  work  and  leadership  to  get  to  be  the  best.  So 
when  we  say  you  can  trust  every  one  of  our  18,000  employees  around  the  world  to  deliver 
the  software  and  service  that  your  eBusiness'  success  depends  on,  we  really  mean  it. 
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HELLO  TOMORROW 


WE  ARE  COMPUTER  ASSOCIATES 


THE  SOFTWARE  THAT  MANAGES  eBUSINESS™ 


©2001  Computer  Associates  International,  Inc.  (CA).    All  trademarks,  trade  names,  service  marks,  and  logos  referenced  herein  belong  to  their  respective  cci 
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tE  MORE  RATE  CUT-MAYBE. 
T  THEN  WHAT? 

JMng  productivity  and  weak  labor  markets  will  delay  Fed  tightening 
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In  one  of  the  most  aggressive 

■^ ^^—  policy  moves  ever,  the  Feder- 

■Berve  cut  the  federal  funds  rate  from  6.59?   at 

■  ■■.-■inning  of  2001  to  1.75%  at  the  start  of  2002— 

*  another  cut  on  Jan.  30  cannot  be  ruled  out.  Now, 

Sb  this  massive  stimulus  is  fueling  prospects  for  re- 

ry,  a  key  question  has  cropped  up:  When  will  the 

begin  to  raise  interest  rates? 

nt  easy.  Policymakers  are  unlikely  to  be  in  any 

y  to  reverse  course.  A  subpar  recovery,  rising  un- 

(yment,  declining  inflation,  excellent  productivity 

h,  and  plenty  of  production  slack  will  keep  the 

fan  the  sidelines  for  a  long  while.  Recent  speeches 

raft  of  Fed  officials  strongly  support  this  view. 

pn  so,  with  the  funds  rate  now  below  inflation,  im- 

ig  a  negative  real  rate,  monetary  policy  is  excep- 

iUy  accommodative  to  economic  growth.  At  some 

t,  the  Fed  will  want  to  nudge  interest  rates  back 

o  a  level  that  gives  policy  a  more  neutral  stance. 

Investors,  well  aware  that 
Fed  actions  affect  stock  and 
bond  prices,  are  already  an- 
ticipating a  reversal  in  mone- 
tary policy.  Yields  on  2-  to  10- 
year  Treasury  securities  are 
up  substantially  from  Novem- 
ber, mainly  reflecting  expecta- 
tions that  the  coming  recov- 
ery will  cause  the  Fed  to  lift 
iiwusANDsoFJOBs  rates,  along  with  prospects  for 

I        ""■">*■•  «»-*'»  increased  Treasury  borrowing 

lind  budget  deficits.  Plus,  contracts  on  interest-rate 
Ties  reflect  bets  that  the  Fed  will  begin  to  tighten  as 
as  summer  and  that  rate  hikes  could  total  more 
fi  one  percentage  point  by  yearend. 
Bee  expectations  sound  a  little  too  aggressive, 
■rer,  given  the  outlook  for  rising  productivity  and 
inflation.  Most  important,  history  shows  that  the 
i  does  not  tighten  until  the  jobless  rate  begins  to  de- 
ll In  this  recovery,  that  may  not  happen  until  late 
■rear.  As  a  result,  the  Fed  may  not  begin  to  lift 
is  until  the  fourth  quarter. 

I  GOOD  NEWS  on  the  labor  front  is  that  the  De- 

^■r  employment  report  suggests  that  the  worst  of 

Mb  losses  are  probably  over  (chart).  Private-sector 

Mb  fell  by  187,000  last  month,  less  than  the  465,000 

lost  in  October  and  the  382,000  shed  in  November. 
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Also,  manufacturers  sharply  increased  their  workweeks 
and  overtime.  That's  a  typical  recovery  event:  When  de- 
mand first  begins  to  strengthen,  factories  work  their  ex- 
isting employees  for  more  hours  before  hiring  new 
workers.  So  December's  longer  workweek  suggests  a 
firmer  tone  to  the  factory  sector  (chart). 

Still,  don't  expect  much  from 
the  job  markets.  Companies 
will  probably  choose  relatively 
cheap  capital  over  more  ex- 
pensive labor  as  a  means  of 
boosting  output  and  profits. 
That's  why  payrolls  will  not 
grow  rapidly  in  the  early 
stages  of  the  recovery,  and  the 
jobless  rate,  which  rose  0.2 
percentage  points  in  Decem- 
ber, to  5.8%,  is  destined  to  rise 
further  and  then  be  very  slow  to  come  back  down. 

Weak  labor  markets  are  another  reason  the  Fed  will 
be  less  apt  to  raise  rates.  Of  course,  the  jobless  rate  is 
politically  sensitive.  But  more  important,  consumers 
will  not  provide  the  same  thrust  they  usually  do  in  a 
recovery.  First,  household  spending  did  not  fall  off  as 
sharply  as  it  usually  does  in  a  recession,  leaving  less 
pent-up  demand  to  be  filled  as  better  times  emerge. 
Second,  this  year  will  see  the  pendulum  swing  back  to- 
ward corporate  profits  and  away  from  wages. 

Remember  that  profits'  share  of  national  income 
surged  in  the  mid-1990s — as  business  investment  spurred 
productivity  growth  and  thus  corporate  earnings — and 
that  labor's  share  of  income  ebbed.  By  the  late  1990s, 
the  trends  had  reversed:  Unsustainably  high  economic 
growth  tightened  labor  markets.  That  lifted  household 
income  but  also  raised  costs  and  squeezed  profits. 

NOW,  ITS  CORPORATE  AMERICAS  TURN  to  gain 

ground  at  the  expense  of  Household  America.  Contin- 
uing cuts  in  variable  pay  and  bonuses,  along  with  the 
sharp  cutbacks  in  contingent  workers,  are  all  reflections 
of  this  shift.  And  as  demand  picks  up  this  year,  com- 
panies will  restore  their  profit  margins  by  boosting 
productivity,  not  payrolls. 

Given  the  spread  of  technology  in  the  economy,  it 
probably  comes  as  little  surprise  that  productivity 
growth  is  holding  up  phenomenally  well  in  this  reces- 
sion. And  it  will  grow  even  faster  as  the  recovery 
gains  speed.  That  resilience  was  especially  true  in  the 
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fourth  quarter  of  last  year.  Official  data  will  not  be 
available  until  Feb.  6,  but  productivity  appears  to  have 
posted  a  solid  gain.  Hours  worked  last  quarter  fell  at  a 
3.9%  annual  rate.  Even  if  real  gross  domestic  product 
fell  2%,  as  is  generally  expected,  productivity  would  still 
post  a  gain  in  the  1%  to  2%  range. 

In  the  first  three  quarters  of  this  recession,  produc- 
tivity is  on  a  track  to  grow  at  a  1.9%  annual  rate. 
That's  on  a  par  with  the  1.8%  pace  during  the  same  pe- 
riod of  the  recessions  of  the  1950s  and  1960s,  a  time  of 
generally  high  productivity  growth.  And  the  trend  is  in 
sharp  contrast  to  the  recessions  from  the  mid-1970s  to 
the  early  1990s,  when  productivity  fell  off  sharply  from 
its  long-term  growth  trend.  In  that  era's  three  reces- 
sions that  lasted  at  least  a  year,  productivity  declined  at 
an  average  annual  rate  of  0.9%  during  each  downturn's 
first  three  quarters  (chart). 

THE  UPBEAT  PRODUCTIVITY  OUTLOOK  win  be  cen- 

tral  to  the  Fed's  way  of  thinking  in  2002,  chiefly  be- 
cause Fed  Chairman  Alan  Greenspan  remains  a  key 
proponent  of  that  view.  Moreover,  in  the  policymaking 
Federal  Open  Market  Committee's  annual  rotation  of 
Fed  district  presidents,  two  presidents  who  openly  op- 
posed aggressive  rate-cutting  this  past  summer  will 
rotate  off  the  committee. 

Rotating  onto  the  FOMC  will  be  Dallas  Fed  President 
Robert  D.  McTeer  Jr.,  perhaps  the  strongest  advocate 
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of  the  productivity  revolution.  One  of  the  less  en 
astic  proponents  of  the  strong-productivity  story,  f< 
Fed  Governor  Laurence  H.  Meyer,  chose  not  to 
reappointment.  Plus,  the  board  will  include  two  1 
new  governors,  who  typically  don't  make  waves  an 
likely  to  vote  with  the  chairman.  On  balance,  the 
policy  committee  appears  to  be  a  tad  more  dovish 
the  2001  version. 

Indeed,  inflation  hawks  will 
have  little  to  squawk  about 
this  year.  Not  only  will  pro- 
ductivity keep  down  labor 
costs,  but  price  pressures  from 
other  sources  will  be  almost 
nil.  The  considerable  slack  in 
production  capacity,  the  stead- 
fast strength  of  the  dollar,  and 
a  global  recovery  that  will  be 
slow  to  develop  mean  that  in- 
flation simply  can't  get  started. 

Investors  obviously  have  a  huge  stake  in  the 
that  strong  productivity  gains  will  keep  inflation  c 
lift  investment  and  profits,  and  allow  the  Fed  to 
interest  rates  low.  That  forecast  is  clearly  built  int( 
rent  stock-market  valuations.  If  that  belief  is  wra 
will  become  apparent  as  the  recovery  develops, 
likely,  the  party  will  start  slowly,  and  the  Fee 
keep  the  punchbowl  generously  filled 
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GERMANY 


BANKING  ON  A  RECOVERY  AFTER  MIDYEAR 


At  least  for  now,  Germany's  jobless  rate  stayed  at  a  high  9.5%, 

government  is  sticking  with  as  the  number  of  unemployed 

an  upbeat  forecast  of  a  1.25%  gain  rose  to  3.9  million,  the  largest 

in  real  gross  domestic  product  in  amount  in  nearly  two  years. 

2002.  But  private  economists  ex-  Although  the  recent  data  are 

pect  1%  or  less.  And  while  the  dismal,  German  executives  are  op- 
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difference  seems  small, 
slower  growth  has  big 
implications  for  the 
euro,  job  prospects, 
and  fiscal  finances. 

Germany's  real  gdp 
fell  in  the  third  quar- 
ter and  likely  shrank 
further  at  yearend. 
The  December  pur- 
chasing managers'  in- 
dex slipped,  with  pro- 
duction, inventories,  and  jobs 
falling.  November  factory  orders 
rose,  but  domestic  bookings  alone 
fell  for  the  third  month  in  a  row. 
And  the  labor  markets  continued 
to  deteriorate  in  November.  The 
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timistic  about  a  sec- 
ond-half recovery. 
Specifically,  they  ex- 
pect exports  to 
strengthen,  but  this 
implies  other  nations 
will  turn  around  be- 
fore Germany  does. 

The  government  is 
also  hopeful  about  the 
second  half.  In  an  in- 
terview, Economics 
Minister  Werner  Miiller  said  sec- 
ond-half demand  would  be  lifted 
by  lower  taxes,  increased  family 
benefits,  and  low  inflation.  That's 
why  the  Finance  Ministry  is 
standing  by  its  growth  forecast  of 
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1.25%.  But  private  economists, 
eluding  the  government's  outsi< 
economic  advisers,  known  as  tY  ' 
Five  Wise  Men,  forecast  real  G 
growth  of  0.7%  in  2002. 

The  fear  that  Germany  will  i 
dershoot  its  forecast  has  put 
downward  pressure  on  the  eur« 
After  the  jobs  data  were  releas 
on  Jan.  9,  the  euro  slipped  agai 
against  the  U.  S.  dollar.  Slower 
growth  may  also  lift  Germany's 
fiscal  deficit  closer  to  the  3%  oi 
GDP  ceiling  imposed  by  the  eur- 
zone  policymakers. 

In  addition,  a  magazine  poll 
found  that  unemployment  was 
major  concern  for  55%  of  Ger- 
mans, up  from  37%  in  2001.  Anl 
38%  were  worried  about  the  eel 
omy,  twice  the  rate  of  a  year  a  J 
These  increased  jitters  could  d«| 
lay  any  meaningful  rebound  in 
consumer  spending  this  year. 
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News:  Analysis  &  Commentary 


THE  MORTICIANS 
MOVE  IN 

Lawyers,  investment  bankers,  and 
accountants  could  walk  away 
with  as  much  as  $300  million 


When  Houston-based  energy 
company  Dynegy  Inc.  pulled 
out  of  a  deal  to  buy  troubled 
Enron  Corp.  last  Nov.  28,  at- 
torneys at  the  firm  Weil,  Got- 
shal  &  Manges  knew  they  had  to  act 
fast.  Enron's  stock  was  plunging  below  a 
dollar,  its  credit  rating  had  collapsed, 
and  creditors  suddenly  had  the  right 
to  call  in  loans  and  seize  buildings, 
pipelines,  and  other  assets  the  com- 
pany had  put  up  as  collateral.  "We 
were  hearing  rumors  about  unilateral 
actions  by  creditors,"  says  Weil  Gotshal 
partner  Martin  J.  Bienenstock.  "And  we 
wanted  to  stop  that." 

So  the  law  firm,  which  Enron  retained 
in  October,  threw  everything  it  had  into 
the  case.  Dozens  of  lawyers  worked 
around  the  clock  preparing  a  petition  for 
Chapter  11  protection.  When  they  fin- 
ished four  days  later,  they  immediately 
filed  electronically  with  bankruptcy 
court — even  though  it  was  5  a.m.  on  a 
Sunday  morning.  By  acting  so  quickly, 
the  lawyers  claim  they  kept  Enron's 
creditors  from  tearing  the 
company  apart. 

They've  been  busy  ever 
since.  Indeed,  Enron's  misfor- 
tune is  proving  to  be  Weil 
Gotshal's  blessing.  By  the 
time  the  bankruptcy  is  over,  the  firm 
could  rake  in  as  much  as  $30  million  in 
fees.  More  than  a  dozen  other  law  firms 
are  also  on  the  case.  And  the  attorneys 
are  joined  by  a  small  army  of  investment 
bankers,  such  as  Blackstone  Group,  which 
is  charging  $350,000  a  month,  plus  a  $35 
million  bonus  if  the  company  reemerges 
from  Chapter  11.  All  in  all,  the  various 
hired  guns  managing  history's  largest 
bankruptcy  will  earn  fees  of  as  much  as 


ENRON 


WATCH 


$300  million 
or  more. 

They  are  under 
a  tight  deadline  and  op- 
erating in  a  highly  charged 
environment.  On  Jan.  9,  the  sit- 
uation became  even  more  electric 
as  the  Justice  Dept.  confirmed  that  it 
has  opened  a  criminal  investigation  into 
the  fall  of  Enron.  That  is  likely  to  be  a 
serious  distraction  for  the  lawyers, 
bankers,  and  accountants,  but 
for  now,  they  are  focused  al- 
most exclusively  on  auction- 
ing a  majority  stake  in  En- 
ron's highly  successful 
trading  unit,  set  to  be  com- 
pleted on  Jan.  10.  A  quick  sale  is  seen  as 
critical  because  the  unit  is  rapidly  los- 
ing out  to  more  stable  rivals.  "The  idea  is 
that  this  is  like  ripe  fruit,"  says  one  at- 
torney close  to  the  case.  "If  it  doesn't 
move  quickly,  it  will  rot." 

These  are  boom  times  for  the  morti- 
cians of  the  business  world.  It  is  a  diverse 
group  that  also  includes  accountants  and 
turnaround  specialists — management  con- 
sultants, such  as  Jay  Alix  &  Associates, 


that     spe- 
cialize in  rescu- 
ing insolvent  com- 
panies. Last  year,  255 
publicly  traded  companies 
filed  for  bankruptcy,  breaking 
the  prior  record  of  176  in  2000, 
cording  to  BankruptcyData.com. 
as  if  I  get  up  in  the  morning  and  I 
want  to  get  rich  off  this,'"  says 
Despins,  a  partner  at  Milbank, 
Hadley  &  McCloy  and  lead  coui| 
Enron's  creditors.  "But  all  of  us  ha 
of  work  right  now." 

Unlike  prior  downturns,  where 
ruptcies  have  been  concentrated 
bled  industries  such  as  airlines  ant 
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orrent  wave  of  failures  is  unusually 
I.  It  runs  across  a  wide  swath  of 
leases,  including  Pacific  Gas  &  Elec- 
1  TV,  Excite@Home,  and  Fruit  of  the 
i.  Even  though  the  debtors  are 
I  diverse  than  ever,  the  bankruptcy 
ess  is  dominated  by  a  small  club. 
;  are  perhaps  a  dozen  law  firms — 
ven  fewer  investment  banks — with 
rmies  of  experts  a  big  company  in 
^le  needs  on  short  notice. 
I  far,  the  Enron  case  has  attracted 
I  of  the  big  guns.  Among  law  firms, 
»  Gotshal  has  the  most  prominent 
^ruptcy  practice.  Milbank  Tweed  is 
i  leading  specialist  in  the  represen- 
tation of  creditors. 
Other    top    bank- 
ruptcy shops  in- 
clude     Wachtell, 
Lipton,  Rosen  & 


Katz;   Skad- 
den,  Arps,  Slate, 
Meagher  &  Flom; 
and  Wilmer,  Cutler  & 
Pickering.  Top  partners 
at  these  firms  bill  $700  an 
hour  and  earn  more  than  $2  mil- 
lion annually. 

What  do  they  do  to  earn  the  big 

They  work  day  and  night  to  come 

a  restructuring  plan  that  will  en- 

a  viable  company  to  emerge  from 

ptcy.  Corporate  boards  are  more 

willing  to  pay  the  fees  of  lawyers  who 

cftave  off  an  all-out  fire  sale  of  assets. 

enenstock's  goal  is  to  bring  Enron 

»f  bankruptcy  as  soon  as  a  year  from 

Once  the  trading  unit  auction  is 

1)lete,  his  next  major  task  will  be 

inig  overseas  assets,  including  a  $2.9 

iv  n  power  plant  in  India  and  a  power 

electricity  grid,  and  gas-pipeline 

>any  in  Brazil.  Many  of  the  projects 

r  osing  money  and  are  joint  ventures 

(1  those  governments.  It  is  uncertain 


who  would  be  interested  in  these  assets. 

Given  the  company's  complexity  and 
potential  legal  problems,  most  observers 
are  betting  it  will  take  Bienenstock  twice 
as  long  as  he'd  like  to  bring  Enron 
around.  That  could  be  bad  news  for  the 
company,  since  creditors  tend  to  push 
harder  for  liquidation  the  longer  bank- 
ruptcy proceedings  drag  on.  "I'd  put  his 
chances  [of  a  successful  reorganization]  at 
about  30%,"  says  University  of  Houston 
Law  School  Dean  and  bankruptcy  pro- 
fessor Nancy  Rapaport.  "At  some  point, 
creditors  might  say,  'You've  liquidated 
some,  we  think  you  should  keep  going.' " 

While  Weil  Gotshal  has  had  some  no- 
table successes — including  the  1990  re- 
structuring of  Federated  Department 
Stores — it  also  has  plenty  of  critics.  The 
firm's  bruising  tactics  have  earned  it  the 
nickname  "We'll  Getcha  and  Mangle  Ya" 
among  rivals.  It  has  also  occasionally  run 
into  trouble  with  bankruptcy  trustees.  In 
1992,  an  employee  of  the  U.S.  Trustee 
in  Connecticut  accused  the  firm  of  padding 
its  bills  in  a  case  involving  gunmaker 

Colt's  Manufacturing  Co.  Weil  denies  it, 
and  no  penalty  was  imposed.  In 
1994,  though,  the  firm  was  pe- 
nalized $1  million  for  not 
reporting  conflicts  in  the 
bankruptcy  of  Leslie  Fay 
Cos.  The  trustee  in  that  case 
was  none  other  than  U.  S.  Dis- 
trict Judge  Arthur  J.  Gonzalez — 

the  man  hearing  the  Enron  bankrupt- 
cy. But  the  two  sides  have  met  on  cases 
with  no  sign  of  ill  will  since. 

Standing  side  by  side  with  the  attor- 
neys in  the  Enron  bankruptcy  are  the  in- 
vestment bankers.  While  not  nearly  so 
numerous  as  the  lawyers,  they  tend  to 
make  more  money.  Indeed,  restructur- 
ing work  is  fetching  larger  fees  than  ever 
because  of  the  difficulty  of  valuing  and 
selling  bankrupt  assets.  Since  many  big- 
ger investment  banks  dropped  out  of  the 
bankruptcy  business  when  the  economy 
picked  up  in  the  early  1990s,  it  is  now 
dominated  by  boutiques  such  as  Black- 
stone,  Lazard,  and  cibc  World  Markets. 

The  auction  of  Enron's  trading  unit 
has  been  largely  handled  by  Blackstone. 
Boutique  shop  Batchelder  &  Partners 
Inc.,  meanwhile,  has  poured  over  the 
books  in  search  of  overlooked  assets.  Be- 
cause of  the  pressure  to  move  quickly,  it 
has  been  grueling.  "We've  been  heavily 
involved  on  a  full-time  basis,  which  in- 
cludes weekends,"  says  Steven  M.  Zelin, 
a  senior  managing  director  at  Blackstone. 
For  Enron's  undertakers,  that's  likely  to 
continue  for  some  time. 

By  Dan  Carney  in  Washington,  with 
Emily  Thornton  in  New  York  and  bu- 
reau reports 


WHERE  THE  M0HEY 
IS  GOING 

The  biggest  bankruptcy 

in  history 

is  making  a  small  industry 

of  advisers  rich 


ENRON'S  LAWYERS 


The  oil  giant  has 
turned  to  Corpo- 
rate America's 
leading  bankrupt- 
cy counsel,  Weil, 
Gotshal  & 
Manges.  The  firm 
charges  $700  per 
hour  for  top  guns 
and  could 
ultimately  earn  up 
to  $30  million. 


GOTSHAL'S 
BIENENSTOCK 


CREDITORS'  LAWYERS 


Milbank,  Tweed, 
Hadley  &  McCloy 
dominates  the 
business  of 
representing 
creditors  and 
is  expected  to 
earn  $15  million 
to  $30  million 
on  the  Enron 
case. 


MILBANK'S 
DESPINS 


BLACKSTONE'S 
ZELIN 


INVESTMENT  BANKERS 


Blackstone  Group, 
Enron's  lead 
banker,  will  get 
$350,000  a 
month,  plus  a  $35 
million  "success 
fee"  if  it  accom- 
plishes a  success- 
ful reorganization. 
It's  backed  by 
Batchelder  &  Part- 
ners, which  is 
making  a  $15  million  success  fee, 
or  $375,000  a  month  if  the  reor- 
ganization attempt  fails. 


ACCOUNTANTS 


While  Enron  is  in  bankruptcy, 
Cap  Gemini  Ernst  &  Young,  as 
well  as  other  firms,  will  advise  the 
parties  to  the  bankruptcy.  Fees  are 
yet  to  be  determined,  but  accoun- 
tants often  earn  up  to  $200,000 
a  month. 

Data:  Southern  District  of  NY  Bankruptcy  Court,  BusinessWeek 
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COMMENTARY 


By  Louis  Lavelle 


ENRON:  HOW  GOVERNANCE  RULES  FAI 


One  of  the  mysteries  of 
Enron  Corp.'s  fall  from 
grace  is  how  an  audit 
committee  chock  full  of  tal- 
ent could  have  been  blind 
to  the  company's  financial 
sleight  of  hand.  So  far,  spec- 
ulation has  centered  around 
the  apparent  failure  of  En- 
ron's auditors,  Arthur  An- 
dersen LLP,  to  alert  the  au- 
dit committee  to  the 
problem  until  very  late  in 
the  game.  But  the  truth  is, 
the  audit  committee  de- 
serves much  of  the  blame 
for  Enron's  collapse — and 
the  corporate  governance 
movement  deserves  much 
of  the  blame  for  the  Enron 
audit  committee. 

Whatever  its  flaws,  the 
committee  followed  all  the 
rules  laid  down  by  federal 
regulators,  stock  exchanges, 
and  governance  experts  re- 
garding director  pay,  inde- 
pendence, disclosure,  and  fi- 
nancial expertise.  Enron 
collapsed  in  large  part  be- 
cause the  rules  didn't  ac- 
complish what  the  experts 
hoped  they  would.  For 
example: 

■  Paying  directors  with  stock  may 
have  aligned  their  interests  with  share 
holders',  but  it's  just  as  likely  to  have 
created  a  motive  for  not  asking  the 
tough  questions. 

■  Disclosure  rules  may  have  alerted 
investors  to  the  fact  that  one  audit 
committee  member  had  a 
potential  conflict  of  interest, 
but  not  that  two  others  did 
as  well. 

■  The  Enron  audit  com- 
mittee may  have  been  exact- 
ly what  the  stock  exchanges  had  in  mind 
in  December,  1999,  when  they  required 
that  members  demonstrate  financial 
know-how — but  the  expertise  may  have 
been  out  of  date  following  the  changes 
Enron  went  through  in  the  1990s.  In 
any  case,  it  didn't  help  the  committee 
make  sense  of  Enron's  tangled  finances. 


ENRON 


WATCH 


Bottom  line:  It  may  be  time  to  re- 
think the  rules. 

Certainly  there  was  nothing  unusual 
about  the  Enron  directors'  heavy  stock 
ownership.  Boards  in  general  have 
bought  into  the  argument  by  gover- 
nance experts  that  directors  should  get 
paid  largely  with  stock  to  make  sure 
they  act  in  the  best  interest 
of  shareholders.  Of  the  top 
200  companies,  99%  pay  di- 
rectors with  stock,  up  from 
81%  in  1995.  And  62%  of  di- 
rector pay  comes  in  equity, 
up  from  24%  in  1995,  according  to  pay 
consultant  Pearl  Meyer  &  Partners. 

Clearly,  stock  is  king.  But  should  it 
be?  Auditors  are  prohibited  by  the  Se- 
curities &  Exchange  Commission  from 
owning  stock  in  client  companies  pre- 
cisely because  of  its  potential  to  cor- 
rupt. Yet  audit  committee  members, 


Ha 

0    c 


like  all  directors 
tially  required  t  n 
presumably  bee; 
them  honest.  Th 
six  audit  commi 
bers  owned  neai 
Enron  shares  w< 
of  more  than  $7 
of  Feb.  15 — sha 
surely  would  ha 
ed  in  value  had 
forced  managem 
clean  about  the 
some  of  the  com 
balance-sheet  paff 

The  committe 
force  an  earlier  . 
public  explanatk 
finances  suggest^ 
that  the  shares 
making  shareholp 
the  directors'  to< 
did  the  opposite 
buying  their  sile 
greed  blind  ther 
it's  very  possibh 
M.  Nash,  co-foui 
National  Associn 
porate  Directors 
one  lawsuit  alleg 
claiming  that  En  it 
ers — including  tl 
audit  committee 
sold  17.3  million  shares  for 
to  an  unsuspecting  public  w 
financial  statements  later  re  tr  f 
pure  fiction.  The  audit  comr 
bers  either  declined  to  comi 
not  return  calls.  But  Enron 
board  since  1999  approved  t 
controversial  partnerships,  ( 
controls,  and  acted  "quickly 
ber  to  restate  earnings  whe 
lems  became  apparent,  albe 
ter  Enron's  shares  plunged 
questions  about  the  partner 
It's  hard  to  argue  that  di 
shouldn't  own  shares  at  all. 
sales  by  directors  for  the  di 
their  terms  would  motivate 
preserve  a  company's  long-tj 
instead  of  taking  a  see-no-e 
to  oversight. 

If  the  stock  didn't  blind  t 
audit  committee  members,  t 
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ie  company  may  have.  It's 
at  governance  critics  antic- 
what's  troublesome  is  that 
rules  required  Enron  to 
only  one  of  those  ties:  di- 
akeham's  $6,000-a-month 
ntract.  One  would  need  to 
afield  from  Enron's  securi- 
learn  from  the  University 
,t  Enron,  Chairman  Ken- 
d  their  foundations  had 
50  to  the  school's  M.  D.  An- 
^fcr  Center  since  1999.  That's 
er  President  John  Mendel- 
me  an  Enron  director.  Also 
d  by  Enron:  $50,000  that  the 
ind  the  Lay  family  foundation 
^eorge  Mason  University's 
Center,  where  Wendy  Lee 
is  been  head  of  regulatory 
ice  she  joined  the  center  in 
on  and  its  employees  also 
deal  contributions  of  more 
WO  to  her  husband,  Senator 
im  (R-Tex.),  since  she  became 
director  in  1993. 
Mice  experts  say  the  audit 

■'s  lack  of  indepen-       

de  it  less  inclined 
in  management. 
«  humans,"  says 
Koppes,  former 


The  audit  committee 

followed  all  the 

rules — but  it  let 

shareholders  down 


demonstrate  financial  literacy.  Commit- 
tee Chairman  Robert  K.  Jaedicke  was  a 
Stanford  University  accounting  profes- 
sor for  30  years.  Ronnie  C.  Chan  and 
Paulo  V.  Ferraz  Pereira  are  executives. 
Mendelsohn  runs  a  university  cancer 
center.  Gramm  is  an  economist.  And 
Wakeham  belongs  to  the  House  of 
Lords. 

Yet,  as  a  group,  they  were  apparent- 
ly unable  to  decipher  the  tangled  web 
of  off-balance-sheet  deals  that  effec- 
tively hid  Enron's  debt  and  inflated  its 
earnings.  Jaedicke,  72,  has  been  retired 
for  more  than  a  decade.  Some  have 


COSTLY  LESSONS 

Here's  where  the  Enron  board's  audit  committee 


e;  junsel  for  the  Cali-  . 

nfolic  Employees'  Re-  came  *&  short  and  some  possible  fixes. 


e  System.  "You're  not 

rant  to  rock  the 
ia  the  very  least,  in- 
sjere  entitled  to 
jgrc  half  the  commit- 
n  nancial  ties  to  the 
I  The  sec  should 
;kly  to  propose  a 


S  sought  by  institu-         S°L™*  P'sc lose .al [ .f ' na.nc.ial  ties. ernanc J  ^ 


DISCLOSURE  Companies  are  required  to  disclose 
some,  but  not  all,  financial  ties  with  directors. 
Critics  have  cited  conflicts  at  Enron,  which  correctly 
disclosed  its  consulting  contract  with  one  audit- 
committee  member,  but  not  the  charitable 
contributions  made  to  affiliated  organizations  of 
two  others. 


estors,  requiring 
sure  of  all  financial 

in|  directors — personal , 

ufsiness,  political  and 
apic.  Using  that 
about  30%  of  the 

rj!00  companies 
|y  the  Investor 

;jaDity  Research 
»ve  audit  commit  - 

jare  less  than  100% 

int. 

:;  the  few  areas 
iron  disclosed  a 
information  was  in 
cations  of  board 

■ti  On  paper,  the  audit 
e  was  as  qualified  as 
'  than  fulfilling  the 
rirement  by  stock 
i  that  members 


suggested  privately  that  he  may  not 
have  been  up  to  speed  on  the  complex 
financing  strategies  that  were  so  inte- 
gral to  Enron's  rapid  transformation 
from  an  energy  pipeline  company  into 
a  trading  outfit.  Some  governance  ex- 
perts now  conclude  that  meeting  the 
textbook  definition  of  financial  literacy 
is  not  a  guarantee  that  directors 
understand  sophisticated  financial 
instruments. 

The  truth  is  that  the  ideal  audit  com- 
mittee envisioned  by  the  rules  govern- 
ing independence  and  financial  literacy 
is  to  some  extent  a  mythical  beast.  Big 
global  companies  are  now  so  complex 
that  insiders  are  often  the  only  people 
who  truly  understand  them.  But  only 
outsiders  have  the  independence  to  rein 
them  in.  And  many  boards  don't  exer- 
cise the  diligent  oversight  companies 
need.  A  new  survey  of  audit  commit- 
tees at  50  U.  S.  companies  by  Joseph  V. 
Carcello,  an  associate  accounting  profes- 
sor at  the  University  of  Tennessee  at 
Knoxville,  found  they  typically  meet 
just  three  times  a  year,  only  two-thirds 
bother  to  review  their  compa- 
nies' internal  audits,  and  fewer 
than  one  in  five  have  unre- 
stricted access  to  company 
records.  Enron's  committee 
met  five  times  in  2000;  the 
company's  proxy  is  unclear  on 
whether  it  reviewed  the  inter- 
nal audit  or  had  unfettered  ac- 
cess to  records. 

If  nothing  else,  the  Enron 
debacle  should  occasion  some 
soul-searching  on  the  part  of 
federal  regulators  and  stock 
exchanges  that  make  the  gov- 
It  would  help  if 


KNOW-HOW  Audit-committee  members  must 
demonstrate  basic  financial  literacy,  and  one  must 
have  financial  expertise.  Enron's  committee  included 
an  accounting  professor,  an  economist,  and  two 
businessmen.  But  they  apparently  didn't  understand 
the  risks  in  some  of  the  company's  complex  limited 
partnerships. 

solution:  Committees  should  have  to  meet  more 
often,  review  internal  audits,  and  get  industry-specific 
finance  training. 

COMPENSATION  Most  companies  pay  directors 
largely  in  stock  to  align  their  interests  with  those  of 
shareholders.  But  at  Enron,  where  some  directors 
sold  shares  near  the  August,  2000,  high,  large 
holdings  may  have  made  directors  less  willing  to  ask 
tough  questions. 

solution:  Pay  in  stock,  but  ban  stock  sales  as  long 
as  directors  are  on  the  board. 


audit  committees  were  re- 
quired to  convene  meetings 
more  frequently,  conduct  an 
annual  review  of  the  internal 
audit,  and  educate  members  in 
more  than  just  the  balance- 
sheet  basics.  "Ultimately,"  says 
Alan  Cleveland,  counsel  to  the 
New  Hampshire  Retirement 
System,  an  Enron  shareholder, 
"what  it  comes  down  to  is 
what  goes  on  not  only  in  the 
boardroom  but  in  the  minds  of 
these  outside  directors."  For 
governance  to  work,  directors 
need  to  understand  that  their 
job  is  to  keep  tabs  on  manage- 
ment— not  simply  show  up. 

Lavelle  covers  management 
issues  from  New  York. 
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ENRON:  LINING  UP  ON  CAPITOL  HILL 


HOT  POTATO: 
HANDLE  WITH  CARE 

Playing  politics  in  the  Enron  probe  could  burn  either  party 

When  Enron  Corp.  tumbled  into 
bankruptcy,  it  put  thousands  out 
of  work  and  drained  billions  from 
investors'  portfolios.  But  the  collapse  of 
George  W.  Bush's  top  corporate  backer 
may  have  a  silver  lining  for  one  group: 
the  Democrats.  "Politically,  this  is  a  gift 
from  heaven,"  says  Larry  Makinson,  a 
senior  fellow  at  the  nonpartisan  Center 
for  Responsive  Politics. 

Of  course,  Senator  Joseph  I.  Lieber- 
man  (D-Conn.)  took  care  not  to  gloat 
when  he  announced  that  his  Govern- 
mental Affairs  Committee  would  inves- 
tigate Enron.  "This  is  a  search  for  the 
truth,  not  a  witch  hunt,"  Lieberman  said 
on  Jan.  2.  "The  questions  that  need  to 
be  asked  and  answered  about  what  hap- 
pened to  Enron  are  of  great  public — not 
partisan — interest." 

Carefully  chosen  words,  especially 
coming  from  the  man  who  could  be 
Bush's  top  challenger  for  the  White 
House  in  2004.  And  for  good  reason: 
The  Enron  debacle  is  a  minefield.  Dems 
will  attempt  to  make  Enron  a  case  study 
in  cozy  gop  relations  with  Big  Business 
and  insensitivity  to  working  people, 
while  putting  a  dent  in  the  President's 
armor.  They'll  charge  that  Enron's  gen- 
erosity to  Republicans,  who  pocketed 
73%  of  Enron's  $5.77  million  in  campaign 
donations  in  the  past  decade,  bought 
looser  regulation  of  energy  deals  and  a 
blind  eye  toward  accounting  conflicts. 

Lieberman  will  be  under  pressure 
from  the  party  leadership  to  rake  the 
Republicans  over  the  coals.  That  strate- 
gy would  score  points  with  the  liberal 
Democratic  base  he  must  cultivate  if  he 
wants  to  challenge  Bush  in  2004.  But 
the  longtime  pro-business  Democrat  risks 
looking  like  an  opportunistic  partisan  if 
he  moves  too  aggressively. 
"This    wasn't    Whitewater. 
This    was    bad    business," 
warns  one  Democratic  lobby- 
ist. "If  they  try  too  hard  to 
connect  the  dots  to  the  Ad- 
ministration, they  might  jeopardize  the 
credibility  of  the  whole  hearings." 

It'll  be  a  hard  balance  to  strike,  even 
for  a  pol  like  Lieberman,  who  has  culti- 
vated a  persona  of  high-mindedness. 


DEMOCRATS 

Senator  Joseph  I.  Lieberman 
(Conn.)  His  Governmental  Af- 
fairs panel  will  look  for  regula- 
tory weaknesses  that  abetted 
Enron's  rise  and  fall. 

Senator  Carl  Levin  (Mich.) 

He  will  lead  the  attack. 
His  permanent  subcommittee 
on  investigations  will  be 
aggressive  and  partisan. 

Representative  John  D.  Dingell 
(Mich.)  Longtime  chair  of  Ener- 
gy &  Commerce  panel,  now  in 
minority,  is  likely  to  be  vigorous  in 
attacking  Enron  and  the  SEC. 
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Lieberman  criticized  President  Clinton 
for  his  dalliance  with  Monica  Lewinsky 
and  split  with  his  party  during  investi- 
gations into  the  1996  fund-raising  prac- 
tices of  Clinton  and  Vice- 
President    Al    Gore.    That 
virtuous  image  helped  him 
land  a  spot  on  Gore's  2000 
ticket.  Says  Charles  E.  Cook 
Jr.,  editor  of  the  nonpartisan 
CooA;  Political  Report:  Lieberman  is 
"good   at   appearing   as   though   he's 
earnestly  seeking  the  truth  rather  than 
seriously  exploiting  a  situation — even  if 
he  is  seriously  exploiting  a  situation." 


But  many  Democrats  smell  gop 
Representative  Henry  A.  WaxmaJ 
Calif.),  the  top  Democrat  on  the 
Government  Reform  Committee 
leased  details  on  Jan.  8  of  Enron's 
shaping  the  energy  policy  draftee 
year  by  Vice-President  Dick  Ch| 
With  the  Justice  Dept.  opening  a 
nal  investigation,  the  Labor  Dept| 
Securities  &  Exchange  Commissior 
ducting  civil  probes,  and  five  cor 
sional  committees  holding  hearings] 
name  Enron  ar 
relationship  t( 
Bush  family  are 
to  remain  in  the 
lines — and  that'J 
something  that] 
pleases  your  avi 
Democratic    st] 
gist,"  says  Kim 
lace,   chief  polj 
analyst  for  Lei 
Brothers  Inc. 

Republican  le^ 
aren't  counting 
mocratic  restraint 
GOP-controlled 
is  launching  its  I 
probes,  in  part  t| 
to  insulate   Ret 
cans  from  chargl 
favoring  the  coml 
And  Enron  will  t| 
capitalize  on  botl 
ties'  fear  of  a  p 
backlash.  "The 
policy  issues  that) 
tragedy  raises  si] 
not  be  lost  in  a 
san  food  fight," 
Enron's  outside 
sel,  Robert  Bennl 
Business  lobbl 
are  particularly 
cerned  that  loss^ 
Enron's  401(k) 
— which   have 
mated  the  pensioj 
many  workers- 
lead    to    stiff 
regulations.  "When  you're  dealing  I 
trillions  of  dollars  and  the  retire! 
prospects  of  an  aging  nation,  pol 
lines  get  drawn  quickly,"  says 
A.  Klein,  president  of  the  Amed 
Benefits  Council,  which  represent^ 
employers  and  pension  managers. 
Congress'  full-throated  pursuit  of 
ron  should  provide  fascinating  pol 
theater.  But  as  elections  draw 
sides  must  avoid  overplaying  their  r.| 
lest  they  get  booed  off  the  stage. 
By    Lorraine    Woellert    and 
McNamee,    with    Laura    Colin 
Alexandra  Starr,  in  Washington 


REPUBLICANS 

Senator  Phil  Gramm  (Tex.) 

His  close  ties  to  Enron  have 
kept  the  Banking  Committee, 
which  Gramm  once  chaired, 
on  the  sidelines. 

Representative  W.  J.  "Billy" 
Tauzin  (La.)  An  in-depth  probe 
by  his  Energy  &  Commerce  pan- 
el is  giving  the  GOP  cover — 
and  time  to  regroup. 

Representative  Michael  G.  Oxley 
(Ohio)  His  Financial 
Services  panel  was  first  to 
hold  hearings,  where  both 
parties  vented  outrage. 
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Wireless  engineers  dream  of  putting  more  of  the  world  in 
the  palm  of  everyone's  hand.  And  no  other  company  is  doing 
more  to  help  them  achieve  it  than  Agilent.  By  providing  test 
solutions  and  services  that  help  design,  deploy,  optimize  and 
manage  networks.  And  technologies  that  help  shrink  handset 
size  and  speed  product  development.  So  everything  from 
simple  e-mails  to  real-time  streaming  video  will  become 
a  wireless  reality.  Sooner  than  you  dreamed  possible. 
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THE  ECONOMY 


HALF-SPEED 
AHEAD! 


Despite  signs  that  the 
economy  is  picking  up,  a 
glut  in  manufacturing 
capacity  will  slow  recovery 

As  recessions  go,  the  downturn  of 
'01  has  been  unprecedented.  The 
housing  market  has  stayed  strong, 
and  consumer  spending  has  held 
up.  Two  other  forces,  however,  have 
really  done  serious  damage:  a  deep  dive 
in  production  as  manufacturers  worked 
off  bloated  inventories,  and  the  sharp 
collapse  of  capital  investment.  After  a 
buying  binge  in  the  late  1990s,  U.S. 
companies  suddenly  found  themselves 
with  too  many  goods  and  too  much 
manufacturing  capacity.  Their  response: 
savage  reductions  in  capital  spending 
and  inventories.  Together  with  the  fall- 
out from  the  September  11  terrorist  at- 
tacks, those  factors  drove  the  economy 
into  its  first  recession  in  a  decade. 

Now,  though,  there  are  signs  that 
some  of  the  business  bloodletting  may 
be  easing,  especially  on  the  inventory 
side.  The  fall  in  inventories  has  been 
nothing  short  of  breathtaking,  with  man- 
ufacturers, wholesalers,  and  retailers 
getting  rid  of  stocks  at  a  record  clip. 
Manufacturers  alone  have  slashed  stocks 
by  $30  billion  over  the  past  year.  In- 
deed, they  have  been  cut  so  extensively 
that  many  companies  are  now  finding 
their  cupboards  nearly  bare. 

For  the  hard-pressed  U.S.  economy, 
that's  mighty  fine  news.  After  a  year 


of  cutting  production,  companies  from 
auto  giant  General  Motors  Corp.  to  op- 
tical-fiber maker  Corning  Inc.  are  final- 
ly starting  to  rev  it  up  to  ensure  they 
have  enough  inventories  on  hand  to 
meet  current  and  future  demand. 

Just  getting  back  into  gear,  though, 
won't  bring  about  a  full-fledged  recovery. 
For  that  to  happen,  companies  must 
start  to  boost  capital  spending  once 
again.  But  with  manufacturers  operating 
at  just  75%  of  capacity,  the  lowest  level 
in  18  years,  a  strong  upturn  in  capital 
spending  remains  a  long  ways  off.  Still, 
the  need  to  rebuild  inventories  is  a  nec- 
essary first  step  on  the  road  to  recovery, 
and  a  sign  that  the  economy  may  well 
have  bottomed  out.  "Companies  have 
done  a  lot  of  housecleaning,"  says  Mor- 
gan Stanley  economist  Richard  Berner. 
"The  recession  appears  to  be  ending." 

Nowhere  is  that  more  true  than  in 
manufacturing,  the  sector  which  has 
borne  the  brunt  of  the  downturn.  On 
Jan.  8,  the  Commerce  Dept.  reported 
that  factory  orders  outside  of  the  de- 
fense sector  rose  0.8%  in  November  after 
jumping  2.9%  in  October.  The  first  back- 
to-back  increase  in  nondefense  orders  in 
nearly  a  year,  those  numbers  signaled 
that  the  beleaguered  manufacturing  sec- 
tor may  finally  be  on  the  mend.  "Our 
order  book  has  ticked  up  in  the  last 
month  significantly,"  says  United  States 
Steel  Corp.  Chairman  and  ceo  Thomas  J. 
Usher.  Even  better:  Some  manufacturers, 
including  steelmakers  and  chip  and  chem- 
ical companies,  have  seen  enough  of  a 
revival  in  demand  to  raise  prices. 


How  Strong  A  Bounce? 


i 


Inventories  have  be 
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AS  INVENTORIES  PLUNGE. 
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A  PERCENT  CHANGE,  ANNUAL  RATES 


News  like  that  has  Federal  R 
Chairman  Alan  Greenspan  and  h 
leagues  growing  more  hopeful  th      j 
economy    may    have    weathere 
worst,  even  if  they're  not  yet  re 
declare  that  a  full-fledged  recov 
underway.  "The  economy  is  at  o 
bottom,"     New 
Federal  Reserve 
President    Willie 
McDonough    tol 
porters   on  Jan. 
Frankfurt.  Such  \ 
optimism    may 
the  willingness  ( 
tral  bankers  to 
cutting  interest 
again  when  the} 
meet  on  Jan.  29-c 
Even    in    the 
battered  of  indu 
there   are   clear 


th 


tuy 
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ever,  are  playing  it  safe.  Daimler- 
Chrysler's  Chrysler  Group  is  holding 
production  steady  in  the  first  quarter. 
Ford  Motor  Co.  planned  to  slash  output 
by  9%  but  is  likely  soon  to  revise  first- 
quarter  production  plans  upward. 
Shrinking  market  share  made  both 
companies  cautious  about  their  winter 
sales  prospects,  especially  after  the  0% 
financing  deals  pulled  sales  of  one  million 
autos,  industrywide,  into  the  fourth 
quarter  of  2001  from  the  first  quarter  of 
'02.  They  worry,  too,  about  the  global 
glut  of  capacity  that  is  hanging  over 
the  entire  industry  and  acting  as  a 
deadweight  on  prices  and  profits.  North 
America  alone  can  produce  three  million 
vehicles  more  than  are  sold  here  in  a 
good  year. 

Retailers  are  in  much  the  same  posi- 
tion as  the  auto  makers.  Like  Detroit's 
Big  Three,  they  pulled  forward  quite  a 
bit  of  demand  into  the  Christmas  selling 
season  through  massive  and  widespread 
discounting.  And  they're  stuck  with  too 
much  capacity  after  a  1990s'  store-build- 
ing boom.  That's  got  retailers  and  their 
suppliers  vigilant  on  costs.  "Whether 
it's  inventory  or  personnel  decisions  or 
capital  expenditures,  it's  a  time  to  be 
conservative,  not  aggressive,"  says 
Frank  D.  Bracken,  president  of  apparel 
maker  Haggar  Corp.  "That's  the  way 
we're  playing  the  game." 

Indeed,  even  if  the  economy  is  bot- 
toming out,  few  executives  have  forgot- 
ten that  a  surfeit  of  capacity  remains 
through  much  of  the  economy.  That  ex- 
cess capacity  is  likely  to  keep  a  lid  on 
capital-spending  plans  for  many  months 


w  that  companies  are  finally  having  to  increase  production 


R(  l  the  wholesale  slashing  of  invento- 
s  coming  to  an  end  and  that  pro- 

tion  is  starting  to  turn  up.  Take 
ehiing,  the  world's  biggest  maker  of 
e;ical  fiber,  a  market  that  has  been 

imated  by  the  collapse  of  the 
'!  (communications  industry.  The  com- 

y  announced  on  Jan.  4  that  it  was 
e  parting  production  at  four  plants  af- 

il  succeeded  in  bringing  inventories 
1  ine  with  sluggish  sales.  "It's  not  like 
n,  are  going  from  zero  to  a  hundred 
res  an  hour  in  one  day,"  cautions 

ning  Chief  Financial  Officer  James 
o  Flaws.  "This  will  be  a  slow  ramp- 
i  '  But  it  is  a  ramp-up  nonetheless. 
,t  Another  sign  of  emerging  need  to  re- 
;,  d  inventories:  renewed  pricing  pow- 
the  semiconductor  industry.  Corn- 
's   are    raising    chip    prices    as 
jtomers,  particularly  PC  makers,  are 
eking  after  a  better-than-expected 


Christmas  season.  South  Korea's  Sam- 
sung Electronics  Co.,  the  world's  No.  1 
memory  chip  maker,  has  raised  prices 
three  times  since  the  start  of  December, 
by  more  than  50%. 

Much  of  the  recent  progress  on  the 
inventory  front  has  come  from  Detroit. 
The  fall's  0%  financing  offers  allowed 
the  Big  Three  and  their  dealers  to  clear 
out  huge  amounts  of  swollen  stock.  At 
yearend,  the  Big  Three's  auto  stocks 
totaled  2  million  vehicles,  a  26%  drop 
from  the  end  of  2000.  "Our  inventory 
levels  are  in  a  nice  position,"  says  Gen- 
eral Motors  Vice-Chairman  and  Chief 
Financial  Officer  John  M.  Devine.  As  a 
result,  the  company,  which  launched  an 
across-the-board  $2,002  cash  rebate  on 
all  its  vehicles  in  early  January,  is  step- 
ping up  production  7%  in  the  first  quar- 
ter, to  1.3  million  vehicles. 

Detroit's  other  two  auto  giants,  how- 


to  come.  In  fact,  a  December  survey 
by  the  Institute  for  Supply  Manage- 
ment found  that  manufacturing  compa- 
nies expect  to  slash  capital  spending  by 
nearly  15%  this  year.  Says  Daniel  R. 
DiMicco,  ceo  of  Nucor  Corp.,  the  na- 
tion's largest  steelmaker.  "Companies 
are  going  to  have  to  start  making  mon- 
ey before  they  loosen  their  purse  strings 
on  capital  spending." 

Most  recessions  end  with  a  bang  as 
depressed  consumer  spending  springs 
back  and  companies  feverishly  restock 
their  shelves  with  inventory.  But  with 
businesses  still  reeling  from  the  bust  of 
'01,  this  recovery  is  more  likely  to  start 
with  a  whimper. 

By  Rich  Miller  in  Washington,  with 
William  C.  Symonds  in  Boston,  Robert 
Berner  in  Chicago,  Wendy  Zellner  in 
Dallas,  Jim  Kerstetter  in  San  Mateo, 
and  bureau  reports 
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COMMENTARY 


By  Steve  Rosenbush 


A  LENGTHY  HONEYMOON  AT  LUCENT? 


It  appeared  to  be  the  big  job  no 
one  wanted.  The  search  for  a  new 
chief  of  Lucent  Technologies  Inc. 
started  way  back  in  October,  2000. 
James  McNerney  Jr.,  a  finalist  in  the 
race  to  head  General  Electric  Co., 
was  contacted.  He  opted  to  run  3M 
instead.  Intel  Corp.  and  Nortel  Net- 
works Corp.  veteran  David  House 
politely  declined.  Nor  could  Alcatel 
honcho  Krish  Prabhu  be  persuaded. 
Finally,  on  Jan.  7,  company  veteran 
Patricia  F.  Russo,  who  only  eight 
months  earlier  took  the  No.  2  spot  at 
Eastman  Kodak  Co.,  agreed  to  step 
into  the  breach. 

Little  wonder  volunteers  weren't 
lining  up  for  the  job.  A  widespread 
industry  collapse,  compounded  by 
management  missteps,  had  trans- 
formed the  once-hot  Lucent  into  a 
corporate  basket  case.  Lucent  lost 
$16  billion  in  2001.  And  with  the  out- 
look remaining  gloomy  for  the  tele- 
com-equipment market,  the  stock  has 
lost  90%  of  its  value  since  late  1999. 
As  it  hastily  unloads  assets, 
Lucent's  goal  for  2002  is 
merely  to  break  even. 

Still,  as  bleak  as  Lucent's 
situation  now  seems,  Russo,  a 
19-year  veteran  of  AT&T  and 
Lucent,  may  have  been  dealt  a 
better  hand  than  most  believe.  In- 
terim ceo  Henry  B.  Schacht  has  al- 
ready done  most  of  the  dirty  work. 
Since  returning  to  the  helm  in  Octo- 
ber, 2000,  after  the  ouster  of  Richard 
A.  McGinn,  he  has  shed  unprofitable 
assets,  revamped  the  product  line, 
cut  staff  by  more  than  50% — some 
65,000  jobs — and  refocused  Lucent 
on  its  traditional  customer  base  of 
telecom  giants. 

Even  better  for  Russo,  a  49-year- 
old  native  of  Trenton,  N.  J.,  expecta- 
tions for  the  company  are  at  an 
all-time  low.  With  the  big  telecom- 
equipment  buyers  still  scaling  back 
their  spending  plans,  no  one  figures 
on  seeing  growth  again  anytime  soon. 


GOOD  TIMING:  Most  of  the 
dirty  work  has  already  been 
done  for  Pat  Russo 


The  best  most  investors  are  counting 
on  is  that  the  bleeding  has  been 
stanched.  And  most  new  ceos  get  a 
bit  of  honeymoon,  particularly  at  com- 
panies as  beaten  up  as  Lucent. 

All  of  which  means  investors  won't 
be  looking  for  too  much  out  of  Rus- 
so's  Lucent  until  late  this  year  or 
early  in  2003.  And  that's  just  about 
the  time  when  many  analysts  expect 
the  equipment  market  itself  to  finally 
start  picking  up  again.  If  Russo  can 
control  costs  and  convince  customers 
to  buy  more  from  the  company's  re- 
vised product  line,  she  could  emerge 
from  Lucent's  current  quagmire  look- 
ing smart.  "The  strategy  and  the 


product  plan  are  right,"  says  Russ< 
"And  I  can  accelerate  them." 

Of  course,  Russo  must  first  deal 
with  telecom's  dark  days,  which  ar 
only  going  to  get  darker  in  2002.  I 
the  boom  years,  capital  expenditur 
rose  at  annual  rates  of  30%  or 
higher.  Last  year's  bust  caused  ou 
lays  to  shrink  5%  in  the  U.  S.  mar 
ket.  That's  nothing  compared  with 
the  30%  drop  in  capital  expenditur, 
abn  Amro  Inc.  analyst  Ken  Leon 
pects  in  2002,  based  on  a  poll  of  30 
carriers  around  the  world.  The 
problem:  Demand  for  services  has 
never  materialized  at  the  rate  the 
telecom  industry  was  banking  on. 
Revenue  from  new  data  services 
should  grow  at  only  15%  this  year, 
half  the  growth  rate  the  industry 
had  long  promised. 

Simply  to  break  even  this  year, 
Russo  will  have  to  keep  a  lid  on 
costs  even  as  she  jump-starts  effort 
to  get  sales  growing  again.  Other 
wise  she  may  be  forced  to  cut  even 
more  jobs.  And  promoting  the  new 
optical,  data-networking,  and  wire- 
less systems  Lucent  unveiled  last 
November  will  be  heavy  slogging: 
Competitors  such  as  Cisco,  Juniper, 
and  Ciena  have  products  arguably 
good  or  better  for  comparable  price 
But  Russo  is  well-positioned  to  m 
Lucent's  case  to  top  telecom  execu- 
tives, many  of  whom,  like  her,  got 
their  start  at  AT&T.  Russo  needs  "tol 
get  into  the  shoes  of  her  customers; 
says  AT&T  Wireless  ceo  John  Zeglis 

She  has  done  it  before.  In  1992, 
she  fixed  AT&T's  money-losing  office 
phone  business.  At  Kodak,  too,  "she 
seemed  to  be  making  progress  at  a 
pretty  tough  job,"  says  Lisa  O. 
Rapuano,  research  director  at  Legg 
Mason  Inc.,  which  owns  shares  of 
Lucent  and  Kodak.  With  a  combina-i 
tion  of  fortuitous  timing  and  skillful 
management,  she  just  might  be  able 
to  do  the  same  for  Lucent. 

With  Geoff  Smith  in  Bosto 


RUSSO'S 

TOUGHEST 

CHALLENGES: 


A  WEAK  MARKET 


Lucent's  U.S.  customers 
could  cut  capital  spend- 
ing 30%  this  year 


MORE  CUTS 


Without  profits,  Russo 
may  have  to  shave  more 
jobs  and  assets 


NEW  PRODUCTS 


Lucent's  new  optical  and 
data-networking  products 
must  sell  well 
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IGERS 


IHOSTAR:  WHY  YOU  DON'T 
ESS  WITH  THE  MOUSE 

1  Disney  try  to  block  Charlie  Ergen's  deal  with  DirecTV? 


y  any  measure,  Charlie  Ergen  is  a 

business  phenom.  Just  15  years  ago, 

having  decided  against  importing 

kin  wallets  from  South  Korea,  he 

selling  large-dish  satellite  systems 

■to-door.  Since  then,  stoked  by  loads 

mtzpah  and  a  heavy  dose  of  com- 

'eness,  he  and  his  EchoStar  Com- 

ications  Corp.  have  become  a 

■  in  the  media  business  by 

\g  cut-rate  satellite-TV  ser- 

After  outmaneuvering  Ru- 

1  Murdoch's  News  Corp.  in 

October  to  buy  satellite-TV 

/yweight  DirecTV  in  a  $30 

•m  deal,  the  Tennessee  na- 

MBATIVE 

has  a  knack  of  making 
igs  more  difficult  for 
self,"  says  one  critic 

looked  as  if  he  was  set  to 
the  elite  rank  of  media 
/yweights.  But  now  that 
bativeness  may  be  getting 
le  way  of  his  own  plans, 
rgen's  deal  to  merge  the  top 
satellite  companies  into  a  TV 
ibution  behemoth  with  more 
17  million  subscribers  al- 
faced  a  difficult  antitrust 
ew  by  Washington.  That  only  got 
ler  in  late  December,  when  Ergen 
ded  to  strip  two  Walt  Disney  Co. 
nels  from  EchoStar's  programming. 
Ergen's  opponents,  it  was  a  text- 
example  of  how  a  monopolist 
Sit  operate,  and  the  move  has  helped 
opposition  to  the  merger.  "He  has  a 
:k  of  making  things  more  difficult 
himself,"  says  Gene  Kimmelman,  co- 
ctor  of  the  Consumers  Union,  an 
icacy  group. 

federal  judge,  who  has  so  far  pre- 
ted  the  Echostar  move,  will  hear 
case  on  Jan.  17.  Ergen  claims  he 
ds  the  space  now  used  by  espn 
isic  and  the  Family  Channel,  both 
ed  by  Disney,  to  make  room  to  car- 
local  TV  stations,  as  required  by 
eral  Communications  Commission 
s.  Disney  says  that  Ergen  is  simply 
ng  to  negotiate  a  lower  rate  for 
channels. 

ndustry  observers  are  already  bet- 
on  Disney  to  win.  They  say  that 


Ergen's  gambit  echoes  the  failed  effort 
by  Time  Warner  Inc.  in  2000  to  take 
ABC  off  eight  of  its  cable  systems.  It 
had  to  back  down  in  the  face  of  scrutiny 
by  federal  regulators  who  were  then 
contemplating  its  merger  with  America 
Online  Inc. 

Even  worse,  the  Disney  fight,  as 


well  as  criticism  from 
a  host  of  Ergen's 
past  foes,  are  sud- 
denly creating  a  lot 
more  opposition  to 
the  merger  than  a 
month  or  two  ago. 
News  Corp.,  a  one- 
time merger  partner 
against  whom  Ergen 
filed  a  nasty  lawsuit 
in  1997,  is  lobbying  heavily  to  over- 
turn the  deal.  Disney,  which  had  said  it 
would  stay  neutral,  is  already  working 
behind  the  scenes  against  the  merger. 
And  Ergen  is  facing  opposition  from 
the  politically  potent  National  Associa- 
tion of  Broadcasters.  The  nab  claims 
that  Ergen  misled  it  by  agreeing  to 
carry  local  TV  stations  in  1998,  only  to 
join  a  suit  seeking  to  overturn  rules 
requiring  him  to  do  so.  "EchoStar  has  a 
history  of  challenging  congressional 
mandates,  ignoring  FCC  rules,  and  bad- 
faith  business  dealings,"  says  Edward 


O.  Fritts,  the  president  and  chief  ex- 
ecutive of  NAB. 

Ironically,  until  recently  Ergen 
seemed  to  be  making  headway  on  his 
claim  that  the  merger  wouldn't  create 
too  much  concentration.  Even  with  17 
million  subscribers,  he  would  control 
only  a  fifth  of  the  market  for  cable  and 
satellite  TV.  So  instead  of  thwarting 
competition,  the  merger  with  DirecTV 
would  give  him  the  size  to  better  com- 
pete against  giant  cable  operators  such 
as  AOL  Time  Warner.  Even  consumer 
advocates  like  Kimmelman — who  wor- 
ried that  Ergen  would  raise  rates  for 
rural  customers  without  alternatives — 
were  on  his  side.  Their  bigger  fear  was 
that  Murdoch  would  grab  DirecTV  and 
favor  News  Corp. 
programming. 

The  Disney  brouha- 
ha throws  into  ques- 
tion Ergen's  claims 
that  he  would  not  act 
the  part  of  a  monopo- 
list, hiking  rates  for 
rural  users  or  kicking 
off  channels  that  did 
not  agree  to  his  terms. 
Ergen  says  that  he 
was  responding  to  Dis- 
ney's demands  that  he 
pay  a  rate  increase  of 
15%  for  the  espn  chan- 


CHARLIE 
HITS  SOME 
STATIC 

Now  lining  up 
against  Ergen's 
proposed  DirecTV 
merger: 

NEWS  CORP.  The  spurned  DirecTV  suitor  has  been 
lobbying  Congress  to  kill  the  deal 


DISNEY  A  spat  over  EchoStar  carrying  two  Disney  cable 
channels  has  the  Mouse  quietly  fighting  the  deal 

TV  BROADCASTERS  ABC  and  scores  of  local  stations 
are  opposing  the  merger  after  Ergen  tried  to  get  around 
rules  that  require  satellite  to  carry  local  channels 


nel  to  keep  the  media  giant  from  lobby- 
ing against  the  merger  in  Washington. 
"This  may  go  down  as  the  stupidest  thing 
in  the  history  of  mergers,  but  I  have  to 
look  at  myself  in  the  mirror  every  morn- 
ing, and  I  wasn't  going  to  pay  Disney 
hush  money  to  go  away,"  says  Ergen. 
Disney  denies  asking  for  any  rate  hikes. 

Whatever.  Even  if  Ergen  is  right  on 
the  merits,  he's  losing  the  political  and 
image  war.  This  is  one  fight  the  Ten- 
nessee scrapper  should  have  resisted. 

By  Ronald  Grover  in  Los  Angeles, 
with  Amy  Borrus  in  Washington 
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A  CLOSER  RELATIONSHI 

Schwab  plans  to  raise  advisers] 
salaries  by  15%  to  help  close  tl 
pay  gap  with  full-service  rivals 


BROKERAGES 


WILL  INVESTORS  PAY 
FOR  SCHWABS  ADVICE? 

It's  heading  into  territory  in  which  rivals  are  well-entrenched 


Independent  financial  adviser  Thomas 
Gryzmala  has  kept  all  of  his  clients' 
stock-trading  accounts  at  Charles 
Schwab  &  Co.  since  1992,  using  it  as  a 
custodian  for  millions  of  dollars  in  as- 
sets. But  lately,  the  Alexandria  (Va.) 
adviser  has  parked  clients'  money  at  TD 
Waterhouse. 

Why  the  change?  Gryzmala  is  mad. 
Now  that  the  online  trading  craze  has 
faded,  Schwab  is  increasingly  selling  in- 
vestment advice  from  advisers  on  its 
own  payroll.  That  treads  on  almost  6,000 
independents  such  as  Gryzmala  who 
bring  Schwab  a  third  of  its  total  client 
assets  of  $833  billion.  "I  can't  feed  the 
competition,"  says  Gryzmala,  who  won't 
keep  new  clients'  money  at  Schwab. 

The  ire  of  independent  advisers  is 
just  one  of  the  hurdles  that  San  Fran- 
cisco-based Schwab  faces  in  transform- 
ing itself  from  America's  premier  dis- 
count    broker     into     a 
full-service  house.  After 
the  markets  turned  south 
in   2000,    retail   trading      GOAL 
slowed.  In  the  third  quar- 
ter of  2001,  Schwab's  av- 
erage daily  trades  were 
down  26%,   to   187,800, 
from  the  same  period  in 
2000.     That     convinced 
Schwab    that    its    slick 
Web   site   and   discount 
trades  wouldn't  hack  it 


any  longer.  Its  response:  advising  on 
trades,  not  just  executing — an  old  idea 
in  the  business  but  a  new  one  at 
Schwab.  Brokers  who  once  sent  clients 
to  independent  brokers  for  advice  now 
dispense  it.  High-end  customers  get  the 
kid-glove  treatment  at  U.S.  Trust,  the 
tony  advisory  firm  Schwab  acquired  in 
2000.  "If  [Schwab]  doesn't  offer  advice, 
it  risks  losing  the  customer  relationship 
altogether,"  says  Matthew  McGinnis,  an 
analyst  at  Cerulli  Associates  Inc.,  a  con- 
sultant to  financial-services  companies. 
Advice  can  be  lucrative.  Schwab's 
Portfolio  Consultation,  an  analysis  of  a 
client's  holdings  and  a  couple  of  hours' 
worth  of  advice,  costs  $400.  Schwab  will 
also  manage  a  client's  money  for  a  year- 
ly fee  based  on  assets.  But  competition 
is  fierce.  Most  of  Schwab's  rivals  are 
attempting  to  offset  lost  trading  fees 
by  selling  advice.  Adding  to  the  pres- 

A  DAUNTING  TRANSITION 

CHALLENGE 


sure  is  Schwab's  poor  financial 
mance.  Bear  Stearns  &  Co.  analys 
S.  Butte  estimates  that  2001  net 
was  $391.4  million,  down  50.691 
$792  million  a  year  earlier,  on  re 
of  $4.35  billion,  a  decrease  of  24.7' 
stock  has  dropped  40%  since  the 
2001.  On  Jan.  7,  Butte  downgrad 
stock  from  "buy"  to  "attractive," 
low  trading  volumes.  Schwab's  i 
are  due  in  mid-January. 

Schwab  declined  to  make  exe 
available  for  interviews.  But  in 
October  conference  call  with  an 
co-ceo  David  S.  Pottruck  defend 
strategy.  "We're  talking  about  i  • 
that's  objective  and  not  driven  b} 
mission,"  he  said.  "That's  wha 
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•Turn  its  brokers  into 
investment  advisers 


•Company  culture  geared  toward 
volume-discount  trading 


•Boost  sales  through     •  Staffers  used  to  taking  orders, 


cold  calls 


not  drumming  them  up 


•Become  a  full- 
service  brokerage 


•  Fierce  competition  from  the  likes 
of  Merrill  Lynch  and  Morgan  Stanley 


Schwab  apart  from  every  compe  e  Wa 
Pottruck  downplayed  the  conflic  fata 
independent  advisers:  "All  of  th 
coexist  very  well." 

But  obstacles  abound.  Schwab  h 
torically  paid  less  than  full-servic 
kerages  and  therefore  is  likely  tc 
trouble  luring  top  advisers.  Forme)   peri 
agers  say  Schwab  advisers  earn  $1 
tops — a  fraction  of  what  senior  bi 
at    full-service    firms    earn.    F 
Schwab  managers,  who  declined 
identified,  say  that  means  some  S 
advisers  are  twentysomethings  w  ■  Jipar; 
tie  personal  investing  experience, 
here  they  are  advising  people  on 
retirement,"  says  one.  Another  esti 
that   as   of  mid-2001,    "only   2( 
Schwab's  adviser  force  [could]  rea 
liver  quality  advice  for  the  af 
client."  A  Schwab  spokesperson 
ters  that  all  advisers  are  qualifie 
with  varying  experience:  "You  don'i 
to  have  100%  of  the  staff  all  operat 
the  exact  same  level."  Schwab, 
cut  23%  of  its  workforce  of  26,( 
2001,  plans  to  raise  advisers'  salar 
15%,  analysts  say. 

At  heart,  Schwab  has  a  marl- 
problem.  For  yea 
sold  itself  as  the 
for     do-it-yoursel 
vestors  on  a  tear, 
it  wants  to  be  the  1 
financial  adviser  w 
the  time  in  the  wc 
your  grandad's  brol 
will  be  tough  for 
tomers — and  Schwa 
make  that  leap 

By  Louise  Lee  i> 
Mateo,  Calif. 
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COMMENTARY 

By  Catherine  Yang 

AOL'S  SPUTTERING  ONLINE  GROWTH  ENGINE 


n  Jan.  7,  AOL  Time 
Warner  CEO-desig- 
nate  Richard  D. 
ons  broke  the  bad 

This  year,  his 
ipany  will  grow  at 
it  half  the  rate  orig- 
!y  promised  when  its 
billion  merger 
d  a  year  ago.  Be- 
e  of  the  ad  reces- 
,  he  said,  revenues 
rise  only  5%  to  8%, 
e  cash  flow  will  be 
ust  8%  to  12%.  The 
uncement  hardly 
d  the  company's 
ding  on  Wall  Street, 
the  merger  closed 
anuary,  2001,  AOL 
e  Warner  Inc.  stock 
las  fallen  33%,  to  $32 
.  i  Jan.  9  (page  85). 

But  the  drop  in  ads 
■ur  the  magazine,  TV, 
nd  online  units  is  only 
art  of  the  problem.  A 
jeeper  worry  is  the 
light  of  AOL  itself, 
•enerating  a  quarter  of 
ie  company's  revenues 
nd  cash  flow,  the  AOL 
inline  division  is  the 
ampany's  engine  for 
»ng-term  growth.  Af- 
r  all,  the  delivery  of 
tiime  Warner's  content 
!l)  d  aol's  33  million  on- 
al  ne  subscribers  via  fast  Web  links 
j'yas  the  merger's  founding  vision. 
i  |lut  now,  the  combination  of  slowing 
rjrowth  for  dial-up  subscriptions  and 
lake  pokey  progress  of  aol's  broad- 
it  and  business  could  cause  that  en- 
ine  to  sputter.  "I  don't  see  any 
i  ear-term  [growth]  catalysts  for  the 
i  lompany,"  says  Storm  Boswick,  port- 
:>lio  manager  of  a  technology  fund  at 
i.W.  Seligman  &  Co.,  which  has  sold 
s  \ol  shares. 

|  After  years  of  heady  growth, 
ome  subscriber  slowdown  was  in- 
vitable.  AOL  membership  grew  by 
fcly  24%,  to  33  million,  last  year, 
ompared  with  a  30%  jump  in  2000. 
n  the  U.  S.,  aol  says  it  will  proba- 
cy get  some  3  million  new  sub- 
jcribers  in  2002,  down  from  3.7  mil- 
ton  in  2001.  And  growth  will  likely 
ontinue  to  shrink  as  the  number  of 
tJ.S.  dial-up  users  plateaus  at  about 


YOU'VE  GOT  PROBLEMS 


SLOWING  SUBSCRIPTIONS  The  saturated  U.S. 
dial-up  market  means  fewer  new  users  and  more 
discounts  needed  to  get  them. 

FALLING  AD  SALES  Anemic  ad  revenues  may 
not  revive  until  later  this  year.  In  their  place, 
Time  Warner  is  pushing  its  own  magazines,  mu- 
sic, and  other  content  to  boost  revenues. 

LAGGING  FOREIGN  BUSINESS  AOL  faces 
stiffer  competition  from  foreign  phone 
companies  and  Internet  service  providers.  And 
buying  back  Bertelsmann's  share  of  AOL  Europe 
in  2002  could  cause  a  $300  million  loss. 


50  million  households  over  the  next 
five  years,  according  to  online  re- 
searcher Jupiter  Media  Metrix  Inc. 
That  will  mean  a  big  dent  in  cash 
flow:  Along  with  a  soft  online  ad 
market,  the  subscriber  stall  will  cut 
aol's  cash-flow  growth  from  76%  in 
2000  to  as  low  as  18%  in  2002,  says 
Anthony  Noto,  an  analyst  at  Gold- 
man, Sachs  &  Co. 

That's  why  aol  is  counting  on 
broadband.  By  mid-2002,  it  plans  to 
launch  premium-priced  services,  such 
as  Web  phone  calls  and  HBO-on-de- 
mand  delivered  via  a  connected  set- 
top  box  to  consumers'  TVs.  coo 
Robert  W  Pittman  has  said  that 
someday,  aol  could  charge  sub- 
scribers $159  a  month  for  broadband 
access,  multiple  users  per  household, 
telephony,  online  music,  games  and 
films.  "The  way  we  can  make  this  a 
growth  company  is  if  we're  constant- 


ly inventing  these  ser- 
vices," he  says. 

But  those  plans  may 
be  tough  to  pull  off.  For 
starters,  simply  con- 
verting dial-up  users  to 
broadband  won't  dra- 
matically boost  cash 
flow.  Sure,  AOL  charges 
as  much  as  $54.95  per 
month  for  broadband 
access,  vs.  the  current 
$23.90  for  dial-up  ser- 
vice. But  aol's  sole  ca- 
ble partner,  Time  Warn- 
er Cable  Inc.,  reaches 
only  20%  of  cable 
households.  If  it  wants 
to  provide  broadband 
services  to  its  cus- 
tomers through  other 
cable  companies,  aol 
will  have  to  pay  about 
$30  a  month  per  user, 
according  to  Lehman 
Brothers  Inc.  So,  even 
if  aol  persuades  other 
cable  operators  to  deliv- 
er its  service,  it  will 
pay  them  a  hefty  cut. 

It's  also  far  from  clear 
that  consumers  will  bite. 
aol's  broadband  service 
may  already  be  pricey 
for  many.  While  AOL  has 
4.6  million  broadband 
users,  only  an  estimated 
10%  get  their  links 
through  aol.  Most  buy  directly  from 
their  phone  or  cable  providers  and 
pay  aol  just  $23.90.  With  entertain- 
ment budgets  per  U.  S.  household  cur- 
rently estimated  at  $120  a  month, 
aol's  plans  "become  a  harder  sell," 
says  Jupiter  analyst  Joe  Laszlo. 

What's  more,  aol  will  face  stiffer 
competition  in  broadband  from 
Microsoft  Corp.  Its  MSN  unit  also 
plans  to  leverage  the  giant's  software 
strength  by  offering  services  such  as 
online  banking,  games,  and  music. 
Broadband  "opens  up  the  game 
again,"  says  Bob  Visse,  director  of 
msn  Marketing.  Indeed,  if  aol  wants 
to  claim  its  supposed  broadband 
birthright,  it  had  better  get  serious. 
Otherwise,  it  may  get  an  even  colder 
shoulder  from  Wall  Street — and 
subscribers. 

With  Tom  Loivry  in  New  York 
and  Jay  Greene  in  Seattle 
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News:  Analysis  &  Commentary 


PHARMACEUTICALS 


BRISTOL-MYERS  SQUIBB 
IS  FEELING  WOOZY 

The  drugmaker  faces  challenges  on  several  new  products 


When  ImClone  Systems  Inc. 
dropped  a  bombshell  on  Dec.  28 
about  problems  with  the  Food  & 
Drug  Administration  application  for  its 
new  cancer  drug  Erbitux,  the  fallout 
extended  well  beyond  the  biotech  up- 
start. The  news  was  a  blow  to  Bristol- 
Myers  Squibb  Co.,  which  agreed  in  Sep- 
tember to  co-develop  and  co-promote 
Erbitux.  Bristol  bought  $1  billion  in 
ImClone  stock  and  agreed  to  pay  the 
company  $1  billion  as  the  drug  hit  key 
milestones  including  final 
FDA  approval. 

That  pricey  invest- 
ment speaks  volumes 
about  Bristol  these 
days.  The  deal  was 
part  of  Bristol  Chief 
Executive  Officer  Pe- 
ter   R.    Dolan's    ag- 
gressive  bid   to   re- 
make the  drug  giant 
in  the  face  of  slowing 
growth.  But  with  FDA 


problems  surfacing  just  months  after 
Bristol  inked  its  deal,  analysts  are  rais- 
ing questions  about  whether  the  com- 
pany's need  to  bolster  the  pipeline  took 
precedence  over  due  diligence.  "How 
desperate  was  Bristol  to  get 
product?"  asks  Mike  Kren- 
savage,  an  analyst  at  Ray- 
mond James  &  Associates. 

Dolan  declined  to  be  inter- 
viewed. But  Richard  J.  Lane, 
president  of  Bristol's  world- 
wide medicines  group,  says 
the  company  remains  confi- 
dent about  the  future  of 
Erbitux.  "There  is  no 
doubt  it  works,"  says 
Lane.  And  certainly, 
the  ImClone  setback 
will  not  be  devastating  for  Bristol. 
Analysts  believe  the  drug  will  be 
approved  eventually,  and  it  was  only 
expected  to  contribute  about  $600 
million  to  Bristol's  sales  by  2005 — a 
modest  figure  for  a  company  with 
2001  revenues  of  nearly  $20  billion. 
Still,  Dolan's  job  just  got  a  whole  lot 
tougher.  It's  no  surprise  he's  been 
scrambling  to  fill  the  pipeline.  As 
the  company  loses  exclusivity 
on  some  big  products,  includ- 
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company  reports 


healthy  average  annual  rate  of  10% 
the  past  four  years,  sg  Cowen  Secu 
Corp.  analyst  Stephen  M.  Scala  fij 
intensifying  generic  competition  an 
cost  of  the  ImClone  and  DuPont 
will  send  Bristol's  net  income  dow 
this  year,  to  $4.5  billion  on  sales  of 
billion.  And  while  Scala  says  200L: 
mark  a  return  of  healthy  growt] 
Bristol  as  new  products  launch,  o 
aren't  so  sure.  Bristol's  stock  is 
about  30%  over  the  past  year,  to  a  r 
$50.  Warns  Samuel  D.  Isaly,  man; 
partner  of  OrbiMed  Advisors,  a  phs 
ceutical  fund-management  firm:  "Br 
problems  are  too  wides 
to  be  covered  over  by 
near-term  pipeline." 

The  ImClone  hea 
doesn't  help.  ImClon 
said  the  FDA's  question 
late  largely  to  data  c 
tion.  But  ImClone  exec 
knowledged  on  Jan.  9 
the  agency  could  requir 
other  clinical  trial,  a 
that  could  postpone 
drug's  approval  until 
That  delay  could  hui 
competing  therapies  from  companie 
AstraZeneca  PLC  could  also  be  on 
market  by  then. 

Bristol  has  even  more  at  stake 
Vanlev,  its  hypertension  drug.  Exp< 
to  be  a  multibillion-dollar  blockbL 
Vanlev  was  held  up  after  the  FDA 
for  more  data  on  a  potentially  dang 
side  effect.  And  while  approval 
pected  this  year,  Lehman  Brothers 
analyst  C.  Anthony  Butler  says 
could  be  limited  if  the  drug  has  a 
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DOLAN  Given  the  hurdles  ahead,  it's  no  wonder  the  CEO  h 
been  trying  aggressively  to  delay  generic  competition 


ing  the  $2  billion-in-sales 
diabetes  drug  Glucophage, 
cheap  generic  competitors 
will  grab  market  share 
from    Bristol.     In    re- 
sponse, Dolan  has  shed 
slower-growing     busi- 
nesses such  as  hair-care 
operation  Clairol  and  fo- 
cused on  pharmaceuti- 
k  cals.  In  addition  to  the 
ImClone  deal,  he  shelled 
out     $7.8    billion     for 
DuPont's  drug  business 
in  October. 

But    questions    re- 
main  about   whether 
Dolan      has      done 
enough.  After  seeing 
earnings  grow  at  a 


er  incidence  of  side  effects  than 
peting  therapies. 

Given  the  challenges  ahead,  it 
wonder  Bristol  has  been  fightin 
gressively  to  delay  generic  compet: 
It  has  been  sued,  for  example, 
number  of  states  and  consumer  gr 
over  what  they  contend  were  impi 
tactics  to  delay  the  launch  of  a  ge 
competitor  to  Bristol's  anti-anxiety 
BuSpar.  But  such  delaying  tactics  1 
ly  solve  Bristol's  fundamental  prot 
That's  why  some  on  Wall  Streel 
lieve  that  Dolan  may  strike  moi 
censing  or  acquisition  deals.  Bri: 
Lane  says  the  company  hasn't 
more  deals  out.  Even  given  the 
Clone  setback,  Dolan  may  need  tc 
the  dice  a  few  more  times. 

By  Amy  Barrett  i?i  Philade* 
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lUndSpJJjQ  company  I       Edmunds-www.edmunds.com-  "Where  Smart  Car  Buyers  Start 

The  most  comprehensive  and  impartial  automotive  information 

When  you're  buying  a  car,  what  you  don't  know  can  hurt  you 

When  syndication  partners  increased  our  traffic  tenfold 

The  Edmunds  brand  has  been  serving  car-shoppers  for  more 
than  35  years,  and  Digex  has  been  managing  Edmunds.com 's 
Web  site  for  more  than  five  years. 


It's  not  just  e-Business. 
It's  Real  Business. 


In  1994,  Edmunds.com  became  the  first  company  to 

provide  consumer  automotive  information  on  the  Internet 

by  posting  its  vehicle  pricing  on  an  Internet  Gopher  site. 

In  2000,  Edmunds  became  the  first  source  of  vehicle 

data  for  users  of  wireless  Web-enabled   devices. 

Today,  hundreds  of  Web  sites,  including  the  world's 

three  largest  portals,  use  Edmunds. corn's  syndicated 

content  to  educate  car-shoppers. 

Digex  provides  full  management  of  the  Edmunds.com 
Web  site  so  they  can  focus  on  their  mission: 
empowering  the  automotive  consumer. 

To  learn  how  Digex  can  empower  your  site,  call 
1.866.344.3997  or  visit  www.digex.com/hosting. 


Managing  Business  on  the  Internet 


In  Business  This  Week 
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THE  HIGH  COST 
OF  MERRILLS  CUTS 

WHEN  MERRILL  LYNCH  CHAIR- 

man  and  ceo  David  Koman- 
sky  picked  Stanley  O'Neal  as 
his  president  and  heir  appar- 
ent in  July,  everyone  expect- 
ed O'Neal  to  lay  off  thou- 
sands and  take  an  ax  to  the 
bloated  costs  weighing  down 
America's  No.  1  broker.  They 
just  didn't  expect  it  would 
cost  so  much:  On  Jan.  9,  Mer- 
rill announced  that  9,000  job 
reductions  and  other  restruc- 
turing moves  resulted  in  a 
$2.2  billion  pretax  charge  in 
the  fourth  quarter.  Merrill  as- 
sured investors  and  analysts 
that  the  most  painful  cuts 
were  over  and  that  the  firm 
was  now  the  right  size  to 
take  advantage  of  growth  op- 
portunities in  a  modest  eco- 
nomic recovery  in  2002.  But 
some  analysts  remain  skepti- 
cal that  O'Neal  will  be  able  to 
reinvigorate  Merrill's  busi- 
ness, especially  if  the  econo- 
my does  not  pick  up  as  the 
firm  expects.  Merrill  could 


CLOSING    BELL 


GATEWAY  CRASH 

Investors  punished  Gateway 
after  it  warned  that  its 
fourth-quarter  sales  would  be 
17%  below  analysts'  expecta- 
tions. The  news  sent  the  com- 
puter maker's  shares  plunging 
25%,  to  $7.69,  on  Jan.  8.  And 
when  Gateway's  debt  was 
downgraded  to  junk  status, 
the  shares  fell  a  further 
12.7%,  to  $6.71,  the  next  day. 
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Data:  Bloomberg  Financial  Markets 


also  lose  more  top  talent  af- 
ter employees  receive  bonus- 
es the  week  of  Jan.  14. 


RED  INK  FLOWS 

AT  ALCOA 

IF  THERE  WERE  ANY  DOUBTS 

about  how  bleak  this  Janu- 
ary's earnings  would  be,  Al- 
coa has  laid  them  to  rest. 
Traditionally  the  first  indus- 
trial giant  to  report  quarterly 
results,  Alcoa  said  on  Jan.  8 
it  lost  $142  million  in  2001's  fi- 
nal period — its  first  quarterly 
loss  since  1994.  The  world's 
top  aluminum  producer 
blamed  the  red  ink  on  a  21% 
fall  in  sales,  to  $5.18  billion, 
and  a  $241  million  charge  to 
cover  plant  closings  and  6,500 
layoffs.  The  good  news:  Ana- 
lysts expect  the  Pittsburgh 
company  to  earn  $214  million 
in  the  first  quarter,  as  a  re- 
bounding economy  lifts  alu- 
minum demand  and  prices. 

H0MEST0RE.COM: 
WOLFF  HEADS  HOME 

HOMESTORE.COM  ANNOUNCED 

the  resignation  of  founder 
and  ceo  Stuart  Wolff  in  the 
wake  of  an  accounting  inves- 
tigation that  couid  result  in  a 
substantial  restatement  of 
revenues.  Wolff  was  replaced 
as  head  of  the  leading 
provider  of  online  home  list- 
ings by  Michael  Long,  former 
chairman  of  online  health  site 
WebMD.  Trading  in  Home- 
store  shares,  which  had  been 
halted  for  two  weeks,  re- 
sumed at  around  2,  a  fraction 
of  its  former  high.  Thirteen 
lawsuits  alleging  profiteering 
by  Wolff  and  other  insiders 
have  been  filed.  Among  the 
biggest  losers  was  Cendant, 
which  sold  its  online  real  es- 
tate business  to  Homestore 
two  years  ago  in  exchange 
for  $641  million  in  stock.  A 
Cendant  spokesman  said  that 
the  company  may  write  down 
the  value  of  its  Homestore 
stake  in  the  fourth  quarter, 
possibly  to  zero. 


HEADLINER:   SUSAN    LYNE 


ADJUSTING  THE  PICTURE  AT  ABC 


Susan  Lyne,  who  landed 
the  top  programming  job 
at  the  ABC  network  on  Jan. 
7,  got  her  start  at  the 
Walt  Disney  unit 
overseeing  made- 
for-TV  movies 
like  The  Three 
Stooges,  Annie, 
and  The  Beach 
Boys.  Now,  as 
president  of  abc's 
Entertainment 
Television  Group, 
she'll  face  her  own  drama. 
The  51 -year-old  Lyne  will 
be  charged  with  turning 
around  a  network  that  this 
season  has  lost  21%  of  its 
audience  and  ranks  fourth 
among  the  18-  to  49-year- 
olds  that  advertisers  covet. 

A  former  reporter  for 
The  Village  Voice,  Lyne 
founded  Premiere  magazine 


IN  DESKTOP  PCs, 
IBM  CLICKS  ON  OUT 

IBM,  THE  COMPANY  THAT  PUT 

the  personal  computer  on  the 
map,  announced  on  Jan.  8 
that  it  would  no  longer  man- 
ufacture desktop  PCs  in  most 
of  the  world.  The  decision 
marks  the  latest  step  in  ibm's 
retreat  from  the  PC  business. 
Under  a  three-year,  $5  billion 
agreement,  IBM's  PCs  will  now 
be  made  by  contract  manu- 
facturer Sanmina-sci.  As  part 
of  the  deal,  Sanmina  will  ac- 
quire ibm's  desktop  facilities 
in  the  U.S.  and  Europe,  in- 
cluding 980  employees.  Un- 
able to  compete  against  low- 
cost  leader  Dell  Computer, 
IBM's  PC  group  has  lost  money 
and  market  share  for  years. 

MORE  YCs  HANG  UP 
THEIR  CLEATS 

THE   SITUATION  FOR  VENTURE 

capitalists  just  keeps  getting 


pegy 


after  working  for  Jane 
da's  production  company 
Hollywood.  At  ABC,  shell  | 
be  responsible  for 
ing  new  hits  to 
set  the  declin 
onetime  rat: 
champ  Who 
Wants  to  be  a 
Millionaire  an 
faded  mainstay' 
Dharma  &  Gw 
and  The  Drew 
Carey  Show.  She  n 
places  Stu  Bloomberg,  wl 
suffered  from  recent  flop- 
such  as  Bob  Patterson  an 
Thieves. 

For  her  part,  Lyne  is 
taking  the  long  view. 
"There  is  no  magic  bullet 
she  says.  "This  is  a  proce 
that  will  take  quarters,  n 
weeks,  to  turn  around." 
Ronald  Gro1 


K  K 


J  radii 
bar 


is  at 
worse.   The  latest  evid 
came  on  Jan.  8,  when  B< 
dale  Group,  a  Silicon  V 
venture  firm  founded  in 
by  former  Netscape  Cor 
nications  execs,  announcti 
was  closing.  Jim  Barks<J 
the   former   Netscape 
blamed  the  difficult  econ^ 
environment.  "Last  spr 
became  obvious  to  us  thai 
didn't  want  to  raise  a 
fund,"  Barksdale  said.  He's! 
alone.  Other  venture  firmil 
also  concluding   that  only| 
best  and  brightest  will 
vive  the  downturn.  Ver 
investors  say  requests  fori 
funding  have  all  but  dried] 


ET  CETERA . . . 

■  Dave  Thomas,  founder! 
senior  chairman  of  Werl 
International,  died  at  69.1 

■  Motorola  will  lay  off  nel 
20%  of  its  600  top  executl 

■  AT&T  said  it  plans  to  issl 
tracking  stock  for  its  if 
distance  business. 


40  BusinessWeek  /  January  21,  2002 


I- 


Washington  Outlook 


'ED  BY  RICHARD  S.  DUNHAM 


USH  VS.  DASCHLE:  WHO'S 
LOWING  SMOKE  ON  THE  TAX  CUT? 


luster  bombs  are  falling,  and  the  heavy  artillery  is  taking 
aim  at  weak  points  in  enemy  defenses.  No,  not  in 
Afghanistan — in  the  escalating  political  fight  over  taxes  and 
jmic  policy.  In  a  nasty  runup  to  the  November  election, 
ident  George  W.  Bush  and  Senate  Majority  Leader  Tom 
hie  (D-S.  D.) — still  allies  in  the  War  on  Terror — started 
by  trading  rhetorical  salvos  over  blame  for  the  recession 
enascent  deficits.  Unfortunately,  both  deserve  more  cred- 
energy  than  accuracy, 
ischle  started  the  squabble  on  Jan.  4  by  blaming  the  Bush 
ut  for  slashing  budget  surpluses — and  worse.  "Not  only  did 
tax  cut  fail  to  prevent  a  re- 
on,"  he  argued,  "it  probably 
B  the  recession  worse." 
\e  next  day,  Bush  counterat- 
d.  "Not  over  my  dead  body 
Uhey  raise  your  taxes,"  he  told 
)wd  in  Ontario,  Calif.  In  his 
dy  radio  address,  he  implied 
Democrats  have  cost  943,000 
le  their  jobs  by  failing  to  pass 
mulus  plan. 

le  argument  that  a  back- 
d  tax  cut  decimated  the  2001 
lus  is  absurd — especially  com- 
rom  Daschle,  who  backed  big 
•ebates  last  year.  His  long  view  is  arguably  more  credible, 
ver.  Short-term  rates,  controlled  by  the  Fed,  have  plunged 
6.4%  to  1.8%  since  December,  2000.  But  rates  on  10- 
Treasuries  have  barely  fallen  from  5.24%  a  year  ago  to 
1o  on  Jan.  9.  Daschle,  backed  by  former  Treasury  Secretary 
>rt  E.  Rubin,  says  that  over  the  next  10  years,  Uncle 
will  have  to  borrow  more  than  $1  trillion  to  pay  for  last 
gs  tax  cut.  The  bond  market,  worried  that  Washington  has 
fiscal  discipline,  has  pushed  long-term  rates  higher  than 
might  otherwise  be,  Daschle  says.  That,  in  effect,  taxes 
ybody  who  borrows. 


But  there  are  other  reasons  why  long  rates  are  high.  Rates 
may  not  have  dropped  because  foreign  investors  are  buying 
fewer  U.  S.  bonds  or  because  of  bullishness  about  the  recovery. 
And  rates  are  still  quite  low  by  the  standards  of  the  past  25 
years,  says  financial  economist  Donald  Straszheim.  Just  ask  the 
millions  of  Americans  who  refinanced  their  homes. 

Daschle  is  certainly  on  stronger  ground  when  he  says  the  tax 
cut  has  eaten  away  the  surplus.  The  projected  10-year  surplus 
of  $5.6  trillion  is  expected  to  shrink  by  $3.7  trillion  over  the 
next  decade.  Of  that,  nearly  half  ($1.7  trillion)  will  be  caused  by 
Bush's  tax  cut,  according  to  congressional  estimates. 

Meanwhile,  Bush's  suggestion 
that  Daschle  is  itching  to  roll  back 
the  tax  cut  is  simply  not  true. 
Also,  it's  a  stretch  to  blame 
Daschle  for  every  layoff  in 
Dubuque.  To  believe  Bush's  claim 
that  Senate  inaction  cost  943,000 
jobs  is  to  believe  that  modest 
stimulus  would  have  prevented 
pink  slips.  Bush's  Council  of  Eco- 
nomic Advisers  said  in  December 
that  failure  to  enact  a  stimulus 
package  would  cost  300,000  jobs — 
and  many  economists  consider 
that  number  too  high. 
The  debate  puts  Daschle  in  an  awkward  position.  A  dozen 
Senate  Dems,  including  three  in  tough  reelection  battles,  voted 
for  the  tax  cut  and  now  chafe  at  Daschle's  criticisms.  Besides, 
the  public  prefers  Bush's  economic  agenda  by  50%  to  36% 
over  that  of  Hill  Democrats,  says  Democratic  pollster  Mark 
Penn.  Overwhelmed  by  Bush's  post-September  11  popularity, 
Democrats  are  scrambling  for  traction.  If  the  recession  lingers, 
it  will  bolster  their  arguments.  But  if  conventional  wisdom 
holds  and  the  economy  rebounds,  this  early  skirmish  shows  how 
tough  it  will  be  for  Dems  to  bad-mouth  Bushonomics. 

By  Howard  Gleckman 


CAPITAL  WRAPUP 


JAB  AT  JEB 


Florida  Governor  Jeb  Bush  is  about 
get  caught  in  the  crossfire  over 
<es.  The  reason:  By  using  big 
other  George's  definition  of  tax  in- 
?ases,  Jeb  has  advocated  at  least 
o  tax  hikes.  Or  so  Democratic  par- 
ans  would  have  you  believe. 
Here's  the  logic:  President  Bush  ar- 
ed  on  Jan.  4  that  congressional  De- 
jcrats  would  be  endorsing  higher 
<es  if  they  tried  to  postpone  any  of 
10-year,  $1.35  trillion  cut  enacted 
t  year.  By  delaying  the  promised 


tax  relief,  Democrats  are  actually  in- 
creasing the  tax  burden  on  working 
Americans,  the  White  House  argues. 
Democrats  dismiss  the  President's 
charges  as  political  sophistry  but  ea- 
gerly note  that  if  they  are  tax-raisers, 
so  is  George's  little  bro.  That's  be- 
cause Jeb  wants  to  slow  down  the 
phase-in  of  the  estate-tax  repeal  man- 
dated last  year  by  the  tax  cut  signed 
into  law  by  the  President.  He  also 
proposed  a  two-year  delay  in  tax 
cuts  on  stocks  and  bonds.  Jeb's  argu- 
ment for  postponing  the  tax  repeals — 
eerily  similar  to  Democratic  argu- 


ments in  Washington — is  that  the 
state  can't  afford  to  lose  more  than 
$300  million  in  revenues  in  the  midst 
of  a  recession. 

And  Dems,  who  have  made  Jeb's 
reelection  defeat  a  top  priority  for 
2002,  are  preparing  to  quote  George 
as  they  go  on  the  attack.  "Does  the 
President  think  his  brother  is  raising 
taxes  in  Florida?"  asks  Democratic 
pollster  Mark  Mellman.  Not  likely,  but 
the  Bush  family  may  be  learning  that 
political  hyperbole  can  come  back  to 
bite  you. 

By  Richard  S.  Dunham 
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ARGENTINA 


A  WRONG  TURN? 

Argentina's  financial  crisis  may  get  much  worse 
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It  was  painful  to  watch  even  for  those 
with  no  money  at  risk.  On  Jan.  6, 
Argentina  finally  let  go  of  its  decade- 
long  embrace  of  the  U.  S.  dollar  and  de- 
valued the  peso,  ending  one  of  the 
world's  boldest  experiments  in  econom- 
ic reengineering.  Overnight,  the  country 
went  from  being  the  world's  16th-largest 
economy  to  No.  23,  and  even  before  the 
peso  was  floated  several  days  later,  mon- 
ey-changers were  paying  up  to  1.55  pe- 
sos for  greenbacks.  "We  are  bankrupt," 
admitted  Economy  Minister  Jorge 
Remes  Lenicov  when  he  announced  that 
the  peg  was  dead.  The  new  government 
also  confirmed  that  Argentina  can't  go 
on  servicing  its  $141  billion  public  debt. 

Devaluation  and  default:  Economists 
have  been  predicting  both  for  months. 
But  some  of  the  emergency  measures 
that  President  Eduardo  Duhalde  and 
Remes  Lenicov  are  implementing  have 
stunned  Argentines  and  foreign  in- 
vestors alike.  A  dramatic  and  alarming 
reversal  in  economic  policy  is  under  way 
that  could  plunge  the  country's  economy 
into  an  even  deeper  crisis  and  erode 
political  support  for  free-market  reforms 
throughout  Latin  America.  "We  hope 
the  biggest  casualty  of  Argentina  will 
not  be  the  march  of  democratic  capital- 
ism in  Latin  America  over  the  past  20 
years,"  says  Peter  Geraghty,  managing 
director  at  Darby 
Overseas  Invest- 
ments, Ltd.  in 
Washington. 

But     some     of     BANKS  Spanish-  and  U.S.-owned  banks  will  take  a  big  hit  as  the 
what  the  Duhalde      government  converts  dollar  loans  ot  $100,000  or  less  into  pesos  at  a 
team     is      doing     rate  °f  1  *°  1>  though  the  official  rate  is  now  1.4. 
looks  all  too  much     ym^Es  Privatized  telephone,  power,  and  wa'er  companies, 

t    th a    id    t    t       mostly  in  the  hands  of  Eur°Pean  investors,  will  suffer  as  the 
to  the  tailed  strat-      g0vemment  converts  dollar-denominated  revenues  into  pesos, 
.agems  of  the  1970s 

and  '80s.  The  gov-  OIL  PRODUCERS  A  proposed  tax  on  oil  exports  of  at  least  20% 

ernment   is   rein-  may  scuttle  plans  by  Spain's  Repsol  to  invest  billions  to  develop  Ar- 

serting  itself  into  gentine  oil  reserves. 

Argentina's     eco-  - 

nomic  life  via  the  CREDITORS  Holders  of  Argentina's  $132  billion  foreign  debt, 

introduction  of  a  mucn  °f  '*  m  Donc^s  held  Dv  U-S.  and  European  institutional  investors, 

dual        exchange  may  recoup  only  pennies  on  the  dollar. 

rate,   capital   con-  Data:  BusinessWeek 

trols,      extraordi- 
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BAD  NEWS  FOR  FOREIGN  INVESTORS 
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nary  taxes  on  oil  exports,  and  unila 
al  changes  to  the  contracts  of  privat 
utilities.  These  measures,  along  withl 
halt  in  debt  payments,  risk  turning  I 
gentina  into  a  pariah  in  global  imj 
ment  circles.  "After  a  decade  of  tl 
Argentina   was   the   golden   chile 
emerging  markets,  investors  are 
up  to  the  fact  that  it  was  the 
hole,"  says  Christian  Stracke,  chief  Ll 
America  strategist  for  Commerzt| 
Securities. 

Both  Wall  Street  and  Argentine  tl 
ness  leaders  are  skeptical  that  Duhf 
can  even  pull  off  a  controlled  deva| 
tion.  Brazil  attempted  it  in  1999 
to  see  its  currency  plunge.  Already,  J 
International  Monetary  Fund 
warned  that  Duhalde's  plan  for  a  t| 
tier  exchange  rate — with  an  official 
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4  pesos  per  dollar  for  exports  and  a 
ing  rate  for  most  other  transac- 
s — won't  work.  If  history  is  any 
e,  the  two  rates  will  diverge  widely 
emand  for  dollars  soars,  forcing  the 
■rnment  to  dig  deep  into  its  dwin- 
l  stock  of  foreign  reserves  to  en- 
the  scheme's  survival.  Indeed,  in  a 
-devaluation  report,  J.  P.  Morgan 
licted  that  the  free-floating  peso  will 
*'orth  a  mere  37#  by  yearend. 
uhalde  is  also  courting  controversy 
his  treatment  of  the  nation's  banks, 
most    of   which    are    foreign- 
owned.  The  administration  plans 
to  convert  around  one-third  of 
the  $50  billion  in  dollar-denomi- 
nated loans  held  by  the  banks 
into  peso  loans  at  the  old  1-to-l 
exchange  rate.  Consumer  and 
small-business  loans  of  up  to 
$100,000  will  be  eligible.  But 
critics  point  out  that  with  Ar- 
gentines paying  off  loans  in  de- 
valued pesos,  the  scheme  will 
blow  a  big  hole  in  the  balance 
sheets  of  local  subsidiaries  of 
Citibank,  BankBoston  and  sev- 
eral big  Spanish  banks.  The  J.  P. 
Morgan  report  warned  that,  al- 
ready, Argentina's  "bank  sector 
is  effectively  bankrupt." 

Other  targets  of  convenience 
for  Duhalde  &  Co.  are  the  for- 
eign owners  of  the  telephone, 
water,  and  electric  utilities  that 
were  privatized  in  the  1990s. 
Authorities  say  the  companies 
must  bill  their  clients  in  pesos, 
not  dollars — a  dictate  that  will 
slam  revenues.  The  list  of  casu- 
alties includes  Spain's  Telefoni- 
ca, which  operates  the  largest 
phone  company;  power  provider 
Endesa;  and  water  utility 
Aguas  de  Barcelona.  They, 
ALDE  ON  TV:  along  with  other 
government  Spanish  investors, 
have  plowed  upwards 
of  $40  billion  into 
Argentina. 
Meanwhile,  Spanish  oil  company 
sol,  which  paid  $15  billion  in  1999 
brmer  Argentine  oil  monopoly  ypf, 
racing  for  a  proposed  20%  tax  on  oil 
orts  that  could  eat  up  more  than 
)  million  in  revenues  over  five  years, 
ey  are  sticking  their  hand  in  the 
cets  of  many  who  came  to  the  coun- 
to  invest  in  good  faith  when  nobody 
wanted  to,"  says  Argentine  lawyer 
T,e  Perez  Alati,  whose  firm  repre- 
s  several  foreign  investors,  including 
recently  formed  Argentina  Bond- 
ers' Committee.  Duhalde  spokesman 
lardo  Amadeo  insists  the  govern- 


be  a  bigger 
lomic  player 


COMMENTARY 


By  Pete  Engardio 


ARGENTINA  WAS  IN  TOO  BIG  A  HORRY 


w 


Fas  Argentina 
done  in  by  bad 
advice  from 
the  International 
Monetary  Fund  or 
by  its  own  profligate 
politicians?  Did  it 
open  its  markets  too 
fast  or  too  slowly? 
Was  the  strategy  of 
anchoring  the  peso 
to  the  U.  S.  dollar 
flawed  from  the  out- 
set? Or  would  it 
have  worked  had 
Buenos  Aires  fin- 
ished all  its  reforms? 
Economic  pundits 
are  vying  to  put 
their  own  spin  on  the 
demise  of  yet  another  bold  1990s  ex- 
periment in  market  liberalization. 

This  blame  game  is  pointless.  As 
with  other  spectacular  blowups — 
Thailand,  Indonesia,  Russia — one 
can't  count  all  the  culprits.  In  Ar- 
gentina, the  policies  of  the  early 
1990s,  and  all  the  mistakes  that  fol- 
lowed, were  the  work  of  elected 
politicos.  The  IMF  indulged  Argentina 
with  money  and  public  endorsements 
even  after  the  country  lost  all  finan- 
cial discipline.  The  thousands  of  cred- 
itors who  pumped  $141  billion  into 
the  country  should  have  known  the 
risks — and  must  now  pay  the  price. 

The  lesson  from  the  collapse  of 
Argentina  and  many  other  IMF  clients 
is  that  radical  attempts  to  turn 
closed,  ill-managed  emerging  markets 
into  sturdy  free-market  economies  in 
a  few  years  rarely  work.  Economists 
can  argue  until  they  turn  blue  that 
Argentina's  currency  board,  or  Rus- 
sia's shock  therapy,  or  Indonesia's 
IMF  reform  package,  would  have 
worked  had  these  countries  only 
done  this  or  that.  But  such  strategies 
require  near-flawless  execution.  In 
reality,  developing-nation  leaders  face 
too  many  political  and  economic  con- 
straints to  pull  everything  off 
overnight.  And  investors  who  stam- 
pede in  based  on  promises  of  reform 
tend  to  fuel  unsustainable  booms. 

Take  Argentina.  Desperate  to  halt 
hyperinflation,  President  Carlos  Men- 


em adopted  a  poli- 
cy to  back  all  pe- 
sos in  circulation 
with  dollars  held 
in  reserves.  That 
halted  inflation 
but  the  only  way 
left  to  fund 
deficit  spending 
was  to  lure 
new  dollars  via  ex- 
ports, investment, 
or  debt.  Just  print- 
ing money  was 
out.  Menem  priva- 
tized state-owned 
companies  to  raise 
funds.  Investment 
flooded  in,  the 
-   economy  surged. 
But  borrowing  zoomed  when  in- 
vestment slowed  and  recession 
threatened  in  1995.  To  win  reelection, 
Menem  let  the  provinces  run  big 
deficits  and  shelved  reforms  to  make 
it  easier  for  companies  to  shed  work- 
ers. Then,  in  1999,  Brazil  devalued 
its  currency,  laying  bare  how  over- 
priced Argentina  had  become.  Yet 
Buenos  Aires  clung  to  the  peg.  Im- 
ports poured  in,  investment  halted, 
and  Argentina  went  bust.  "Menem 
didn't  seize  the  opportunity  to  finish 
reform.  And  the  capital  markets  took 
their  cues  from  the  IMF  and  U.  S. 
Treasury,  which  stood  behind  Ar- 
gentina," says  Columbia  University 
economist  Charles  W.  Calomiris. 

Argentina  should  have  ditched  the 
dollar  peg  when  it  became  clear  it 
couldn't  maintain  the  discipline  need- 
ed to  make  it  tenable.  The  economy, 
investors,  and  the  IMF's  reputation 
would  have  taken  hits.  But  Argenti- 
na might  have  recovered  so  long  as 
it  continued  reform,  as  Mexico,  Rus- 
sia, and  South  Korea  have  done.  The 
process  might  have  taken  many 
years.  But  Argentina  probably 
wouldn't  be  facing  catastrophe  now. 
This  meltdown  should  mark  the  end 
of  an  era  when  developing  nations, 
and  investors,  bet  the  bank  on  com- 
plex, big-bang  liberalization  schemes. 

Engardio  reports  on  global  busi- 
ness and  economics  from  New  York. 
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ment  isn't  singling  out  foreigners.  "We 
don't  want  to  expel  these  companies  or 
hurt  them,"  he  says,  "but  this  is  the 
reality  we  face." 

Because  the  crisis  had  been  perco- 
lating for  more  than  a  year,  the  biggest 
emerging-market  debt  default  in  history 
has  resulted  in  little  financial  contagion 
so  far.  The  same  week  Argentina  de- 
valued, Brazil  and  Mexico  together  sold 
$2.75  billion  in  government  bonds — proof 
that  the  appetite  for  even  Latin  Amer- 
ican debt  has  not  evaporated. 

Still,  one  casualty  of  Argentina's  melt- 
down might  be  the  Bush  Administra- 
tion's plan  to  push  for  a  Free  Trade 


Area  of  the  Americas  by  2005.  "With 
Argentina's  collapse,  Latin  America 
looks  like  a  less  attractive  trade  partner 
to  many  in  the  U.  S.,"  says  Peter 
Hakim,  president  of  Washington  think 
tank  Inter-American  Dialogue.  The  de- 
bacle also  will  inspire  debate  over  how 
best  to  prevent  financial  brushfires  from 
becoming  conflagrations  (page  43). 

There's  an  outside  chance  '  that 
Duhalde  can  yet  repair  some  of  the 
damage.  One  encouraging  sign  would 
be  a  balanced  budget  for  2002,  proof 
that  Argentina  intends  to  live  within 
its  means.  "We  have  lost  substantial 
credibility,"  concedes  Martin  Redrado, 


an  economist  who  is  the  Foreij; 
istr/s  secretary  for  global  econor 
fairs.  "We  need  to  show  that  the  | 
try  is  serious."  Given  its  shaky 
it  may  be  months,  even  years, 
Argentina  achieves  that  goal. 

By  Geri  Smith,  with  Joshua 
man  in  Buenos  Aires,  Cristina 
blad  in  New  York,  and  Andy  Rot 
in  Madrid 
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For  more  on  Argentina's  crisis, 
go  to  the  Jan.  21  issue  at 
www.businessweek.com" 


BRITAIN 


BLAIR'S  STEALTH 
EURO  STRATEGY 

Can  he  win  over  reluctant 
Britons  to  the  currency? 

Even  as  Europeans  celebrate  the  suc- 
cessful Jan.  1  launch  of  euro  coins 
and  notes,  one  question  dogging 
politicians  and  bankers  across  the  Con- 
tinent is:  "When  will  Tony  Blair  join 
the  party?"  Britain  is  sitting  on  the 
fence,  and  European  policymakers  are 
eager  to  draw  it  in.  They  worry  that 
the  new  currency  won't  be  a  true  rival 
to  the  dollar  until  Britain — the  Euro- 
pean Union's  second-largest  economy — 
embraces  it. 

As  Britain's  Prime  Minister,  Blair 
would  certainly  like  to  lead  his  country 
into  the  euro  zone.  He  fears  that  Britain 
will  be  taken  less  seriously  in  European 
councils  as  well  as  Washington  if  it  re- 
mains on  the  fringes.  He  also  fears  that 
the  pound's  volatility  against  the  euro 
may  scare  off  foreign  investment.  "The 
euro  is  now  a  reality,"  he  said  on  Jan.  3. 
"So  I  think  the  idea  that  we  can  run 
away  from  it  and  pretend  it  doesn't  ex- 
ist would  be  very  silly." 

He  may  well  be  right.  But  Blair  faces 
an  uphill  task  persuading  the  British 
public  to  accept  the  euro.  Public  opinion 
is  running  against  it  by  2  to  1.  Despite 
his  proven  electoral  prowess,  Blair  would 
probably  lose  a  referendum  on  the  euro 
if  it  were  held  today. 

So  Blair's  strategy  is  to  try  to  change 
minds  while  preserving  the  option  of 
backing  away.  He  will  be  watched  close- 
ly by  such  Cabinet  colleagues  as  Chan- 
cellor of  the  Exchequer  Gordon  Brown 
and  Foreign  Secretary  Jack  Straw.  These 
politicians  won't  want  to  see  their  own 


RUL      BR         NNtA  / 

OPPOSITION 


With  voters  solidly 
anti-euro  for  now, 
Blair  won't  stick  his 
neck  out  too  far 


future  prime  ministerial 
chances  squandered  in  a 
losing  cause.  "Blair  can't 
stick  his  neck  out  until 
he  sees  a  substantial 
move  in  the  polls,"  says 
Robert  M.  Worcester, 
chairman  of  the  mori  polling  organization 
in  London.  Worcester,  Britain's  best- 
known  pollster,  doubts  Blair  will  see  that 
shift  before  the  next  general  election, 
which  must  occur  by  May,  2006. 

But  some  analysts  think  a  persistent 
campaign  could  turn  the  tide.  An  early 
January  survey  by  YouGov,  a  London 
online  polling  agency,  found  that  18% 
wanted  Britain  to  adopt  the  euro  as 
soon  as  possible,  while  34%  were  in  fa- 
vor of  joining  "if  and  when  economic 
conditions  are  right."  That  means  52% 
were  broadly  supportive,  while  just  46% 
were  in  the  two  "no"  categories:  "stay 


out  on  principle"  and  "stj 
for  at  least  the  next  four 
years."   Says   Stephen   S| 
speare,  director  of  opinic 
search  for  YouGov:  "I  wot 
the  government  they  can 
poll  on  this  in  a  year  or  tw  | 
Blair  plans  to  use  corporalf 
rophiles  such  as  British 
Chairman    Colin    Marshs 
warn  the  public  that  Britai 
lose  influence  and  suffer 
nomically  if  it  chooses  isoll 
Should  public  opinion  shif 
will  raise  his  profile. 

But  the  respective  ecoi[ 
fortunes  of  Britain  and  thtl 
zone  aren't  helping  mak«| 
case.  The  Bank  of  EnglaiJ 
far  has  proved  much  nir 
than  the  European  Central 
at  warding  off  the  effects  | 
global  slowdown.  Michael 
ders,  a  Schroder  Salomon  if 
Barney  economist  in  Lo[ 
forecasts  2.2%  growth  for  Bl 
this  year,  vs.  a  paltry  1%  fc| 
euro  zone. 

Indeed,  Blair  will  be  reli 
to  join  if  the  performance  (| 
euro  and  its  managers  dot 
improve.  That  means  an  e| 
squabbling  at  the  ecb.  A 
ery  in  the  euro's  value  ag 
the  dollar  and  sterling  also  seems 
requisite.  "We  are  trying  to  sell  al 
rency  that  the  tabloids  are  tryiil 
persuade  the  British  people  is  al 
ure,"  says  Simon  Buckby,  direct! 
Britain  in  Europe,  the  pro-euro  lob] 
organization.  "It  needs  to  be  a  sucJ 
It  is  hard  to  imagine  why  Blairl 
rope's  most  successful  politician,  v[ 
want  to  put  his  reputation  on  thtl 
for  such  a  hotly  contested  issue.| 
having  destroyed  his  opposition 
in  elections,  he  may  think  he  can  pi| 
just  about  anything. 

By  Stanley  Reed  in  Lo\ 
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Imagine  a  world 

where  health  problems  are  prevented 

before  they  even  start. 

Why  do  the  Japanese  have  1/8 

ike  incidence  of  prostate  cancer  and 

fewer  symptoms  of  menopause? 

Is  it  a  diet  rich  in  soy? 


ADM  is  finding  out  and  creating 

natural  supplements  called  nutraceuticals. 

So  everyone- everywhere-benef its 


from  foods  that  promote  good  het 
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When  Yahoo! 

wanted  to 

empower  busiNesses, 

they  chose  Novell. 


How  does  Yahoo!.-.  Enterprise  Solutions  make  portal  products  shine?  Yahoo!  puts  the  power  of  Novell*  e Directory  l  in  its 
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they  need  from  any  Web-enabled  device.  And  your  intranets,  extranets  and  the  Internet  can  work  as  one  Net.  The  result? 
More  productive  employees  and  lasting  relationships  with  partners  and  customers.  All  while  leveraging  existing  IT 
resources  to  increase  your  ROI.  To  learn  more  about  how  Novell  can  empower  your  business,  visit  www.novell.com 
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International  Business 


COMMENTARY 


By  Carol  Matlack 


EARTH  TO  AIRBUS:  WHAT'S  THE  FLIGHT  PLAN? 


Airbus  Industrie  Chief  Executive 
Noel  Forgeard  can  expect  plenty 
of  tough  questions  when  the  Eu- 
ropean aircraft  maker  holds  its  annu- 
al briefing  for  journalists  and  ana- 
lysts on  Jan.  17  in  Paris.  Just  last 
summer,  Airbus  was  reaping  a 
record  harvest  of  orders  at  the  Paris 
air  show  and  preparing  for  a  big 
boost  in  production.  Now  it's  being 
pummeled  by  the  worst  downturn  in 
its  30-year  history.  Airbus'  usually 
upbeat  commercial  director,  John 
Leahy,  said  recently  that  aircraft  or- 
ders this  year  could  fall  60%  below 
the  2001  level.  That  means  rev- 
enues will 


where  most  of  its  44,000  employees 
work.  Eliminating  jobs  at  its  French, 
German,  and  Spanish  factories  would 
be  politically  difficult  and  costly  be- 
cause of  tough  anti-layoff  laws.  Com- 
pare that  with  U.  S.  rival  Boeing  Co., 
which  axed  30,000  jobs  and  took  a 
$700  million  fourth-quarter  write-off. 
True,  Airbus  doesn't  need  to  slam 
on  the  brakes  as  sharply  as  Boeing 
did.  Boeing's  commercial  jet  business 
has  shrunk,  from  a  peak  of  620  deliv- 
eries in  1999  to  an  estimated  375  this 
year.  Airbus,  by  contrast, 
has  hiked  pro- 
duction 


JBYI 


I 

II 


remain  anemic 
through  2003  and  2004,  since  orders 
are  usually  booked  well  over  a  year 
before  the  expected  delivery  date, 
and  at  least  80%  of  the  purchase 
price  is  paid  on  delivery. 

It's  high  time  Airbus  spelled  out  a 
plan  to  steer  through  this  turbulence. 
It  already  has  slashed  projected  de- 
liveries to  300  in  each  of  the  next 
two  years — 30%  below  earlier  esti- 
mates— as  financially  strapped  cus- 
tomers delay  or  cancel  scores  of  or- 
ders. But  most  analysts  think  those 
forecasts  are  still  too  optimistic  and 
say  deliveries  could  fall  into  the  low 
200s  by  next  year.  The  slowdown 
couldn't  come  at  a  worse  time.  Over 
the  next  four  years,  Airbus  is  com- 
mitted to  spend  at  least  $10.7  billion 
on  developing  the  A380,  a  double- 
decker  superjumbo  scheduled  for 
launch  in  2006.  Operating  profits, 
which  reached  $1.3  billion  in  2001  on 
sales  of  $17  billion,  will  be  cut  in  half 
this  year  and  could  disappear  by 
2003  unless  costs  are  cut. 

So  far,  Airbus'  response  has  been 
oddly  muted.  After  September  11,  the 
company  froze  a  planned  expansion  of 
capacity,  and  it  recently  announced 
500  job  cuts  in  Britain.  But  no  layoffs 
are  planned  in  continental  Europe, 
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over  the 
past  eight 
years  as  it 
grabbed 
market  share. 
Forgeard  has  said  that  Airbus  can 
remain  profitable  even  if  deliveries 
slide  below  300,  although  some  em- 
ployees might  be  placed  on  reduced 
work  schedules  if  the  number  drops 
to  270.  As  for  mass  layoffs  a  la 
Boeing?  In  an  inter- 
view with  the  news- 
paper Le  Monde  in 
November,  Forgeard 
said:  "That's  the 
American  manage- 
ment style ...  to  ap- 
pear to  take  radical 
steps  to  reassure 
investors." 

Trouble  is,  in- 
vestors do  need  re- 
assuring. Shares  in 
European  Aeronau- 
tics Defense  & 
Space  Co.  (eads), 
which  owns  80%  of  Airbus,  have 
slumped  40%  in  the  past  year.  Boe- 
ing stock  is  down  30%  but  has  re- 
bounded more  strongly  than  eads 
since  September  11.  It's  hard  to  see 
how  Airbus  can  remain  profitable  on 
its  present  course.  "Their  cost  base 
is  clearly  sized  for  a  lot  more  than 
300  deliveries,"  says  analyst  Nick 
Cunningham  of  Schroder  Salomon 
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Smith  Barney.  And  while  Airbus 
won  tentative  approval  for  its  first 
military  contract,  the  A400M  trans 
port  plane,  that  project  won't  gener 
ate  revenues  for  several  years. 

What  should  Forgeard  do?  Ce 
ly,  he  must  resist  the  urge  to  lure 
back  customers  with  the  deep  dis- 
counts that  Airbus  has  used  to  build 
market  share  in  the  past.  Cutting 
costs  is  essential.  Although  laying  oft 
workers  will  take  time,  Airbus  shouli 
start  the  process  now,  because  2003 
and  2004  are  shaping  up  t 
*».-^  be  even  worse  tha 

this  year.  In  the 
meantime,  the 
company  could 
put  some  employee 
on  reduced  work  sched- 
ules, cut  research  and  develop 
ment  spending,  and  slow  down  the 
A380  project. 

The  crisis  raises  deeper  questions 
about  Airbus.  Lately,  it  has  sounded 
more  like  a  babble  of  voices  than  a 
corporation.  Even  as  Airbus  stuck  to 
rosy  projections  last  year,  some  man- 
agers and  EADS  executives  quietly 
warned  analysts  that  forecasts  would 
be  cut.  Public  statements  were  baf- 
fling Shortly  after  Forgeard  said  no 
layoffs  were  needed,  Airbus  announce 
2,000  job  cuts  in 
Britain,  then  reduce 
the  number  to  500. 
Such  confusion  i 
no  great  surprise, 
given  that  Airbus 
was  formed  less 
than  two  years  ag 
from  a  loose  conso: 
tium  of  French, 
German,  and  Span 
ish  companies.  But 
it's  bad  news  for 
eads,  which — since 
the  planemaker  isn 
publicly  traded — is 
treated  by  investors  as  a  proxy  for 
Airbus,  eads,  itself  the  product  of  a 
delicate  cross-border  merger,  may 
hesitate  to  push  Airbus  into  a  politi 
cally  difficult  downsizing.  If  the  nun 
bers  don't  improve  soon,  though,  it 
may  have  to  do  just  that. 
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Matlock  covers  European  businet 
from  Paris. 
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TED  BY  ROSE  BRADY 


HOULD  EUROPE  SPEND  BIG 
3  MODERNIZE  ITS  MILITARY? 


was  an  historic  moment.  On  Sept.  12,  a  day  after  terrorist 
tacks  in  the  U.  S.,  NATO  solemnly  invoked  a  key  article  in 
<  charter  for  the  first  time.  From  France  to  Turkey,  mem- 
;ountries  declared  that  the  attack  on  the  U.  S.  was  an  at- 
on  all  of  them — a  decision  never  taken  even  in  the  darkest 

of  the  Cold  War. 
j.t  the  U.S.  didn't  ask  its  European  partners  to  join  en 
e  in  a  retaliatory  attack  on  al  Qaeda  and  the  Taliban  in 
kanistan.  That's  largely  because  Europe  lacks  firepower — 

stealth  bombers  to  precision  guided  missiles  and,  crucially, 
systems  to  integrate  them.  So  apart  from  a  few  British 
e  missiles,  reconnaissance  flights,  and  special  forces,  the  U.  S. 
led  to  wage  its  own  war  and  leave  Europe  on  the  sidelines. 
Europeans  "haven't  invested  enough  to  plug  in  to  the  new 

of  warfare,"  says  Klaus  Becher,  se- 
fellow  at  the  International  Institute 
Strategic  Studies  in  London, 
ow,  as  the  U.  S.  ponders  moving  on 

new  terrorist  target,  debate  is 
ring  in  Europe  as  to  just  what  its 
nse  role  should  be.  The  Afghan  war 
starkly  highlighted  Europe's  defi- 
nes, spurring  German  Chancellor 
lard  Schroder  and  British  Prime 
ster  Tony  Blair  to  push  for  increas- 
1  European  defense  spending.  Cur- 
ly, the  eu  pumps  about  2%  of  its 
s  domestic  product,  or  some  $205 
■n,  into  the  military,  vs.  the  U.  S.'s  $343  billion,  or  some  3% 
)P.  While  no  one  expects  the  EU  to  close  the  gap,  more  po- 
ll leaders  are  arguing  that  Europe  must  boost  its  capabil- 
— or  be  relegated  indefinitely  to  a  second-tier  role  in  glob- 
lilitary  operations.  That  could  mean  being  sidelined  in 
ions  that  affect  European  interests  as  well. 
1e  outcome  of  this  defense  debate  is  far  from  certain, 
ty  of  groups,  from  labor  unions  to  the  Greens,  oppose 
er  military  spending.  And  the  European  Monetary  Union 


GERMANY:  Schroder  wants  more  outlays 


imposes  strict  limits  on  budget  deficits,  thus  precluding  a  ma- 
jor surge  in  spending.  But  proponents  of  a  stronger  Euro- 
pean military  say  it's  necessary  so  the  Continent  can  take 
care  of  problems  in  its  own  backyard,  such  as  the  Balkans.  And, 
they  argue,  a  more  confident  Europe  could  check  what  they 
perceive  as  American  unilateralism.  Many  Europeans  fear  the 
U.  S.  won't  consider  their  views  before  deciding  whether  to  tar- 
get Iraq  as  a  terrorist  nation.  "There's  no  [European]  leverage," 
says  Henning  Riecke,  senior  fellow  at  the  German  Council  on 
Foreign  Relations  in  Berlin.  Others  worry  that  European 
troops  will  end  up  only  with  peacekeeping  duties — as  in 
Afghanistan.  "We  have  to  do  the  dangerous,  muddy-boots 
stuff,"  complains  Julian  Lindley-French,  a  British  analyst  at  the 
European  Union's  Institute  for  Security  Studies  in  Paris. 

In  the  end,  it  may  take  years  for 
the  Europeans  to  figure  out  their  new 
defense  role.  But  the  issue  is  likely  to 
gain  attention  in  this  year's  elections. 
The  French  defense  Establishment  was 
humiliated  when  France's  sole  aircraft 
carrier  couldn't  leave  port  at  the  start 
of  the  Afghan  war  because  it  was  un- 
dergoing repairs.  Now,  presidential  can- 
didate Jean-Pierre  Chevenement  is 
making  France's  military  unprepared- 
ness  a  big  campaign  theme  for  this 
spring's  ballot.  Meanwhile,  Schroder, 
"  up  for  reelection  this  fall,  had  to  scale 
back  German  peacekeeping  efforts  in  Afghanistan  because  of 
a  lack  of  transport  planes.  Now,  he  is  seeking  parliamentary 
approval  to  buy  73  Airbus  military  transports — at  a  cost  of 
$6  billion. 

Schroder  is  likely  to  get  his  planes.  But  these  are  just  initial 
forays  in  what  is  likely  to  be  a  major  battle  over  the  Conti- 
nent's resources — and  its  place  in  the  world. 

By  John  Rossant  in  Paris  and  Christine  Tiemey 

in  Frankfurt 


GLOBAL  WRAPUP 


MINING  TO  JAKARTA? 


In  the  wake  of  the  arrests  of  28  al- 
ed  Islamic  terrorists  by  Singaporean 
d  Malaysian  police  late  last  year, 

>   ire  is  growing  on  Indonesia  to 
ick  down  on  militants.  Malaysian  po- 

suspect  two  Indonesians  of  plot- 
g  with  other  extremists  to  attack 
S.  targets  in  Singapore.  Authorities 
:  also  worried  about  militant  groups 
it  have  staged  violent  protests  at 
S  U.  S.  Embassy  in  Jakarta. 
Indonesian  Muslim  leaders  con- 
mned  the  arrests,  revealed  in  early 


January.  Some  Western  diplomats  see 
the  announcement  of  the  arrests  as  a 
warning  to  Jakarta  and  a  trial  balloon 
for  gauging  local  Muslim  reaction.  U.  S. 
officials  recently  suggested  militants  in 
Southeast  Asia  could  soon  be  a  target 
of  the  anti-terror  campaign. 

ITALY'S  EURO-SKEPTICS 

►  The  ouster  on  Jan.  5  of  Italian  For- 
eign Minister  Renato  Ruggiero  could 
lead  to  unexpected  economic  fallout. 
Prime  Minister  Silvio  Berlusconi  asked 
the  highly  regarded  Ruggiero  to  resign 
after  he  criticized  the  government's 


weak  commitment  to  the  new  European 
currency.  That  tilted  the  balance  of 
power  in  Rome  toward  euro-skeptics 
such  as  Minister  for  Institutional  Re- 
form Umberto  Bossi  and  Deputy 
Prime  Minister  Gianfranco  Fini. 

While  they  are  not  strong  enough  to 
derail  Italy's  overall  commitment  to 
Europe,  they  are  working  behind  the 
scenes  to  help  Italy  delay  European 
Union-driven  reforms  such  as  liberal- 
ization and  privatization.  If  they  suc- 
ceed, Italy's  already-lagging  competi- 
tiveness could  slip  further  behind  the 
rest  of  the  EU. 
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3M:  A  LAB\  f 
FOR  GROWTHS 


CEO  Jim  McNerney- 
the  first  outsider  boss-is 
overhauling  a  company 
long  known  for  innovation 

Throughout  its  100-year  history, 
3M  has  had  a  surefire  formula 
for  growth:  hire  top-notch  scien- 
tists in  every  field,  give  each  an 
ample  endowment,  then  stand 
back  and  let  them  do  their  thing.  That 
anything-goes  approach  has  yielded 
thousands  of  new  products  over  the 
decades,  from  sandpaper  and  magnetic 
audio  tape  to  Post-it  Notes  and  Thin- 
sulate  insulation.  Indeed,  3M  generated 
$5.6  billion  in  sales  in  2000 — fully  one- 
third  of  its  revenues — from  goods  that 
didn't  exist  just  four  years  earlier. 

But  that's  not  good  enough  for  3M's 
new  boss.  Sure,  that  record  of  innova- 
tion impresses  Chairman  and  Chief  Ex- 
ecutive W.  James  McNerney  Jr.,  the 
first  outsider  to  take  the  helm.  Yet  he 


argues  that  even  with  a  $1  billion  bud- 
get and  a  staff  of  7,000,  3M's  vaunted 
products  laboratory  won't  be  able  to 
achieve  the  growth  he  wants.  And  how 
much  is  that?  McNerney  audaciously 
predicts  he  can  double  the  record  num- 
bers of  2000  in  10  years  or  less.  Previ- 
ously, it  took  the  St.  Paul  (Minn.)  con- 
glomerate 15  years  to  do  that. 

In  that  regard,  McNerney,  52,  is  off  to 
a  slow  start.  Sales  and  profits  have  fallen 
since  he  arrived  from 
General  Electric  Co.  on 
Jan.  1,  2001,  with  rev- 
enues dropping  faster 
than  at  any  time  in  the 
past  30  years.  3M's 
health-care  unit  has 
been  growing  rapidly, 
but  telecom  sales  are 
off  sharply.  Building  on 
some  adept  cost-cutting 
and  improved  efficien- 
cies, 3M  weathered 
2001  well  enough  that 
industry  analysts  and 
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institutional  shareholders  are  bullu  Ehw. 
McNerney's  long-term  plans.  But  ac 
ing  them  will  be  far  from  easy. 

To  hit  his  targets  of  increasing 
by  11%  a  year  and  operating  eari*  ::% 
by  12% — nearly  twice  the  rate  o 
past  decade — the  newcomer  cone 
that  he  needs  to  pull  off  a  string  c 
cent-size  acquisitions  and  plunge 
services.  As  all  sorts  of  companies 
discovered  recently,  though,  takec 
don't  always  pa\ 
Moreover,  3M  ha 
tie  experience  in 
making  beyond 
purchases.    "One 
bad  acquisition,  an 
targets  are  out," 
analyst  John  E 
erts  of  Merrill  L 
&  Co.  On  top  of 
3M's  catalog  of  s 
ticket    products 
not  lend  itself  eas 
add-on    services 
may  be   able   to 


SfcP  500 


JAN.  I.  02 


area, 
erfoniia 
coi 
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McNERNEY  PUTS  HIS 
STAMP  ON  3M 

The  company's  new  chairman  has 

launched  several  initiatives  since 

arriving  a  year  ago: 


SOURCING  3M  is  planning  to 
move  more  manufacturing  to 
lower-wage  sites  overseas  and  to 
pool  its  purchases  across  divisions 
to  get  lower  prices. 

SIX  SIGMA  Taking  a  page  from 
GE's  playbook,  3M  has  specially 
trained  "black  belts"  rooting  out 
inefficiencies  in  departments  from 


fast-moving,  entrepreneurial 
environment.  If  I  end  up 
killing  that  entrepreneurial 
spirit.  I  will  have  failed." 

Indeed,  he'll  need  all  the 
creative  energy  3M  can  muster 
if  he  hopes  to  rev  up  growth 
once  the  recession  ends.  Many 
on  Wall  Street  believe  that  3M 
can  add  a  percentage  point  to 
its  growth  rate  simply  by  cre- 
ating and  launching  products 
more  efficiently,  a  process  Mc- 
Nerney  says  should  bear  fruit 
with  new  rollouts  this  year. 
(He  won't  be  more  specific). 
He  also  wants  to  pump  up  in- 
ternational sales. 

But  Wall  Street  is  mostly 


.„! .. ...  °..sa    S.:..  rooting  for  McNerney  because 


3M  has  held  up  relatively  well 
during  the  recession.  Credit 
some  GE-like  cost-cutting  mea- 
sures. Only  weeks  after  suc- 
ceeding L.D.  DeSimone, 
McNerney  announced  the  layoff 

°ulia.y5/. of  5,000  of  3M's  75,000  employ- 

PRODUCT  DEVELOPMENT  This 

has  always  been  a  3M 


OVERHEAD  COSTS  3M  had 

been  letting  utilities,  travel,  and 
other  costs  rise  faster  than  sales; 
they  now  total  $3  billion  a  year.  It 
has  hard  goals  for  cutting  these 


strength,  but  it  is  now 
pushing  to  get  goods 
into  the  marketplace 
much  faster  by 
focusing 
R&D  spend 
ing  on  the 
most  likely 
prospects. 


I  HE  HUNT:  To  hit  sales 
t  profit  goals,  McNerney 
6  some  sizable  deals 


1  ■••"*?  ii" 

MAO 


Novas 


4ce  contracts  to  maintain 

jasive  goods,  such  as  jet 

lies,  but  do  Scotch  tape  buyers 

h  want  3M  to  ship  their  boxes? 

.  Nemey's  new  course  also  runs  the 

.  jf  stifling  3M's  hallmark  creativity. 

,-kid  his  lieutenants  are  already  spec- 

K  where  research  and  development 

■£  are  spent  and  establishing  uni- 

Ji  performance  standards  across  3M. 

I  runs  counter  to  its  tradition  of 

.[g  individual  business  chiefs  free 
"The  most  important  thing  about 
the  single  most  important  thing — 
a  get  to  do  things  your  own  way," 
Ronald  O.  Baukol,  executive  vice- 
dent  for  international  operations 
33-year  veteran.  3M  old-timers 
rally  back  McNerney,  conceding 
money  wasn't  always  wisely  spent, 
rney  says  he  understands  the  bal- 
g  act:  "My  job  is  to  add  scale  in  a 


i 


ees.  He  also  instituted  the  mon- 
ey-saving Six  Sigma 
process-management 
system   company- 
wide.  One  small  ex- 
ample: 3M  had  lost 
$1  million  a  year 
because  its  ceram- 
ics, used  in  dental 
works,   sometimes 
cracked.  A  review 
showed  that  the  ma- 
terial hadn't  been  prop- 
erly   cured,    and    the 
problem  was  fixed.  3M 
has  also  begun  pooling 
purchases  on  a  global  basis  to 
get  lower  prices. 

The  balance  sheet  shows  his  handi- 
work. 3M  had  piled  up  almost  $440  mil- 
lion in  cash  as  of  Sept.  30,  up  45%  from 
the  start  of  the  year.  Overhead  expens- 
es, meantime,  were  down  7%  in  the 
third  quarter  on  a  year-to-year  basis. 
Altogether,  the  company's  annual  oper- 
ating costs  are  $400  million  below  the 
level  they  were  at  when  McNerney  ar- 
rived. Add  in  savings  from  layoffs  and 
shifts  of  manufacturing  and  R&D  to  low- 
er-cost sites  abroad,  and  McNerney 
thinks  he  can  save  $1  billion  in  2002. 

Investors  appreciate  the  numbers. 
Even  though  3M's  stock  price  is  down 
2%  since  Jan.  1,  2001,  that  compares 
with  a  9%  decline  in  the  Standard  & 
Poor's  500-stock  index.  And  since  Sept. 
21,  3M  is  up  34%,  vs.  21%  for  the  s&P 
500.  Matthew  G.  Baker,  an  equity  ana- 
lyst with  MFS  Investment  Management 


in  Boston,  used  to  think  3M  had  let 
costs  get  too  high  and  its  brilliant  re- 
searchers grow  lazy.  "The  potential  of 
the  company  was  a  lot  better  than  what 
was  showing  up  in  its  numbers,"  he 
says.  He  upgraded  his  opinion  last 
March  and  has  doubled  his  3M  stake  to 
6.4  million  shares. 

Unquestionably,  however,  McNerney's 
ambitions  have  been  slowed  by  the  eco- 
nomic downturn.  Analyst  J.  Jeffrey 
Cianci  of  ubs  Warburg  estimates  that 
3M's  2001  profits  fell  13%,  to  $1.61  bil- 
lion from  $1.86  billion  in  2000,  excluding 
one-time  items  such  as  a  $600  million 
pretax  restructuring  charge,  while  rev- 
enue fell  4%,  to  $16.1  billion  from  $16.7 
billion.  The  major  culprit?  3M's  battered 
telecom  division,  whose  sales  fell  10%  in 
2001  and  may  drop  again  this  year. 
Even  so,  analysts  say  3M's  earnings 
should  rise  in  2002;  Cianci,  for  instance, 
sees  profits  reaching  $2  billion. 

The  clear  darling  of  the  new  chief  is 
3M's  health-care  unit,  which  pumps  out 
everything  from  medical  equipment  and 
tooth-colored  dental  fillings  to  pharma- 
ceuticals. One  of  the  hottest  products 
is  the  antiviral  salve  Aldara,  a  genital- 
wart  treatment  that  could  also  prove 
promising  against  herpes.  Health-care 
sales  were  expected  to  total  $3.4  billion 
in  2001,  up  8%  from  2000.  "It  is  the 
highest-potential  single  thing  we  are 
doing,"  McNerney  says.  "If  I  could  be 
twice  as  big  in  health  care,  I'd  love  it." 

But  don't  expect  him  to  sign  block- 
buster deals  any  time  soon.  McNerney 
says  he  has  not  even  started  a  shopping 
list.  He  does,  however,  have  some  ideas 
about  how  to  enter  the  service  sector. 
ZWs  telecom  unit,  for  one,  could  cut  deals 
to  maintain  the  fiber-optic  components  it 
sells  to  phone  companies.  Whatever  he 
adds  to  the  mix,  McNerney  has  vowed 
no  massive  reorganization  at  3M.  That, 
he  says,  could  be  demoralizing.  "It's  not  a 
matter  of  machine-gunning  the  team  be- 
cause I'm  new  and  I  think  I'm  smarter 
and  better,"  McNerney  says.  "This  is  tak- 
ing a  very  good  company  and  making  it 
better." 

3M's  headquarters  has  a  wall  of  fame 
featuring  photos  of  its  most  innovative 
scientists,  such  as  Richard  G.  Drew,  who 
invented  cellophane  tape.  Give  McNerney 
time,  and  he  could  be  there,  too — as  the 
man  who  turned  a  100-year-old  company 
back  into  a  growth  stock. 

By  Michael  Arndt  in  St.  Paul,  Minn. 


BusinessWeek  online 


For  a  Q&A  with  CEO  James  McNerney 
and  more,  go  to  the  Jan.  21  issue 
online  at  www.businessweek.com 
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Marketing 


COMMENTARY 

By  Gerry  Khermouch 

BOOZE  ADS:  THERE  GO  THE  CREATIVE  JUICES 


From  the  uproar  following  nbc's 
decision  to  air  Smirnoff  vodka 
ads  last  month,  you'd  think  that 
liquor  giant  Diageo  PLC  and  its 
peers  had  scored  an  overwhelming 
coup  that  can  only  help  rev  up  the 
industry's  single-digit  growth  rate. 
But  while  the  awareness-building 
potential  of  TV  ads  is  huge,  spirits 
marketers  who  are  toasting  their 
good  fortune  should  also  consider 
what  they  may  be  losing.  A  rush  to 
TV  may  well  spell  the  end  of  a  bril- 
liant run  of  creative — and  effec- 
tive— marketing. 

Until  now,  the  major  TV  networks, 
while  happy  to  air  hundreds  of  mil- 
lions of  dollars'  worth  of  beer  ads 
each  year,  have  refused  to  air  ads  for 
presumably  more  dangerous  hard 
liquor,  a  distinction  many  spirits  mar- 
keters challenge.  But  following  dis- 
tillers' intensive  lobbying,  both  in 
Washington  and  with  the  networks, 
Diageo  was  able  to  buy  the  NBC  air- 
time,  promising  four  months  of 
"drink  responsibly"  messages  before 
moving  on  to  product  ads. 

Assuming  the  other  networks  fol- 
low nbc's  lead,  some  analysts  are 
predicting  a  sweeping  shift  of  media 
dollars  into  TV.  Some  forecast  that 
spirits  ads  on  TV,  until  now  relegat- 
ed to  cable  and  local  TV  channels, 
could  jump  from  last  year's  $5  mil- 
lion to  $200  million  or  more  in  just 
two  or  three  years.  "If  I  were  still 
at  Seagram,  I'd  be  celebrating," 
says  marketing  consultant  Arthur 
Shapiro,  who  breached  the  cable- 
TV  barrier  in  1996  with  ads  for 
Crown  Royal  whisky.  Until  then,  the 
industry  had  refrained  from  seeking 
TV  buys. 

Still,  the  breakthrough  may  entail 
a  huge  trade-off.  That's  because  the 
prohibitions  on  broadcast  ads  forced 
distillers  to  become  wildly  inventive. 
Think  of  the  Absolut  bottle  as  super- 
hero in  ubiquitous  print  ads,  some- 
times carrying  real  holiday  bottle 
sweaters  or  Father's  Day  ties.  Or 
"Jagerettes,"  attractive  young 

women  who  encourage      

bar  patrons  to  order         PRIME  PRINT 
Jagermeister  shots.  Or     CAMPAIGN: 
Hennessy's  undercover     The  bottle  as 
schmoozers,  hired  to  superhero 
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confide  the  cognac's  wonders  to  their 
fellow  barflies. 

One  has  to  wonder  whether,  given 
a  chance  to  stampede  into  TV,  dis- 
tillers will  lose  the  impetus  to  craft 
such  painstaking,  offbeat  programs. 
That  would  be  ironic,  now  that  mar- 
keters in  other  categories  are  grow- 

Without 
TV,  companies  had  to 
be  wildly  inventive 


SPIRITED 


ing  disenchanted  with  TV  and  expe 
menting  with  the  very  techniques 
oneered  by  booze  marketers.  Exa 
pie:  carmakers'  recent  efforts  to 
in  to  cutting-edge  films  or  foment  ;| 
buzz  among  influential  consumers. 

True,  the  sheer  expense  of  net- 
work television  will  put  it  out  of 
reach  for  many  liquor  brands.  TV's 
cpm — the  cost  of  reaching  1,000 
homes — runs  to  $15.  Now  consider 
an  initiative  by  Diageo's  udv  unit 
create  an  island  "nation"  for  Jose 
Cuervo  tequila.  It  leased  a  tiny 
Caribbean  island  and  garnered  mil 
lions'  worth  of  free  TV  coverage  wi 
stunts  like  petition  drives  to  enter 
the  U.  N.  or  participate  in  the 
Olympics.  With  virtually  no  paid  a 
the  cpm  worked  out  to  a  paltry  15 
says  Steve  Goldstein,  a  former  UDtl 
exec  who  cooked  up  the  scheme. 
"You  can't  even  get  that  rate  on 
community  radio,"  he  gloats. 

Is  it  inevitable  that  TV  ads  will 
squeeze  out  such  grassroots  efforts 
Booze  marketers  insist  they'll 
considered  approach.  "We'll  proba 
use  TV,  but  it's  not  likely  to  be  th 
next  be-all  and  end-all,"  says  Matt 
Wiant,  senior  vice-president  for  m; 
keting  at  Allied  Domecq  PLC.  "TV  i 
a  very  intrusive  medium.  People 
greet  TV  ads  with  a  healthy  amou: 
of  skepticism  because  they  know 
they're  being  advertised  to." 

But  others  think  such  a  squeezk 
out  is  inevitable,  particularly  now 
that  the  once-insular  spirits  sector 
has  been  invaded  by  packaged-goo 
veterans,  for  whom  TV  ads  are  the 
default  choice.  "People  will  be  t 
the  easy  way,  the  way  they  were 
taught  in  commodity  businesses  at 
Procter  &  Gamble,  Kraft  Foods,  ai 
Colgate-Palmolive,"  warns  Crillon 
Importers  Ltd.  Chairman  and  ceo 
Michel  Roux,  the  man  who  earlier 
devised  the  Absolut  campaign. 
"That's  their  mentality.  And  with  t 
expense  of  TV,  you  can't  do  both." 
that  happens,  though,  they  will  be 
easing  off  on  the  very  things  that 
put  megabrands  like  Absolut,  Cuei 
vo,  and  Hennessy  on  the  map. 


Khermouch  covers  marketing  fr 
New  York. 


NEC  works  closely  with  customers,  crafting  solutions  that  are  unique  to  each  customer's  business. 

With  a  product  portfolio  that  parallels  the  needs  of  broadband  and  mobile  Internet  applications,  we  can 
offer  a  broad  vision  of  how  markets  will  develop  and  lead  you  to  the  right  solution  at  the  right  time.  From 
our  ability  to  migrate  our  expertise  in  system  LSIs  to  the  development  of  peripheral  devices,  we  deliver  unrivaled 
levels  of  performance  and  reliability  with  power  and  space  savings.  Gaining  an  edge  calls  for  customized 
solutions.  For  networking,  systems  integration,  peripherals  and  integrated  circuits,  visit  www.necus.com 
or  call  1-800-338-9549  and  see  what  we  can  create  for  you. 
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CEO  JOHN 
CHAMBERS 

still  thinks 
his  company 
can  grow  30% 
a  year.  But 
critics  question 
its  aggressive 
accounting 
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By  John  A.  Byrne  and  Ben  Elgin 


Cover  Story 


The  questions  are  brutal  and  surprisingly  frank.  Each 
one  is  a  challenge  Cisco  Systems  ceo  John  T.  Cham- 
bers would  not  have  heard  even  a  year  ago.  "What  can 
I  do  to  combat  the  increase  in  politics  and  empire- 
building  inside  Cisco?"  wonders  a  female  employee. 
"Will  we  see  more  layoffs?"  inquires  another.  "Does  the 
Internet  now  have  negative  connotations?"  asks  one  man. 

Such  candid  employee  question-and-answer  sessions  have  been 
a  staple  of  Chambers'  management  approach  since  he  became 
ceo  of  Cisco  seven  years  ago.  But  on  this  cool  November  morning 
in  San  Jose,  Calif.,  in  an  auditorium  filled  with  more  than  200 
staffers,  the  inquiries  betray  a  sagging  morale  and  unease  that  un- 
til recently  were  unknown  inside  this  high-tech  stalwart. 

Once  one  of  the  world's  fastest-growing  companies,  Cisco  is 
struggling  to  find  its  footing  amid  a  severe  economic  downdraft.  The 
company  is  in  the  red.  Its  sales  are  slumping,  and  its  market  val- 
uation has  fallen  by  some  $430  billion,  to  $154  billion,  since  March, 
2000,  one  of  the  deepest  losses  of  shareholder  wealth  in  history.  The 
decline  puts  many  of  Cisco's  employee  stock  options  under  water 
and  limits  the  company's  ability  to  acquire  new  companies. 

Yet  even  after  this  comeuppance,  Chambers,  52,  continues  to  in- 
sist in  public  and  private  that  Cisco  can  still  "change  the  world" 
and  increase  revenues  as  much  as  30%-plus  a  year.  Just  as  the 
spending  boom  of 
1999  and  early  2000 
may  have  been  over- 
done, he  says,  the 
dramatic  shrinking  of 

technology  budgets  in  2001  was  also  exaggerated — and  temporary. 
He  points  to  new  markets,  from  voice-over-Internet  systems  and 
wireless  networking  gear  to  storage-networking  devices  and  optical 
equipment,  that  he  believes  can  fuel  Cisco's  next  round  of  hyper- 
growth.  "There  is  a  confidence  that  if  we  execute  right,  we  have 
a  higher  probability  of  winning  now  than  ever  before,"  says 
Chambers.  "I  believe  the  best  years  are  in  front  of  us." 

But  skeptics  abound,  starting  inside  the  company  auditorium 
where  Chambers  is  getting  the  hard  questions.  Many  are  won- 
dering if  the  ultimate  Internet  salesman  of  the  1990s  is  simply  in 
denial.  After  all,  the  Cisco  that  dazzled  investors  and  business  ob- 
servers at  the  height  of  the  high-tech  bubble  now  looks  like  a  com- 
pany that  caught  a  spectacular  wave.  Its  success  and  Chambers' 
own  rise  as  a  New  Economy  visionary  were  a  function  of  a  near 
mania  for  tech  stocks.  In  those  heady  days,  all  the  stars  seemed  to 
align  in  Chambers'  favor:  a  massive  Internet  buildout,  a  breath- 
taking stock  price,  and  an  era  that  allowed  companies  to  push  the 
boundaries  of  acceptable  accounting.  "Cisco  was  at  the  right  place 
at  the  right  time  and  exploited  it  very  well,"  says  Robertson 
Stephens  senior  technology  analyst  Paul  Johnson.  "Chances  are 
they  won't  be  able  to  do  it  again." 

There  has  always  been  a  good  deal  of  myth-making  where 
Cisco  is  concerned.  At  the  height  of  the  Internet  frenzy,  it  was  the 
very  embodiment  of  the  age.  When  it  came  to  Cisco,  everything 
seemed  faster,  bigger,  and  better.  Its  sales  and  earnings  growth 
were  second  to  none.  It  sold  more  sophisticated  gear  over  the  In- 
ternet than  any  other  company  as  it  raced  to  fill  a  demand  that 
seemed  unquenchable.  It  could  close  its  books  in  a  day,  thanks  to 
its  powerful  information  systems.  For  43  quarters  in  a  row,  Cisco 
met  or  beat  Wall  Street's  hungry  expectations  for  higher  earnings. 
For  one  brief,  heady  moment,  it  became  the  most  valuable  cor- 
poration on  the  planet. 

Now,  in  the  cold  light  of  the  tech  downturn,  some  of  those 
myths  are  being  exploded.  As  academics  and  other  experts  reassess 
the  tech  era,  they  are  raising  serious  questions  about  how  well  Cis- 
co and  other  highfliers  actually  performed,  even  at  the  height  of  the 
boom.  They  say  that  a  history  of  aggressive  accounting,  from 
massive  write-downs  of  assets  to  the  use  of  now-banned  "pooling 
of  interest"  accounting  for  acquisitions,  makes  it  hard  to  gauge  how 
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much  many  of  these  companies  actually  earned  from  ongoing 
operations.  These  bold  accounting  techniques  became  standard 
operating  procedure  at  many  companies  during  the  boom. 
But  few  applied  them  as  deftly  or  with  greater  effect  than  the 
much-emulated  Cisco. 

To  be  sure,  Chambers'  company  is  hardly  an  Enron  in 
the  making.  Cisco's  accounting  practices,  while  aggressive,  are 
not  illegal  and  have  been  certified  without  qualification  by 
PricewaterhouseCoopers  LLP,  its  independent  auditor.  With 
$19.1  billion  in  cash  and  equivalents,  more  than  double  that  of 
competitors  Alcatel,  Lucent  Technologies,  and  Nortel  Net- 
works combined,  the  company  boasts  a  pristine  balance  sheet 
with  zero  debt.  Plus,  Cisco  still  holds  a  dominant  share  of  the 
$15  billion  market  for  corporate  network  gear  and  has  re- 
cently boosted  its  market  share  in  some  key  product  cat- 
egories, including  routers.  Long  term,  analysts  believe  the 
company  can  achieve  15%  to  20%  annual  earnings  growth. 

But  Cisco's  core  business  of  supplying  Internet  infrastruc- 
ture, while  solid,  is  nowhere  near  capable  of  generating  the 
70%  growth  rates  of  yesteryear.  After  all,  the  corporations  and 
telecom  carriers  that  lined  up  for  Cisco's  gear  in  the  '90s  are 
spending  much  less  to  expand  networks.  Many  of  the  telecom 
players  are  laden  with  debt  and  overcapacity.  Some  analysts 
believe  the  current  down  cycle  for  overall  corporate  capital 
spending  could  last  years,  even  when  the  recession  ends. 
Meanwhile,  those  that  do  want  to  spend  can  pick  up  some  bar- 
gains. For  example,  eBay  Inc.  lists  more  than  3,000  Cisco 
products  that  are  being  auctioned  for  much  less  than  their  ini- 
tial prices.  "The  bubble  companies  that  fueled  Cisco's  growth 
have  largely  been  wiped  off  the  face  of  the  earth,"  says  Scott 
C.  Cleland,  chief  executive  of  the  Precursor  Group,  a  high-tech 
consultant  that  recently  bought  $27,000  worth  of  Cisco  gear  for 
$7,000  on  eBay.  "Chambers'  core  business  has  matured,  and  all 
the  growth  markets  are  speculative."  Indeed,  in  many  of  the 

markets  that  Cham- 
bers points  to  as  en- 
gines of  future  growth, 
Cisco  faces  large  and 
entrenched  competi- 
tors. In  others,  such  as  voice-over-Internet,  it's  becoming 
clear  that  the  potential  first  envisioned  will  take  much  longer 
to  materialize. 

Yet  while  the  bubble  has  burst  elsewhere  in  techdom,  Cis- 
co continues  to  exist  in  its  own  separate  universe.  Legions  of 
true  believers  still  cling  to  the  hope  that  Cisco  will  reemerge 
as  the  high-tech  bellwether  that  will  lead  the  sector  out  of  its 
slump.  Their  continuing  faith  is  why  Cisco  stock  trades  at  a 
spectacular  95  times  estimated  2002  earnings  despite 
losing  money  in  2001.  A  new  study  by  Robertson 
Stephens  estimates  that  even  if  Cisco  grew  at  20% 
annually  over  the  next  10  years,  to  $100  billion  in 
sales,  and  sustained  operating  margins  of  15%,  an 
investor  who  bought  the  entire  company  at  its  cur- 
rent market  value  would  earn  a  measly  3%  return  a 
year,  based  on  projected  cash  flow.  They'd  be  lucky  to 
do  so  well.  The  chances  of  hitting  that  20%  growth 
target  now  seem  a  stretch. 

For  all  the  disquieting  signs,  an  almost  dreamlike 
view  seems  to  prevail  among  the  company's  Wall 
Street  supporters.  In  a  90-minute  conference  call  be- 
tween Wall  Street  analysts  and  Chambers  on  Nov.  5 
to  discuss  first-quarter  results,  few  analysts  acknowl- 
edged that  Cisco  had  posted  a  net  loss  of  $268  million 
or  that  sales  had  plummeted  32%,  to  $4.4  billion.  Nor 
did  any  of  the  analysts  grill  Chambers  on  the  $290 
million  Cisco  disclosed  that  it  earned  by  selling  "excess 
inventory"  written  off  as  worthless  only  seven  months 
earlier.  (At  the  time,  critics  wondered  if  the  huge 
sum  included  some  still-good  equipment  that  could 
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be  sold  later,  inflating  the  bottom  line.  "We  have  no  pi; 
use  it,  period,"  a  company  spokesman  told  BusinessWa 
spring.)  Without  the  gain,  Cisco's  net  losses  would  hav 
nearly  half  a  billion  dollars. 

It's  not  just  the  numbers  that  deserve  greater  scr 
Part  of  the  Cisco  myth  revolved  around  the  company's 
sophisticated  information  systems.  Cisco  was  supposed 
ing  the  Internet  to  bind  together  its  suppliers  and  co:   recti 
manufacturers  into  a  seamless  whole,  pointing  the  way      tie 
corporation  of  the  future.  In  fact,  Cisco's  "network  org 
tion"  did  little  to  soften  the  impact  of  the  downtur 
save  Cisco  from  the  disastrous  inventory  buildup. 

Similarly,  its  vaunted  acquisition  strategy  was  suppo:  had 
make  the  world  Cisco's  lab,  allowing  it  to  pluck  pron   i-as 
technology  after  someone  else  had  borne  the  develoj. 
risk.  But  many  of  the  companies  Cisco  snapped  up  with 
flated  stock  came  with  steep  price  tags,  reaching  as  hi   rora 
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$24  million  per  employee.  Often,  high-priced  talent  w 
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soon  after  the  deals  were 
done.  Many  of  those  compa- 
nies have  yet  to  deliver  new 
products  or  markets  or  con- 
tribute to  Cisco's  bottom  line 
(page  60). 

Indeed,  there  are  serious 
questions  about  how  suc- 
cessful many  of  the  high- 
tech  companies  were  during 
their  halcyon  days.  Michael 
Porter,  a  Harvard  Business 
School  professor,  is  now  com- 
pleting a  major  research 
project  on  the  era's  massive 
distortions  in  financial  re- 
porting. One  astounding  find- 
ing: He  and  his  colleagues 
can't  figure  out  how  much 
money  Cisco  really  made  in 
the  1990s.  After  spending 
billions  on  buying  companies, 
Cisco  routinely  wrote  off 
massive  amounts  of  acquisi- 
tion-related charges — $5.4 
billion  in  the  past  five  years 
alone — making  it  nearly  im- 
possible to  piece  together 
how  much  Cisco  actually  in- 
fed  or  how  much  it  earned  on  its  capital.  Says  Porter: 
ken  the  historians  actually  plow  through  all  the  data, 
wall  likely  find  that  even  during  its  so-called  heyday, 
n  wasn't  nearly  as  profitable  in  terms  of  return  on  in- 
fed  capital  as  many  believed." 

lambers  and  his  top  executives  strongly  defend  the 
>any's  accounting  practices.  "I've  got  an  extremely  con- 
ijitive  chief  financial  officer,  and  we  have  been  conserva- 
I  all  the  way  through,"  says  Chambers.  "We  provide  a 
rg  lendous  amount  of  information.  The  more  information  we 
ide,  the  more  questions  it  raises." 
ouble  is,  even  the  most  sophisticated  forensic  accountants 
had  difficulty  burrowing  through  the  company's  less- 
>-transparent  financial  reports.  Only  recently,  for  example, 
oMary  land-based  Center  for  Financial  Research  &  Analy- 
eported  that  a  3%  growth  in  revenues  from  the  previous 
]ter  occurred  only  because  Cisco  reserved  less  for  bad 
p.  The  center  used  Cisco's  own  numbers  released  in  its 
5  conference  call.  Now,  the  center  is  backing  away  from 
eport  because  Cisco  says  it  has  actually  been  putting 
i  more  money  for  uncollectible  receivables,  not  less, 
ever,  not  all  of  its  offsetting  "revenue  adjustments"  are 
en  out  in  its  filings.  Concedes  Chambers:  "We've  got  to  be 
to  articulate  [our  numbers]  better." 
lambers  may  be  chastened,  but  he  hasn't  lost  his  confi- 
or  charisma.  In  his  upbeat,  rat-a-tat  style,  Chambers 
s  through  a  standard  stump  speech.  He  says  the  corn- 
's customer  focus,  culture  of  empowerment,  prowess 
acquisitions,  and  dominant  market  share  will  allow  it  to 
come  the  odds.  "Let's  not  kid  ourselves,"  he  says.  "This 
y  :et  is  coming  to  us.  It  is  going  to  consolidate.  Who  in  this 
*'  stry  is  better  at  consolidation  than  Cisco?  And  who,  by 
vay,  has  the  assets  that  Cisco  does?" 
ven  with  questions  about  the  company's  past,  no  one 
ts  that  Chambers  can  reestablish  Cisco  as  a  viable  and 
ly  profitable  company.  But  Cisco's  current  market  valua- 
is  largely  based  on  Chambers'  highly  optimistic  view  of 
lompany's  growth  potential  and  Wall  Street's  willingness 
icept  its  more  bullish  unaudited,  pro  forma  financials. 
nbers  thinks  he  can  reach  his  lofty  growth  targets  by  tak- 


x 


ing  greater  share  from  rivals  and  conquering  new  markets. 
But  the  chances  of  finding  another  bonanza  like  network 
switching,  which  helped  propel  Cisco's  fast-track  growth  in  the 
'90s,  are  slim. 

Cisco  insiders  acknowledge  the  difficulty  of  returning  to 
the  growth  rates  of  its  glory  days.  "When  you're  a  really 
tiny  company,  you  can  jump  into  one  new  market  and  it  can 
make  you  a  lot  bigger,"  says  Michelangelo  Volpi,  Cisco  senior 
vice-president  in  charge  of  Internet  switches  and  services. 
"You  can't  do  that  at  Cisco  anymore.  You  can't  take  a  $20 
billion  company  and  say  one  market  is  going  to  make  us  a 
$40  billion  company.  In  each  of  those  markets,  there  will  be 
entrenched  competitors.  They'll  know  the  business  well, 

HOW  CISCO  TRIPPED  UP 
THE  SHERLOCK  HOLMES  OF 
ACCOUNTING 

Howard  Schilit,  a  former 
American  University  ac- 
counting professor,  has 
been  dubbed  "the  Sher- 
lock Holmes  of  account- 
ing." As  the  director  of 
the  Maryland-based  Cen- 
ter for  Financial  Research 
&  Analysis,  he  and  his 
team  of  forensic  accoun- 
tants attempt  to  unravel  financial  results  for  major  in- 
vestors. But  Cisco's  latest  quarterly  results  confused 
even  him.  If  the  most  prominent  forensic  accountant 
couldn't  get  it  right,  what  chance  do  investors  have? 

NOV.  5,  2001  In  a  conference  call  with  analysts,  Cisco 
reveals  that  its  "normal  reserves  for  accounts  receiv- 
able and  credit  memos,  as  well  as  reserves  for  leases 
and  structured  loans"  had  declined  in  the  quarter  to 
9%  from  15%  despite  a  worsening  economy. 

NOV.  7  Schilit's  Center  releases  an  explosive  report.  It 
claims  that  Cisco's  reduction  in  reserves  was  responsible 
for  its  reported  3.5%  rise  in  quarter-to-quarter  revenue. 
If  Cisco  had  reserved  at  the  previous  quarter's  level,  it 
would  have  reported  a  revenue  decline  of  3.3%. 

DEC.  12  Cisco  files  its  10Q.  The  percentage  break- 
downs for  these  reserves  are  nowhere  to  be  found.  But 
on  page  20,  Cisco  refers  to  "revenue  adjustments"  that 
include  such  things  as  "customer  incentives  and  other 
discounts."  The  $409  million  reduction  in  sales  and 
$549  million  for  the  previous  quarter  match  the  re- 
serve percentages  reported  on  Nov.  5. 

DEC.  21  Cisco  vigorously  disputes  the  Center's  analy- 
sis after  a  BusinessWeek  inquiry.  The  company  insists 
that  the  "revenue  adjustment"  in  its  10Q  was  one  of 
many  and  does  not  reflect  its  total  adjustments.  Cisco 
points  to  data  to  support  its  claim  that  bad  debt  re- 
serves have  in  fact  increased,  but  it  declines  to  detail 
all  the  adjustments. 

JAN.  9,  2002  The  center  backs  down  from  its  analysis, 
but  Schilit  remains  suspicious.  "The  fact  that  a  com- 
pany apparently  said  certain  things  in  a  conference  call 
that  don't  jibe  with  its  SEC  filings  obviously  doesn't 
make  one  feel  very  comfortable,"  he  says. 
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With  more  voice  traffic  over  the 
Internet,  Cisco  believes  this 

market  can  account  for  $10  billion  in  Cisco 

sales  in  five  years. 
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and  they'll  be  tough." 

It's  a  far  cry  from  the 
'90s,  when  the  company 
averaged  70%  annual  sales 
growth.  But  that  torrid 
pace  covered  up  a  multi- 
tude of  weaknesses.  Cisco 
was  famed  for  systems 
that  were  supposed  to  give 
its  managers  unparalleled 
access  to  real-time  data. 
But  when  business  weak- 
ened, those  systems 
proved  to  be  flawed. 

Just  how  flawed  became 
apparent  shortly  before 
midnight  on  Saturday,  Jan. 
27,  last  year,  as  the  com- 
pany prepared  to  close  out 
its  2001  second-quarter 
numbers.  Analysts  were 
expecting  a  profit  of  19# 
per  share,  but  a  slowdown 
in  orders  and  shortages  of 
certain  parts  would  bring 
this  quarter  down  to  the 
wire  in  ways  that  would 
belie  Cisco's  reputation  as 
a  superefficient  producer 
in  the  New  Economy. 

That  night,  at  the  com- 
pany's main  San  Jose 
warehouse,  employees 
scrambled  to  load  as  many 
boxed-up  machines  onto 
trucks  as  possible,  thus 
enabling  them  to  be  counted  as  "sold"  for  accounting  pur- 
poses before  the  quarter  ran  out  at  midnight.  "We  had 
guys  running  with  parts,  trying  to  run  them  up  to  the 
trucks,"  recalls  Larry  R.  Carter,  chief  financial  officer,  who 
monitored  the  action  from  a  computer  terminal  in  the  ware- 
house that  tallied  shipments  in  real  time.  One  harried  staffer, 
in  his  haste,  fell  headlong  to  the  concrete  floor  in  front  of 
Carter.  Ten  minutes  before  midnight,  Chambers  called 
Carter's  cell  phone  from  Davos,  Switzerland,  where  he  was 
speaking  at  an  economic  summit.  "Did  we  make  it?"  Cham- 
bers asked.  After  a  few  more  minutes  of  watching  the  num- 
bers come  in,  Carter 
had  to  pass  along  the 
bad  news:  Cisco 
would  undershoot  ex- 
pectations by  a  penny 
per  share,  its  first  Wall  Street  miss  in  11  years. 

The  news  shaved  13%  off  the  company's  market  value  in 
one  day,  but  there  was  worse  to  come.  It  turned  out  that  Cis- 
co's networked-manufacturing  model  was  not  nearly  as  accu- 
rate as  Chambers  had  boasted.  Only  40%  of  what  Cisco  sells 
is  actually  made  by  the  company.  Instead,  a  network  of  sup- 
pliers and  contract  manufacturers  delivers  an  unusually  large 
chunk  of  Cisco-branded  merchandise  direct  to  customers. 
This  business  model  was  supposed  to  keep  fixed  costs  to  a 
minimum,  eliminate  the  need  for  inventory,  and  give  man- 
agement an  instantaneous,  real-time  fix  on  orders,  shipments, 
and  demand. 

The  highly  hyped  systems,  however,  failed  to  account  for 
the  double  and  triple  ordering  by  customers  tired  of  long 
waits  for  shipments.  So  Cisco  began  to  stockpile  parts  and  fin- 
ished products.  "We  made  a  conscious  decision  when  our 
lead  times  were  12  to  13  weeks  to  build  inventory,  because 
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grow  to  $3.2  billion  from  $1  billion   lata; 
2005.  Cisco  expects  this  business 
billion-plus  opportunity  soon. 


Cisco  is  well-positioned,  but  its 
projections  are  overblown.  Compa- 
nies and  carriers  will  likely  stick  with  their 
existing  networks  for  the  foreseeable  future 
because  of  the  downturn  in  capital  spending. 
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we  were  leaving  a  sizable  amount  of  revenues  on  the 
every  quarter,"  says  Carter.  Soon  inventories  were  gr 
faster  than  sales.  The  result:  When  a  weakening  ecc    fen-p 
brought  capital  spending  to  a  near  halt,  Chambers      :tt 
himself  stuck  with  billions  of  dollars  of  inventory  he  didi 
pect  to  have.  In  April,  he  wrote  off  $2.2  billion  of  exc 
ventory  and  cut  18%  of  Cisco's  staff,  or  8,500  employeA^ 

Despite  the  massive  write-off,  Cisco  still  holds  surpr  fcw] 
ly  high  levels  of  finished-goods  inventory:  26  days  of  fh 
inventories  in  October,  three  days  more  than  it  had  in 
when  it  took  its  big  bath  of  a  write-down.  It's  just  ar 
question  mark  about  demand  for  Cisco's  products.  E 
Powell,  vice-president  for  corporate  finance,  calls  the  c 
in  finished-goods  inventory  "inconsequential"  and  poin 
that  overall  inventories  have  fallen  to  $1.3  billion  from  $2 
Hon  in  the  past  nine  months. 

To  improve  manufacturing  and  sales  forecasting,  Chai 
says,  Cisco  has  added  new  checks  and  balances.  It  no1 
seminates  more  information  about  demand  and  product 
log  not  only  to  contract  manufacturers  but  increasingly 
hundreds  of  suppliers  who  provide  the  parts  for  coi 
manufacturers.  The  idea:  to  make  sure  everyone  works  < 
same  information,  making  it  less  likely  Cisco  will  see  a 
ventory  surprises.  In  addition,  Cisco  has  added  new  w: 
gauge  customer  demand.  For  instance,  not  only  does 
cull  sales  projections  by  region  and  business  unit,  ill 
double-checks  this  against  monthly  customer  surveys  I 
pected  spending  up  to  180  days  in  the  future. 

The  inventory  debacle  was  the  first  major  miss  Cisc 
Indeed,  there  was  good  reason  for  its  obsession  with  m 
Wall  Street's  expectations  each  quarter.  The  continual 
ings  gains  kept  Cisco's  stock  price  high,  which  in  turn  al 
the  company  to  make  acquisitions  and  lure  talent.  ThM 
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xilCisco  believes  it  can  grab  a  10% 
wto  30%  share  of  this  fast-growing 

r  data  storage  in  coming  years, 
lay  the  current  size  of  the  market 

'ion. 

^Another  billion-dollar  business  for 
■Cisco?  It's  a  stretch  until  the  net- 
"4.iant  rounds  out  its  still  limited 
storage-networking  products. 
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Cisco  sold  about  $520  million 
in  local  fiber-optic  networking  gear  in 
2001,  according  to  analysts,  down  from  $740 
million  in  2000,  but  believes  it  is  well-posi- 
tioned for  an  eventual  upturn. 


SKEPTIC'S 
VIEW 


Depressed  telecom  spending  has 
badly  crunched  the  business.  It  will 

take  a  long  time  to  come  back,  and  Cisco 

hasn't  gained  share. 


jn  explains  the  creative  ways  Cisco  found  to  account  for 
rjirchases  and  tally  its  earnings.  Among  the  $5.4  billion  in 

i  sition-related  charges  it  took  in  the  past  five  years,  for 
•  pie,  the  lion's  share — $3.8  billion — covered  "in-process  re- 
jm  and  development."  In  some  cases,  these  expenses 
.t|y  equaled  the  cost  of  the  acquired  companies.  By  taking 
charges  up  front,  a  move  that  is  supposed  to  reflect  that 
:r.cquired  research  and  development  may  prove  worthless 
::  -dless  of  the  sum  paid  for  it,  future  earnings  tend  to  look 
r,  rosier.  The  reason:  If  the  technology  ultimately  pays  off, 
Earnings  are  unencumbered  by  their  true  costs,  which  oth- 
Dpe  would  have  been  amor- 

as  goodwill. 
:.Tke  many  companies,  Cisco's 
ijcials  have  long  been  boosted 

he  use  of  "pooling  of  inter- 

ai  accounting  for  acquisitions. 

Employing  this  accounting, 

■  o  significantly  reduced  the 

let  of  many  acquisitions  on 

looks  and  avoided  potentially 

I  some  write-downs  on  the 

red  assets  in  future  years.  When  Cisco  bought  GeoTel 

jmunications  in  1999  for  some  $2  billion  in  stock,  it 
-  rded  only  $41  million  for  the  deal  on  its  books — roughly 

amount  of  GeoTeFs  shareholders'  equity.  Abraham  J. 
f   professor  emeritus  at  Baruch  College,  estimates  that 

ie  two  fiscal  years  ended  in  July,  2000,  Cisco  "suppressed 

and  total  of  $18.2  billion  in  costs"  by  using  this  method  of 

unting.  'It  inflates  their  subsequent  results  to  the  extent 

ey  avoid  having  to  charge  off  everything  from  inven- 

4  patents,  licenses,  plant,  equipment,  and  goodwill,"  says 

>ff.  Cisco  disputes  Briloffs  analysis,  maintaining  that 


As  the  2Q  closed,  the  CFO 
oversaw  a  frenzied  rush  to 
cram  machines  on  trucks  so 
they'd  be  counted  as  "sold" 


the  success  of  many  of  its 
acquisitions  might  not 
have  led  to  write-offs  and 
could  just  as  easily  have 
resulted  in  an  increase, 
rather  than  a  decrease,  in 
goodwill. 

One  of  Cisco's  most 
frequent  accounting  tac- 
tics comes  up  every  quar- 
ter when  the  company 
directs  shareholders  to 
its  unaudited  pro  forma 
earnings  numbers  as  the 
best  gauge  of  profitability. 
In  the  first  quarter  of  fis- 
cal 2001,  for  example,  Cis- 
co reported  pro  forma 
earnings  of  $1.4  billion, 
nearly  $600  million  over 
its  net  income.  It  arrived 
at  that  tally  by  excluding 
such  ordinary  and  impor- 
tant costs  as  acquisition 
expenses  and  payroll  tax- 
es on  stock-option  exer- 
cises. In  the  fourth  quar- 
ter, Cisco's  pro  forma 
income  of  $163  million 
was  23  times  its  actual 
net  earnings. 

While  liberal  use  of 
more  malleable  pro  forma 
earnings  is  not  a  rarity, 
most  high-tech  stalwarts, 
from  Microsoft  to  Oracle, 
do  not  report  such  unaudited  numbers.  The  Securities  & 
Exchange  Commission  recently  cautioned  companies  and 
their  investors  about  the  potentially  misleading  metrics, 
warning  companies  that  they  could  face  civil-fraud  lawsuits. 
"It's  like  students  deciding  the  process  of  how  they're  graded 
so  that  they  can  always  get  an  A  from  the  teacher,"  says 
Howard  Schilit,  who  directs  the  Center  for  Financial  Re- 
search &  Analysis.  Cisco's  Carter  maintains  that  pro  forma 
numbers  more  accurately  portray  the  company's  operating  re- 
sults because  they  exclude  volatile  charges,  such  as  acquisition 
expenses.  "The  more  information  you  give  investors,  the 

better,"  says  Carter.  "It's  sort  of 
like  fWhat  do  you  like,  vanilla  or 
chocolate?  We're  going  to  give 
you  both  so  you  can  choose.'" 

Even  the  quality  of  Cisco's  pro 
forma  earnings  is  deteriorating. 
Well  before  Cisco's  write-down  in 
April,  the  company  was  relying 
on  nonoperating  income  for  a 
growing  portion  of  its  pro  forma 
earnings.  By  the  January  quar- 
ter of  2001,  for  instance,  interest  and  other  nonoperating  in- 
come had  increased  as  a  percentage  of  Cisco's  pro  forma  re- 
sults for  each  of  the  past  five  quarters,  rising  from  just  8.8% 
to  14.9%.  In  the  latest  quarter,  more  than  a  third  of  Cisco's 
pro  forma  earnings  come  not  from  operations  but  from  in- 
terest and  other  income. 

Accounting  issues  aside,  Chambers'  real  test  will  come  in 
the  next  few  quarters  as  Cisco  attempts  to  wring  greater 
profits  out  of  existing  products  and  step  into  new  growth  ar- 
eas. Given  the  company's  valuation  and  its  current  size,  Cis- 
co will  have  to  dominate  not  one  or  even  two  but  several  of 
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these  new  markets  to  meet  its  growth  goals.  That's  no  small 
feat  given  the  slew  of  big-name  competitors,  from  Nortel 
Networks  to  Nokia,  going  after  these  same  markets.  And  as 
the  corporate-networking  market — Cisco's  bread  and  but- 
ter— continues  to  ma- 
ture, the  pressure  on 
Chambers  to  conquer 
new  markets  will  only 
increase. 

The  most  promising  growth  industry  could  be  voice-over- 
Internet  systems.  By  using  Internet-based  phones,  or  so- 
called  IP  phones,  a  company  no  longer  has  to  invest  in  build- 
ing and  servicing  a  separate  voice  network.  In  addition,  IP 
users  can  easily  combine  voice  and  Internet  features — such  as 
accessing  e-mail  via  telephone — since  they  spring  from  the 
same  network.  About  7%  of  the  new  underlying  phone- 
switching  systems,  or  PBXes,  sold  to  corporations  are  Internet- 
based,  made  by  companies  like  Cisco.  That's  expected  to 
jump  to  19%  of  the  $10  billion  market  by  2004,  according  to 
International  Data  Corp.  "Voice  alone  could  represent  $10  bil- 


lion [in  revenues]  a  year  for  us,"  in  the  next  five 
years,  says  Volpi.  Reaching  $10  billion  so  quickly 
more  than  a  stretch  goal.  After  all,  the  overall  market  I 
tiny  and  Cisco's  corporate  customers  have  been  slow  til 
this  technology.  "It's  a  slow  road  ahead,"  says  Intern] 
Data  analyst  Tom  Valovic.  The  optical-networking 
pegged  as  another  future  growth  engine,  has  much  k 
tential.  Cisco  already  trails  a  host  of  competitors,  inc 
Lucent,  Alcatel,  Nortel,  Fujitsu,  and  Ciena.  Although 
claims  a  strong  position  in  the  local  rather  than  long-haj 
of  optical  networking,  even  the  local  segment  suffered  itf 
ever  sequential  decline  in  the  third  quarter  of  this  ye| 

The  wild  card  in  Cisco's  growth  plans  is  its  effort 
telecom  companies.  These  massive  purchasers  of  netwl 
gear  have  largely  stayed  loyal  to  traditional  vendors  sj 
Nortel  and  Lucent.  Cisco,  at  its  peak,  was  generating 
its  business  selling  to  telecoms,  many  of  them  upsts 
lenging  incumbents  like  Sprint  Corp.  and  Verizon  Cor 
cations.  But  as  many  of  these  outfits  faltered,  Cisco  \\ 
come  more  dependent  on  established  corporations.  Uj 


CISCO  SHOPPED  TILL  IT  NEARLY  DROPPED 


It  was  an  all-too-typical  deal  for  Cisco 
Systems  Inc.  Monterey  Networks 
Inc.,  an  optical-routing  startup  in 
which  Cisco  held  a  minority  stake, 
was  a  quarry  with  no  revenue,  no 
products,  and  no  customers — just 
millions  in  losses  it  had  racked 
up  since  its  founding  in  1997. 
Despite  those  deficits,  Cisco 
plunked  down  a  half-billion  dol- 
lars in  stock  to  buy  the  rest  of 
the  company  in  1999. 

But  within  days  of  closing  the 
deal,  all  three  of  Monterey's 
founders,  including  its  engineer- 
ing guru  and  chief  systems  archi- 
tect, walked  out  the  door,  taking 
with  them  millions  of  dollars  in  gains 
from  the  sale.  "I  came  to  the  realiza- 
tion I  wasn't  going  to  have  any  mean- 
ingful impact  on  the  product  by  stay- 
ing," says  H.  Michael  Zadikian,  a 
Monterey  founder.  Eighteen  months 
later,  Cisco  shut  down  the  business  al- 
together, sacking  the  rest  of  the  man- 
agement team  and  taking  a  $108  mil- 
lion write-off. 

That  dismal  tale  hardly  jibes  with 
Cisco's  widespread  reputation  as  an  ac- 
quisitions whiz.  Not  since  the  conglom- 
erate era  has  a  company  relied  so  heav- 
ily on  its  ability  to  identify,  acquire,  and 
integrate  other  companies  for  growth. 
CEO  John  T.  Chambers  believed  that  if 
Cisco  lacked  the  internal  resources  to 
develop  new  products  in  six  months,  it 
had  to  buy  its  way  into  the  market  or 
miss  the  window  of  opportunity.  Some 
put  a  new  name  on  it:  acquisitions  and 
development,  a  way  for  the  company  to 
shortcut  the  usual  research  cycle.  Its 
belief  in  the  strategy  has  led  Cisco  to 
gobble  up  more  than  70  companies  in 
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THE  ONES  THAT  GOT  AWAY 

Cisco  says  it  was  aiming 
to  acquire  brainpower.  But 
after  many  of  its  buys,  the 
top  talent  promptly  bolted 

the  past  eight  years.  Analysts  and  aca- 
demics heaped  praise  on  Cisco's  acquisi- 
tions prowess  in  articles,  books,  and 
business-school  case  studies. 

In  the  early  days,  some  of  this  praise 
was  deserved,  as  Cisco  morphed  from  a 
router  company  to  a  networking  power- 
house. Its  first  acquisition,  Crescendo 
Communications  Inc.,  guided  Cisco  into 
the  switching  business,  which  generated 
$10  billion  in  sales  last  year.  All  told, 
acquisitions  have  laid  the  foundation  for 


about  50%  of  Cisco's  busine:- 
But  in  early  1999,  with  exl 
vestors  enticing  a  growing  nj 
unproven  companies  to  go  pi[ 
suddenly  had  to  acquire  cor 
much  earlier  stage.  Cisco  hi 
claimed  an  unprecedented  ] 
rate  of  80%  with  its  acqi 
Chambers  now  says  it  feU 
thing  like  50%  during  th<  I 
craze — still  above  the  in( 
age.  "We  bet  on  products! 
months  out,"  concedes  Cl[ 
"We  took  dramatically  hig| 
Chambers  often  maint 
his  acquisition  strategy  wa 
acquiring  brainpower  more  t| 
ucts.  But  an  analysis  of  the 
tions  Cisco  made  in  1999  sh(| 
Monterey  was  no  fluke.  Mar 
most  valuable  employees,  th| 
driven  founders  and  chief  e> 
these  acquired  companies,  hs| 
bolted,  taking  with  them  a 
the  expertise  and  experienc<| 
Cisco  paid  top  dollar. 

The  two  founders  of  Strati 
Communications  Inc.,  a  makl 
semiconductors  purchased  fol 
lion,  left  Cisco.  The  chief  ex«l 
Communications  Corp.,  a  call 
outfit  acquired  for  $2  billion,! 
after  nine  months.  So  did  th[ 
founders  of  Sentient  Networl 
Comm  Technologies,  WebLirj 
nications,  Tasmania  Networll 
Aironet  Wireless  Communic;! 
Bits,  and  Worldwide  Data  S;[ 
high-priced  acquisitions  in  111 
simply  felt  Cisco  had  becomtl 
and  too  slow.  "People  who  cJ 
don't  do  so  well  at  Cisco,"  sj| 
Networks  ceo  Dev  Gupta,  vj 
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"[Chambers]  is  almost 
too  nice  to  kick  the  asses 
that  need  to  be  kicked," 
says  an  old  colleague 
from  Wang  Labs 


fer,  continue  to -haunt  Cisco. 

so  Global  Networks  Co.,  for 

)le,  announced  in  October  it 

jtting  the  brakes  on  a  mas- 
ion-dollar  network,  of  which 

was  slated  to  be  the  primary 

2r.  The  reason?  Just  too  much 
city  in  the  market. 
Cisco's  struggles  with  carri- 

ive  gone  well  beyond  market 

ions.  To  get  back  on  track,  Cisco  is  rethinking  its  ap- 
to  this  market.  First,  it  is  aiming  nearly  all  of  its  re- 

js  on  the  50  biggest  carriers.  Second,  it's  trying  to 

relationships  beyond  the  executive  suite  with  the  net- 

lg  and  operations  people  who  often  influence  which 
Drs  are  used. 

rhaps  Chambers'  biggest  challenge  is  the  switch  from 
hypergrowth  to  grappling  with  issues  of  cost  control 
iuctivity  that  will  restore  the  company  to  profitabili- 
ime  question  whether  the  cheerleading  ceo  who  has 


only  known  50%  growth  since  taking 
over  the  helm  in  1995  can  stomach  an 
environment  of  disciplined  cost  cuts 
and  layoffs.  The  decision  to  lay  off 
8,500  employees  last  March  weighed  so 
heavily  on  Chambers  that  he  mulled 
over  its  consequences  on  liis  treadmill 
one  night  at  2:30  a.m.  "He's  almost 
too  nice  to  kick  the  asses  that  need  to 
be  kicked,"  says  John  Thibault,  a  for- 
mer Cisco  executive  and  colleague  of  Chambers'  at  Wang 
Laboratories  during  the  late  1980s. 

If  Chambers  is  worried  about  the  tough  decisions  ahead, 
he's  not  letting  on.  "Last  year  was  tremendously  humbling.  It 
knocked  us  on  our  tail.  But  if  we  execute  right,  our  future  is 
very,  very  bright,"  he  says.  "Cisco  is  clearly  positioned  to 
break  away."  Investors  buying  up  Cisco  stock  at  95  times 
earnings  are  banking  on  it.  But  Chambers  will  need  much 
more  than  bold  accounting  and  long-shot  bets  on  fledgling 
markets  to  deliver.  ■ 


i 


d  MaxComm  Technologies  Inc. 
n  1997  and  1999,  respectively, 
uses  much  more  on  immediate 
needs,  less  on  high-wire  tech- 
velopment  that  customers 
two  to  three  years  out." 
ers  maintains  that  Cisco's 
rates  are  the  best  in  high 
jr.  "In  our  industry,  40%  to 
e  top  management  team  and 
jers  are  gone  within  two 
i  says.  "Our  voluntary  attri- 
is  about  12%  over  two  years." 
ty  holding  on  to  top  talent 
;  he  only  flaw  in  the  Cisco  ac- 
machine.  Cisco  often  paid  out- 
rams  for  these  unprofitable 
-a  total  of  $15  billion  in  1999 
'en  some  of  the  deals  that  Cis- 
ers  successful  look  pretty 


dreadful  using  simple  math.  Its  1999 
acquisition  of  Cerent  Corp.,  a  maker  of 
optical-networking  gear,  is  a  good  ex- 
ample. Cisco  paid  $6.9  billion  for  the 
company,  or  $24  million  for  each  of 
Cerent's  285  employees,  even  though 
the  company  had  never  earned  a  pen- 
ny of  profit  and  had  an  accumulated 
deficit  of  $60  million.  Even  if  earnings 
bounce  back  to  2000  levels  of  roughly 
$335  million,  it  would  take  Cisco  about 
20  years  to  recoup  the  purchase  price. 

Of  course,  deals  such  as  Cerent  found 
their  rationale  in  Wall  Street  math.  If 
investors  were  willing  to  pay  100  times 
earnings  for  Cisco's  stock  in  1999,  then 
a  Cerent  profit  of,  say,  $300  million 
could  effectively  increase  the  market 
cap  of  Cisco  by  some  $30  billion.  Call  it 
bubble  economics.  Besides,  many  of 


A  COSTLY  ACQUISITION  STRATEGY 

uded  for  its  buyout  successes,  Cisco  has  purchased  more  than  70  companies 
•  past  eight  years.  In  1999  alone,  it  paid  $15  billion  for  18  startups,  many  of 
h  never  delivered  on  their  early  promise.  Here  are  the  most  noteworthy: 
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PRICE 

$6.9 
billion 


$2.2 
billion 

$500 
million 

$170 
million 

$143 
million 


STATUS 

Alive  and 
well 


Alive  but 
struggling 

Dumped 
in  April 


Sold  at  a 
loss  in  July 

Part  of  their 
DSL  strategy 

Data:  BusinessWeek 


SKINNY 

Although  Cerent  has  generated  $1  billion  in 
estimated  sales  for  Cisco,  two  decades  could 
be  needed  to  recoup  the  steep  price. 

A  disappointing  attempt  to  bolster  Cisco's 
long-haul  optical  networking.  But  Pirelli's 
technology  still  trails  that  of  rivals. 

This  upstart  optical  company  never 
produced  a  viable  product,  and  Cisco  cut  its 
losses  with  a  $108  million  write-off  in  April. 


Lackluster  revenue  forced  Cisco  to  sell  this 
unified-messaging  business. 

Founders  and  key  technologists  walked  out 
soon  after  the  deal  closed. 


these  deals  were  done  for  highly  inflat- 
ed Cisco  stock  instead  of  cash.  Even  so, 
that  wampum  could  have  been  used  to 
buy  other  assets  that  could  have  deliv- 
ered greater  returns. 

Only  in  the  months  since  the  bubble 
burst  has  it  become  evident  just  how 
muddled  Cisco's  mergers-and-acquisi- 
tions  strategy  became.  In  its  haste  to 
do  deals,  Cisco  often  purchased  compa- 
nies it  didn't  need  or  couldn't  use.  In 
some  cases,  the  buying  spree  led  to 
overlapping,  duplicative  technologies, 
political  infighting,  and  just  plain 
wasted  resources,  as  Monterey  shows. 
"m&A  works  to  some  extent,  but  at 
Cisco,  it  got  out  of  hand,"  says  Iqbal 
Husain,  a  former  engineering  executive 
at  Cisco. 

After  losing  many  of  the  leaders  of 
these  businesses,  product  delays  and 
other  mishaps  were  not  uncommon. 
When  Cisco  closed  down  Monterey,  for 
example,  the  company  still  hadn't  put  a 
product  out  for  testing,  which  alone 
would  take  as  long  as  a  full  year.  "By 
the  time  the  product  was  there  to  test, 
the  market  wasn't,"  says  Joseph  Bass, 
former  CEO  of  Monterey. 

Chambers  says  he  has  moved  to  cor- 
rect the  flaws.  Its  acquisition  binge  has 
slowed — from  41  companies  from  1999 
through  2000  to  just  two  purchases  in 
2001.  While  Chambers  expects  to  do  8 
to  12  acquisitions  this  year,  he  insists 
that  market  conditions  will  let  Cisco 
wait  at  least  until  a  target  company 
has  a  proven  product,  customers,  and 
management  team  before  cutting  a 
deal.  "We're  making  the  decisions  to 
acquire  a  company  based  on  a  later 
point  in  time,  which  dramatically  low- 
ers the  risk,"  Chambers  says.  Anything 
more  ambitious,  Cisco  now  knows,  may 
be  foolhardy. 

By  John  A.  Byrne  and  Ben  Elgin  in 
San  Jose,  Calif. 
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THE  PERILS 
OF  J.  P.  MORGAN 


Enron,  Argentina,  the  bear 
market-a  year  after  the 
merger  with  Chase,  the 
bank  is  racking  up  losses 

When  Chase  Manhattan  swooped 
in  to  bid  $33  billion  for  white- 
shoe  investment  bank  J.  P. 
Morgan  in  September,  2000, 
Chief  Executive  William  B.  Harrison  Jr. 
claimed  that  the  new  behemoth  would 
provide  "huge"  growth.  The  idea  was 
simple:  Thousands  of  Chase's  corporate 
customers  would  be  pushed  into  J.  P. 
Morgan's  arms  and  pay  fat  fees  for 
takeover  deals,  securities  issues,  and 
the  like.  Nor  was  the  strategy  far- 
fetched. After  all,  Citibank  and  Travel- 
ers Group  had  successfully  combined  in 
1998  to  produce  a  bull-market  jugger- 
naut that  was  leaving  rivals,  including 
Chase,  in  the  dust. 

The  reality  has  turned  out  to  be  a 
lot  different.  Instead  of  striking  the  new 
gusher  of  profits  promised  by  Harrison, 
the  merged  J.  P.  Morgan  Chase  &  Co. 
has  tapped  into  a  seemingly  endless  well 
of  red  ink.  As  a  result,  the  new  bank  is 
ending  its  first  full  year  by  taking  huge 
write-downs  and  making  expensive  ad- 
ditions to  loan  loss  reserves.  Analysts 
figure  anything  from  $800  million  to 
over  $2  billion  will  be  sliced  off  the 
fourth-quarter  operating  earnings  to  be 
announced  on  Jan.  16.  Piled  on  top  of 
second-quarter  charges  of  about  $1  bil- 
lion, net  income  for  2001  could  drop  as 
low  as  $3.5  billion,  down  from  the  $5.7 
billion  that  J.  P.  Morgan  and  Chase  Man- 
hattan together  earned  in  2000. 

Admittedly,  2001  was  the  worst  year 
for  investment  banking  in  nearly  a 
decade.  Mergers  and  acquisitions  dried 
up,  as  did  stock  offerings  and  syndicat- 
ed lending.  Moreover,  as  the  global  econ- 
omy worsened  and  the  bear  market 
dragged  on,  corporate  lending  and  pri- 
vate equity  took  major  hits  as  well. 
More  than  bad  luck  with  the  timing 


of  its  merger  could  be  dogging  J.  P.  Mor- 
gan, however.  Some  analysts  argue  that 
the  bank  regularly  runs  much  bigger 
risks  than  its  rivals  and  is  now  paying 
the  price.  The  bank's  exposure  to  bank- 
rupt energy  trader  Enron  Corp.'s  loans, 
and  energy  and  derivatives  contracts, 
has  grown  to  $2.6  billion.  It  has  $900 
million  in  exposure  to  Argentina  and 
its  $117  billion  commercial  loan  portfolio 
is  facing  a  series  of  high-profile  loss- 
es— thanks  to  bankruptcies  among  its 
telecom  customers,  as  well  as  Enron. 
The  value  of  its  private  equity  portfolio, 
the  largest  of  any  U.  S.  bank,  has  been  a 
major  drag  on  earnings  since  the  Nas- 
daq crash  in  March,  2000.  And  analysts 


have  started  to  worry  that  the  b 
off-balance-sheet  assets  could  be 
ture  source  of  losses.  "I  think  their 
profile  is  greatly  understated," 
Charles  Peabody,  an  analyst  with 
pendent  researcher  Ventana  Capit 

J.  P.  Morgan  executives  balk  at 
suggestion  they  deliberately  court 
risks  than  their  peers.  They  argue 
investors  and  analysts  are  punishini 
bank  because  it  has  been  more  scr 
lous  about  reporting  potential  lo 
The  company's  stock  has  sunk  22% 
the  merger  was  announced  in  I 
"We're  a  lightning  rod  for  credit  i; 
because  we've  been  more  up-front 
other  participants  in  the  market," 
Chief  Financial  Officer  Dina  Dubloi 
deed,  J.  P.  Morgan  has  been  more 
than  others  in  some  matters.  It  pos 
private  equity  portfolio  online.  Ar 
told  analysts  about  its  Argentina 
sure  when  the  country  careened  to 
default.  Citigroup,  by  contrast,  do 
detail  its  private  equity  holdings 
has  it  given  details  on  its  expos 
Argentina,  which  analysts  estimate 
billion,  beyond  saying  that  country 
tributes  less  than  2%  of  earnings 

Still,  it's  unnerving  how  the  bad  ! 
keeps  piling  up  at  J.  P.  Morgan.  Bee 
the  bank  was  one  of  the  largest 
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ilnron,  as  well  as  an  adviser  in  the 

I  ted  Dynegy  Inc.  takeover  bid,  ana- 

I I  weren't  surprised  when  it  an- 
Liced  on  Nov.  28  that  it  had  $900 
Ion  in  exposure  to  the  energy  com- 
I:  The  real  shocker  was  the  disclo- 
i  on  Dec.  19  that  the  bank's  unse- 
Id  exposure  to  Enron  had  tripled, 
1 1.6  billion,  after  insurers  failed  to 
le  good  on  nearly  $1  billion  in  guar- 
les  on  Enron  gas  contracts.  Called 
I  ty  bonds,  the  guarantees  were  is- 

II  to  Mahonia  Natural  Gas,  a  J.  P. 
gan  "special  purpose  vehicle"  cre- 
to  handle  commodity  contracts  with 
Ion.  The  bank  is  suing  the  nine  in- 
|  rs  to  force  them  to  pay  up,  but 
V  are  fighting  back.  Meantime,  ana- 
li  say  the  belated  disclosure  has  hurt 
tank's  reputation. 
Jorporate  lending  problems  don't  end 
Je.  J.  P.  Morgan  and  Citi  assembled  a 

ip  of  banks  that  lent  telecom  com- 

;  Global  Crossing  Ltd. — now  deeply 

bled — more  than  $2.2  billion  in  its 

uer  days.  Normally,  banks 

precedence  over  oth- 

enders  in  a  bank- 

cy,  but  that  may 

be  so  with  Global 

ising,  says  Aryeh 

Bourkoff,   a   dis- 


Risky  Exposure 

TROUBLED  COMPANIES 

ARGENTINA 

VENTURE  CAPITAL  WRITE-DOWNS 

'Fourth  quarter                                                                BUENOS  AIRES  UNREST:  LOTS  OF 
Data:  BW.  company  reports.  Fox-Pitt  Kelton.  U.S.  Bancorp           LOANS,  MAINLY  TO  BIG  COMPANIES 

tressed-debt  analyst  at  ubs  Warburg. 
Because  of  the  way  the  loan  is  struc- 
tured, he  says,  other  creditors  could  be 
paid  first  if  Global  Crossing  goes  un- 
der. The  point  isn't  academic:  Global 
Crossing  lost  $1.9  billion  on  revenues 
of  $2.4  billion  in  the  first  nine  months  of 
last  year,  and  its  bank  debt  sells  for 
20^  on  the  dollar,  far  below  that  of  oth- 
er distressed  telecom  companies.  J.  P. 
Morgan  and  the  other  banks  have 
been  negotiating  to  stretch  out  the 
loan  and  cut  the  interest  rates 
charged  on  it  in  exchange  for  new 
collateral.  In  late  December,  the 
bankers  gave  the  company  until  Feb. 
13  to  reach  an  agreement.  J.  P.  Mor- 
gan insists  that  its  loan  is,  in  fact,  se- 
cured. CFO  Dublon  says  analysts  should 
look  beyond  these  black  marks.  'We're 
still  going  to  be  profitable,"  she 
says. 

Indeed  the  market  may 
be  exaggerating  some  of 
J.  P.  Morgan's  risks.  For 
example,  its  Argentina 
exposure  is  smaller  than 
the    likes    of    Citi    or 
FleetBoston  Financial. 
And  Brian  O'Neill,  J.  P. 
Morgan's  chairman  of 
Latin   America,    says 
the  loans  are  predom- 
inantly      to       large 
commercial   and   in- 

BAD  TIMING 

CEO  Harrison 
foresaw  a  merger 
as  successful  as 
the  Citibank- 
Traveler's  deal. 
So  far,  though,  it 
hasn't  worked 
out  that  way 


dustrial  enterprises,  many  of  them  sub- 
sidiaries of  foreign  companies  and 
therefore  less  likely  to  be  affected  by 
the  peso  devaluation. 

Still,  there's  more  bad  news  ahead. 
J.  P.  Morgan  Partners,  the  bank's 
private  equity  unit,  will  need  to  write 
down  $100  million  on  its  investment  in 
telecom  outfit  Triton  Pes  Inc.  And 
losses  could  be  even  more  severe  in 
its  $8  billion  portfolio  of  privately  held 
companies.  Fox-Pitt  Kelton  analyst  E. 
Reilly  Tierney  expects  the  unit  will 
have  to  take  $600  million  in  write- 
downs for  the  last  quarter  of  2001. 
Further  losses  are  likely  from  the 
bank's  off-balance-sheet  dealings.  It 
founded,  and  is  by  far  the  largest  mar- 
ket maker  in,  the  $1  trillion  market 
for  credit  derivatives,  a  form  of  loan  in- 
surance. Issuers  of  these  derivatives 
lose  money  if  insured  borrowers  don't 
repay  their  loans.  In  the  third  quar- 
ter, banks  lost  $99  million  in  deriva- 
tives, says  the  Office  of  the  Comptrol- 
ler of  the  Currency.  Nearly  all  of 
that — $95  million — was  borne  by  J.  P. 
Morgan  alone,  says  Ventana's  Peabody, 
who  expects  more  losses  to  come.  J.  P. 
Morgan's  head  of  credit  derivatives, 
Andy  Brindle,  says  the  bank  made  sub- 
stantial profits  on  its  overall  deriva- 
tives portfolio  in  the  first  nine  months 
of  2001,  while  losses  are  on  credit  de- 
rivatives were  "insignificant." 

The  litany  of  woes  at  J.  P.  Morgan 
seems  endless.  Bank  executives  remain 
philosophical  that  times  are  bound  to 
be  tough  when  the  economy  tanks.  "Ex- 
tending credit  is  the  business  we're  in, 
and  we're  at  the  point  that  credit  losses 
are  going  higher,"  says  Dublon.  There's 
no  arguing  with  that.  But  sooner  or  lat- 
er, the  brass  are  going  to  have  to  make 
good  on  their  boss's  promises  of  future 
growth  to  placate  critics. 

By  Heather  Timmons  in  New  York, 
with  Christopher  Palmeri  in  Los  Angeles 
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WHIPPING  A  BEHEMOTH 
INTO  SHAPE 

CEO  Lewis  is  slimming  BofA.,  but  can  he  improve  profits? 


As  a  top  lieutenant  at  Bank  of  Amer- 
ica, Kenneth  D.  Lewis  was  Mr.  Fix- 
it  for  ceo  Hugh  L.  McColl  Jr.'s 
many  problematic  deals.  So  when  McColl 
passed  the  baton  to  Lewis,  a  32-year 
bank  veteran,  in  April,  2001,  many  in- 
vestors feared  he'd  preserve  his  men- 
tor's legacy — without  fixing  the  earnings 
shortfalls  that  were  McColl's  hallmark. 

But  to  Wall  Street's  sur- 
prise, the  54-year-old  Missis- 
sippian  wasted  no  time  mov- 
ing out  of  McColl's  shadow. 
In  contrast  to  his  predeces- 
sor's grow-at-all-costs  ap- 
proach, he  has  shrunk  the 
Charlotte  (N.  C.)  bank  with  a 
vengeance.  His  goal:  to  gen- 
erate more  profits  from  its 
chronically  underachieving 
franchise,  which  now  serves 
2  million  businesses  and  30 
million  households.  To  do  so, 
Lewis  has  shed  underper- 
forming  businesses,  beefed  up 
customer  service,  and  brought 
in  new  managers.  And  to  ap- 
pease the  bank's  sharehold- 
ers, he  recently  boosted 
BofA's  dividend  by  7%  and 
mapped  out  plans  to  buy  back 
8%  of  the  bank's  shares. 

As  a  result,  Wall  Street  is 
giving  Lewis  the  vote  of  con- 
fidence that  McColl  never  re- 
ceived. BofA's  stock  has  risen  37%  since 
the  start  of  2001,  to  $61.95.  It  had  fallen 
to  $36  a  share  in  2000  from  a  high  of 
$76.80  in  July,  1998,  after  news  that  Mc- 
Coll's NationsBank  Corp.  and  San  Fran- 
cisco-based Bank  of  America  would 
merge.  "There's  a  quiet  revolution  taking 
place  at  Bank  of  America,"  says  Pru- 
dential Securities  Inc.  analyst  Michael 
Mayo.  "Lewis  is  shifting  the  focus  from 
empire-building  to  value  creation." 

Lewis  dismisses  any  notion  that  he's 
dismantling  McColl's  empire,  which  be- 
came the  nation's  third-largest  bank  in- 
stitution behind  Citigroup  and  J.  P.  Mor- 
gan Chase  &  Co.  "We  had  a  certain 
time  to  gain  size  and  scale  to  become  a 
survivor,"  says  Lewis.  "We  had  the  right 
model  for  the  times."  Still,  the  bank 


never  achieved  the  breakout  profits  that 
McColl  promised  because  of  the  diffi- 
culty in  integrating  such  acquisitions  as 
Boatman's  Bancshares,  Barnett  Banks, 
and  Montgomery  Securities,  a  $1.2  bil- 
lion buy  that  soured  when  the  majority 
of  Montgomery's  investment  bankers 
defected.  Sean  J.  Ryan,  an  analyst  at 
the  independent  research  firm  Fulcrum 


SHAKE-UP 

Hon  Ken  Lewis  is  remaking 
Bank  of  America: 

LESS  IS  MORE  The  bank  has 
jettisoned  underperforming 
operations  such  as  auto 
leasing  and  high-risk 
mortgages  and  has  closed 
some  corporate  banking 
accounts 

BETTER  SERVICE  Lewis  is 
instituting  new  teller  training 
programs  and  other  initiatives 
designed  to  boost  customer 
service 

NEW  BLOOD  The  company  has 
recruited  nearly  two  dozen  new 
executives  and  added 
three  outsiders  to  its  board 


Global  Partners  LLC,  estimates  that  net 
operating  income  in  2001  rose  less  than 
2%,  to  $4.80  per  share — a  third  lower 
than  McColl  predicted  at  the  time  of 
the  BofA  deal.  U.S.  bank  earnings  are 
expected  to  rise  5%  on  average. 

Improving  earnings  will  be  tough  in 
an  economic  downturn  marked  by  an 
industry-wide  ballooning  of  bad  debts. 
For  2002,  Ryan  expects  a  9%  rise  in 
profits — in  line  with  other  banks — to 
$5.25  per  share,  excluding  a  400  gain 
from  new  goodwill  accounting  rules. 
Lewis  says  he  has  no  appetite  for 
"large  dilutive  deals."  So  a  rumored 
merger  with  Merrill  Lynch  &  Co.  is 
unlikely.  Instead,  Lewis  is  wielding  the 
knife.  He  has  retired  $26.5  billion  of 
costly  debt,  quit  low-margin  businesses 


such  as  auto  leasing,  and  walked 
from  scores  of  customers,  including 
likes  of  Wal-Mart  Stores  Inc.,  wi 
business   wasn't   very   profitable 
BofA.  Together  the  moves  have  si 
the  bank's  balance  sheet  by  $40  b| 
since  mid-2000,  to  $640  billion. 

Lewis  is  also  tackling  the  bank's 
py  customer  service.  He  upgraded 
training  programs,  organized  serj 
around  types  of  customers  rather  f 
product  lines,  and  tied  executive 
to  targets  for  cross-selling  more 
ucts.  At  the  same  time,  he's  ir 
the  bank  with  fresh  blood.  He  £ 
three  outsiders,  including  ex-Olj 
executive  Peter  V.  Ueberroth  and 
Lee  ceo  C.  Steven  McMillan,  tc 
bank's  clubby  board.  And  he  broa 
McColl's  circle  of  longtime  advisers  | 
nearly  two  dozen  marketing  and 


nology  executives  from  such  plac 
Eastman  Kodak  Co.  and  FedEx  < 
"If  we're  going  to  achieve  our  g 
we're  going  to  need  more  than  a  r 
ful  of  bankers  to  do  the  job,"  he  Si 
Bankers  still  have  their  uses.  B 
team  made  a  big  bet  in  the  late  1 
that  interest  rates  would  fall.  N< 
half  the  $638  billion  gain  in  net  int< 
income  that  the  bank  booked  in  th« 
quarter  came  from  interest-rate  s^ 
Some  analysts  say  BofA's  profits 
be  vulnerable  if  rates  rebound  qu 
though  the  bank  says  it  has  unw 
those  swaps  and  is  ready  for  an  up 
Still,  if  Lewis  can't  produce  the  ean 
shareholders  want,  he  may  have  to 
off  his  Mr.  Fixit  skills  again. 

By  Dean  Foust  in  Atl' 
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Complimentary  Initial  Consultation.  Okay,  so  we  don't  write  prescriptions.  But,  at 
Charles  Schwab,  we  do  dispense  helpful  advice.  Our  Investment  Specialists  will  sit  down  with 
you  and  discuss  your  financial  goals.  With  a  one-on-one  consultation  that  offers  just  the  expert 
advice  you'd  expect  from  us. 

Objective.  Uncomplicated.  And  not  driven  by  commission. 

And  that  expert  advice  covers  everything  from  college  and  retirement  planning  to  trust  and 
estate  issues.  So  during  your  consultation  we  can  discuss  a  plan  of  action  that: 

•  Assesses  your  current  investment  strategy 

•  Recommends  changes  to  achieve  your  goals 


•  Suggests  strategies  to  protect  and  preserve  your  assets 

•  Factors  in  how  the  new  tax  laws  affect  your  retirement 


But  most  importantly,  you  can  rest  assured  that  you're  getting  the  kind  of  advice 
you  can  feel  very  comfortable  with.  And  we  promise  it  won't  hurt  a  bit. 

Call  us  to  sign  up  for  your  complimentary  initial  consultation  and 
you'll  also  receive  our  planning  guide. 


charles  schwab 


1-800-540-9757 


schwab.com 


402  locations  nationwide 


Canadian  residents  call  Charles  Schwab  Canada  Co.  at  1-866-339-0399  or  visit  schwabcanada.com. 

c  2001  Charles  Schwab  &  Co.,  Inc.  All  rights  reserved.  Member  SIPC/NYSE  (0901-14571). 


Finance 


CHARITIES 


THE  SORROW 

AND  THE  PURSE  STRINGS 

Getting  money  and  services  to  September  11  victims  isn't  easy 

On  a  cold  afternoon  in  late 
December,  Robert  J.  Hurst 
strode  into  a  meeting 
geared  up  to  do  right.  The 
Goldman,  Sachs  &  Co.  vice- 
chairman  had  just  volunteered 
to  be  chief  executive  of  the  9/11 
United  Services  Group.  His  job: 
to  make  sure  9/1  l's  13  agencies 
speed  money  and  services  to 
victims  of  the  September  11 
terrorist  attacks.  It's  a  daunting 
task.  The  charities,  including 
the  Red  Cross  and  Salvation 
Army,  hold  over  half  the  $1.4 
billion  in  donations. 

The  Dec.  20  session  was  his 
first  with  Give  Your  Voice,  a 
group  of  about  1,600  victims 
growing  more  frustrated  each 
day  they  dealt  with  the  chari- 
ties. Their  representative, 
Patrick  Cartier,  who  lost  a 
brother  at  the  World  Trade 
Center,  got  to  the  point:  Be- 
reaved families  weren't  getting 
the  help  they  needed.  In  fact,      EDUCATION  B.S.,  Clark  University;  MBA,  Wharton 


ROBERT  J.  HURST 

BORN  1945,  Queens,  New  York 


several  feared  they  would 
broke  over  the  holidays. 

Charged  with  cutting  through 
red  tape,  Hurst  and  Monsignor 
Kevin  Sullivan — chairman  of  the 
new  group  and  executive  direc- 
tor of  the  Catholic  Charities  of 
the  Archdiocese  of  New  York — 
pledged  immediate  action. 
Then ...  nothing.  Hurst  and  Sul- 
livan claim  that,  after  the  meeting,  they 
never  heard  from  Cartier,  who  says  he 
left  one  message  and  gave  up,  discour- 
aged. A  classic  office  snafu,  but  with  a 
sad  result:  No  one  in  Give  Your  Voice  got 
a  dime  after  the  talk  with  Hurst  and 
Sullivan.  Sullivan  called  Cartier  on  Jan.  4, 
right  after  a  reporter  inquired  about  the 
case.  "We  are  very  committed  to  trying 
to  help,"  says  Hurst. 

No  doubt.  Still,  the  incident  highlights 
the  sensitive  nature  of  the  task  faced 
by  the  well-intentioned  Hurst.  At  56,  he 
could  be  concentrating  on  finishing  a  long 
career  on  a  high  note.  Instead,  he  has  be- 
come the  point  man  for  one  of  the  most 
difficult  aspects  of  New  York's  recovery. 


S°      DAY  JOB  Vice-Chairman,  Goldman,  Sachs  &  Co. 

VOLUNTEER  GIG  Since  December,  2001,  CEO,  9/11 
United  Services  Group,  coordinating  13  charities  for  vie 
tims  of  terrorist  attacks 

WHY  HE  TOOK  THE  9/11  JOB  "I'm  a  New  Yorker. 


gether,"  says  Henry  M.  Paulsonl 
Goldman  Sachs's  chief  executive. 

It's  no  socialite  charity.  Hurst 
he's  juggling  both  jobs  from  6 
9:30  p.m.  every  day.  With  six  ne\ 
ployees  and  help  from  IBM  and  col 
tant  McKinsey  &  Co.,  he  is  buildif 
database  to  ensure  that  victims 
get  overlooked  or  receive  duplicat 
vices.  Trouble  is,  many  nonprofits 
scant  records,  and  what  they 
often  on  paper.  Even  so,  the  dat 
already  has  over  40,0C 
quests  for  help. 

The  toughest  part  of  Hil 
job  is  rebuilding  trust  beq 
charities  and  victims  by 
bureaucracy    and    imprc 
communication.  "The  bif 
surprise  to  me  has  beer 
gulf  between  perception 
ality,"  says  Hurst.  Despite  J 
icism  of  the  charities,  "ther 
been    an    enormous    coi 
ment."  Hurst  estimates 
agencies  in  his  group  ha1 
out  $425  million.  The  Red 
told  Hurst  that  it  has  dk 
uted  about  10  million  meals 
met  with  150,000  people 
on-one.       Another       ag(] 
LifeNet,  has  handled   2  I 
calls  for  mental  health  refe  | 
double  the  volume  of  a 
ago.  Still,  some  claims  are  < 
tionable:  One  small  agency 
it  helped  "hundreds  of  t 
sands"  of  people  on  its  ov 

Why  would  anyone  wanil 
assignment?  "I  wanted  I  i 
more  than  give  money," 
Hurst,  an  engineer's  wri 
born  in  Queens,  N.Y., 
his  MBA  at  22.  His  new  job 
demanding  as  the  investil 


banking  business.  With  intl 
1  wanted  to  do  more  than  give  money. media  coyerg&  of  victims' 

BIGGEST  CHALLENGE  Satisfying  embittered  victims  plaints,  Hurst  is  under  prej 

to  produce  results.  "The 


September  11  started  a  tidal  wave  of 
donations  for  the  estimated  200,000  peo- 
ple who  were  injured  or  lost  relatives, 
jobs,  or  homes  in  the  attacks.  Yet  the 
funds  might  be  wasted  without  over- 
sight: Victims  claim  they  keep  filling  out 
forms  but  never  get  assistance.  In  re- 
sponse, New  York  State  Attorney  Gen- 
eral Eliot  Spitzer  created  Hurst's  group. 
Hurst  got  the  job  partly  because  of 
his  negotiating  skills.  He  has  pulled  off 
some  of  Goldman  Sachs's  biggest  merg- 
ers and  helped  nonprofits — including  a 
long  list  of  arts  groups  and  social  ser- 
vice agencies — by  serving  as  a  board 
member  or  trustee.  "He  is  able  to  see 
all  sides  of  an  issue  and  bring  people  to- 


of  this  project,  which  requires  a 
startup,  is  very  appropriate  to  the 
Bob  brings  to  the  task,"  says  Si 
the  group's  chairman. 

Hurst  knows  he  must  build  as 
that  can  function  for  years.  After 
the  job,  he  flew  to  Oklahoma 
where  168  people  died  and  853  we 
jured  in  the  1995  Murrah  Federal 
ing  bombing.  Seven  years  later, 
victims  still  seek  services  and  me 
care.  'Ten  years  from  now,"  says 
"we  will  still  have  people  who  li 
help."  That's  why  it's  so  urger 
bridge  the  chasm  between  the 
and  their  would-be  helpers. 

By  Emily  Thornton  in  New 
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)w  fast  can  I  deploy  your  critical  apps  from  Microsoft,  i2  and  SAP? 
How  fast  can  you  plug  me  in? 


Dell  |  Enterprise 


I  am  Dell  Enterprise.  PowerEdge  servers,  storage,  infrastructure  software,  and  Premier 
Enterprise  Services.  And  I  not  only  run  the  critical  apps  your  enterprise  demands,  I  make  sure  they 
scream  from  day  one.  How?  By  creating  alliances  with  leading  software  companies  like  Microsoftf  i2f 
and  SAP.  And  by  creating  a  one-to-one  relationship  with  you.  The  result:  a  custom,  end-to-end  Intel® 
Pentium®  III  Xeon"  processor-based  solution  designed  to  deliver  maximum  uptime.  Pre-validated  and 
pre-configured  to  your  exact  specs.  Then  pre-tested  and  proven  before  it  leaves  the  factory. 

When  critical  is  the  name  of  the  game,  I  can  play  as  fast  as  you  can  plug.  To  find  out  what 
customers  and  analysts  are  saying  about  Dell  Enterprise,  visit  us  online  today  at  dell.com/enterprise2. 


XEON 


Rapid  deployment.  Maximum  uptime.  Easy  as 


D^LL 


crosofl  NET  Platform 
radeMatrix  Platform 
SAP.com  e-business  Platform 


Call  1-877-429-DELL  or  visit  www.dell.com/enterprise2 
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Information  Technology 


CONSUMER  PRODUCTS 


ON  TO  THE 

LIVING  ROOM! 

Can  Microsoft  control  the  digital  home? 


eander  through  the  corridors 
of  Building  50  on  Microsoft 
Corp.'s  campus  and  you  might, 
for  just  one  mind-bending  mo- 
I  ment,  feel  as  if  you're  in  the 
bowels  of  consumer-electronics  power- 
house Sony  Corp.  In  one  room,  engi- 
neers are  ginning  up  a  way  to  record  TV 
programs  on  a  PC  so  they  can  be 
watched  at  any  hour.  Around  the  corner, 
workers  are  noodling  over  software  that 
makes  it  a  snap  to  edit  home  movies 
and  copy  them  onto  a  dvd.  Still  others 
are  figuring  out  better  methods  for  man- 
aging thousands  of  digital  music  files. 
And  in  the  main  conference  room, 
rather  than  the  typical  corporate  white 
boards,  there  is  a  wall-size  viewing 
screen  and  a  sound  system  that  would 
make  the  neighbors  call  the  cops — if 
you  dared  to  have  one  in  your  home. 

Is  Microsoft,  the  no-nonsense  king  of 
PC  software,  having  a  midlife  crisis?  Not 
at  all.  The  software  giant  is  trying  on  a 
new  persona  for  a  new  environment. 
With  PC  sales  expected  to  decline  for 
the  second  straight  year  as  corporate 
spending  withers,  Microsoft  is  aiming 
its  big  guns  on  entertainment  goodies 
for  the  home.  It's  spending  more  than 
$2  billion  building  and  marketing  its 
new  Xbox  game  console.  And  it's  sure 
to  spend  millions  more  on  everything 


MICROSOFT 


With  its  software  entrenched  in 
home  offices,  Microsoft  is 
aggressively  reaching  into  the 
living  room.  Here's  how  its 
strategy  stacks  up: 


from  its  UltimateTV  video-recording  ser- 
vice to  an  online  subscription  music  ser- 
vice to  a  handy  wireless  electronic  tablet 
for  the  home,  code-named  Mira.  On  Jan. 
7,  at  the  Consumer  Electronics  Show 
in  Las  Vegas,  Chairman  William  H. 
Gates  III  revealed  Microsoft's  next-gen- 
eration technologies  aimed  at  making 
the  PC  the  electronic  hub  of  the  digital 
home.  They'll  route  music,  movies,  TV 
programming,  e-mail,  and  news  between 
the  Web  and  PCs,  TV  set-top  boxes, 
gadgets,  and  stereo  speakers. 
"Everything  in  the  home  will  be  con- 
nected," predicts  Gates.  And  if  he 
gets  his  way,  most  of  the  gizmos  will 
use  Microsoft  software. 

That's  why  Building  50,  brand-spank- 
ing new,  is  the  digs  for  the  software 
maker's  eHome  division,  a  skunk  works 
of  more  than  200  engineers  responsible 
for  turning  Microsoft  into  the  Sony  of 
the  21st  century.  The  digital  home  is 
the  biggest  market  push  by  Microsoft 
since  it  launched  its  assault  on  server 
computing  a  decade  ago,  and  the  front- 
line troops  are  stoked.  Says  J.  Allard, 
one  of  the  architects  of  the  company's 
Internet  strategy  and  now  the  lead 
technologist  on  the  Xbox:  "This  is  a 
way  to  build  a  whole  new  Microsoft." 

And  perhaps  a  whole  new  industry. 
In  the  next  half-decade,  Microsoft  hopes 


GAME  CONSOLES 


i  I 
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to  spark  a  revolution  in 
consumer  technology  that 
transforms  people's  home  lives 
every  bit  as  much  as  the  PC 
changed  their  work  lives.  The  comj 
far  from  new,  but  Gates  and 
execs  say  the  timing  is  right  no\ 
the  Internet  has  made  many  cons  I 
more  tech-sawy.  Indeed,  other  co| 
er  companies  are  doing  the  same 
Seagate  Technology,  which  is 
storage  devices  for  consumer  elt 
products,  to  Apple  Computer  Inc., 


Microsoft  leapt  into  this  $20  billion 
market  in  a  big  way  with  its  Xbox  launch 
in  November.  The  company  hopes  to 
leapfrog  rivals  with  online  gaming  that  lets 
players  compete  from  anywhere. 


ONLINE  SERVICES 


The  company  is  aggressively  del 
paid  subscription  services  on  N| 
will  let  users  do  everything  frorl 
downloading  music  to  synchrorj 
their  banking  and  investment  al 


OUTLOOK 


TAIK 


Xbox  is  off  to  a  glitchless 
start,  but  Microsoft  hopes  to 
capture  40%  of  the  market 
in  five  years — a  tall  order,  since  Sony  is 
No.  1.  Analysts  expect  Microsoft  to  grab 
less  than  25%  of  the  market. 


OUTLOOK 


TAIK 


Microsoft  is  the  inl 
the  consumer  Wetl 
world  today.  But  v\l 
million  online  access  subscribel 
Microsoft's  7  million,  AOL  has 
hand  on  the  consumer's  wallet. 
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7>ated  its  new  iMac  for  the  home  on 
a  7  (page  72).  Says  Gates  lieutenant 
ert  J.  Bach,  who  oversees  the  Xbox 
-  ip:  "The  technology  revolution  has 
:nged  the  way  people  do  business. 
si  next  5  to  10  years  will  be  the  dig- 
entertainment  revolution." 


Micro- 
soft is  bank- 
ing on  its  con- 
sumer business,  along 
with  server  sales,  to  help 
revive  growth,  which  was  stuck  at 
about  10%  for  much  of  last  year.  Morgan 
Stanley  Dean  Witter  &  Co.  estimates 
that  Microsoft  will  earn  $9.3  billion  in 
the  fiscal  year  that  ends  on  June  30,  on 
revenue  of  $28.8  billion.  In  fiscal  2003, 
it  expects  Microsoft's  earnings  to  climb  to 
$11.7  billion  on  sales  of  $32.7  billion. 
Much  of  that  growth  will  be  driven  by 


HOME  NETWORKING 


is  building  links  in  every  piece 
■vare  in  order  to  make  PCs,  set- 
rs,  stereos,  and  handheld  devices 
ter  together. 

Reliable  networking  requires 
software,  and  that's 
Microsoft's  strength, 
icrosoft  is  the  only  company 
both  the  software  expertise  and 
of  devices  to  make  home 
prolific. 


consumer  sales,  which  include  the  MSN 
online  service,  Xbox,  and  games.  This 
year,  sales  from  the  consumer  group  will 
account  for  12%  of  Microsoft's  total  busi- 
ness. In  fiscal  2003,  that  will  jump  to 
18%— just  shy  of  the  21%  that's  expected 
from  server  products.  That's  one  reason 
why  Microsoft's  stock  is  up  more  than 
50%  in  the  past  year,  to  $70.  "This  is  a 
large   market,"   says   ceo   Steven   A. 
Ballmer.  "There's  a  great  chance  to  add 
value.   And   anytime   there's   a  great 
chance  to  add  value,  there's  also  a  great 
chance  to  make  money." 
»         The  consumer  push  comes  at  a 
time  when  the  company  seems  to 
be  coming  out  from  under  the 
cloud  of  its  antitrust  woes.  Un- 
less nine  dissenting  state  attor- 
neys general  succeed  in  beefing 
up  the  remedies,  a  settlement 
with  the  Justice  Dept.  and  nine 
other  states  will  do  little  to  pre- 
vent Microsoft  from  using  the 
power  of  its  Windows  desktop 
monopoly  to  help  it  win  new 
battles  in  the  consumer  realm. 
For  all  of  Microsoft's  power 
and  ambitions,  though,  the  digital 
home   may   turn   out   to   be   the 
toughest  market  it  has  ever  tried 
to  crack.  At  best,  Microsoft  will  be 
one  of  several  top  players,  but  it  will 
never  dominate  digital  entertainment 
the  way  it  does  PC  software.  Analysts 
expect  the  markets  for  video  games, 
consumer  online  services,  home  net- 
working, and  interactive  TV  software 
to  collectively  top  $63  billion  in  2005. 
Microsoft  could  win  in  areas  such  as 
home  networking,  where  its  PC  hege- 
mony gives  it  an  advantage.  But  it  will 
lap  in  markets  such  as  video  game  con- 
soles and  online  services,  where  en- 
trenched rivals  rule. 

Indeed,  AOL  Time  Warner  Inc.  has  a 
huge  lead  in  the  online  service  business 
with  33  million  subscribers  to  Microsoft's 
7  million.  And  Sony  may  be  even  hard- 
er to  beat.  The  world's  leading  con- 
sumer-electronics brand,  Sony  makes 


INTERACTIVE  TV 


Microsoft  has  combined  ever-more  con- 
sumer offerings  into  the  newly  minted 
Windows  XP.  That  has  made  it  easier  to 
do  everything  from  organizing  music  files 
to  gathering  digital  photos. 


Microsoft  is  aggressively  hawking  its 
set-top  box  software  to  cable  operators, 
hoping  to  put  its  technology  at  a  crucial 
gateway  to  the  Web. 


OUTLOOK 


Microsoft's  strength  on  the 
PC  is  insurmountable. 
\3\jyju     windows  ships  on  95%  of 
all  PCs  sold.  That  gives  Microsoft  a  huge 
entree  into  consumers'  homes,  where  it 
can  pitch  its  other  products  and  services. 


OUTLOOK 


Microsoft  is  still  losing 
ground  to  its  chief  rival, 
rvnjn-  Liberate  Technologies,  in  the 
market  for  software  for  TV  set-top  boxes. 
Several  cable  companies  that  Microsoft 
invested  in  chose  rival  software  rather  than 
waiting  for  Microsoft  to  get  it  right. 


BusinessWeek  /  January  21,  2002  69 


Information  Technology 


XBOX  CHIEF 
ROBERT  BACH 


every  key  piece  of 
hardware — from  pes 
to  set-top  boxes  to 
game  consoles.  Mi- 
crosoft's focus  is  pri- 
marily the  software 
that  goes  inside  the 
machines,  and  so  its 
success  depends,  in 
part,  on  the  smarts  of 
its  hardware  partners. 
"Ultimately,  it's  the 
hardware  that  pro- 
vides the  great  con- 
sumer experience," 
says  Sony  President 
Kunitake  Ando. 

Moreover,  Microsoft 
has  been  missing  the 
consumer  gene  for 
years.  All  of  its  major 
consumer-electronics 
gambits  so  far  have 
ended  up  as  disap- 
pointments. Its  WebTV 
Internet-access  service 
stalled  at  1  million 
subscribers,  and  its  in- 
teractive-TV technolo- 
gies have  gone  nowhere.  The  compa- 
ny's digital  stereo  speakers  and 
PC-connected  telephones  were  intro- 
duced in  1998  only  to  be  abandoned  a 
year  later.  And  the  gee-whiz  technology 
in  Gates's  suburban  Seattle  mansion — 
which  includes  electronic  pins  that  each 
person  wears  to  signal  a  preference  in 
digital  art,  music,  and  temperature — 
has  required  as  many  as  50  servers, 
not  the  stuff  of  a  simple  consumer  ex- 
perience. Says  Minoru  Arakawa,  who 
retired  on  Jan.  8  as  the  president  of 
Nintendo  of  America  Inc.:  "Microsoft 
is  spending  a  lot  of  money,  but  they 
are  beginners." 

Even  Microsoft's  allies  are  tinkering 
with  rival  software,  not  convinced  that 
Microsoft  will  be  the  end-all  in  the  dig- 
ital home.  Microsoft  buddy  Intel  Corp. 
has  used  non-Microsoft  software  in 
some  of  its  Web  appliances.  "There  will 
be  a  lot  of  experimentation,"  says  Intel 
ceo  Craig  R.  Barrett.  While  he  thinks 
the  PC  can  be  a  hub  for  home  net- 
working, in  some  cases  it  will  be  on 
the  periphery.  One  alternative  to  the  PC 
emerged  on  Jan.  7  when  startup  Moxi 
Digital  Inc.  debuted  a  system  for  man- 
aging home  entertainment  via  a  set- 
top  box. 

Microsoft  is  playing  to  win,  though. 
It's  going  about  this  with  the  patient, 
war-of-attrition  approach  that  has  been 
so  successful  in  the  past.  The  seeds  of 
this  assault  were  planted  in  March, 
1999,  when  Microsoft  execs  gathered 
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to 
w 

:.i!lW 


Even  if  it  gets  the  technology  right, 

Microsoft  faces  such  formidable 
foes  as  AOL  Time  Warner  and  Sony 


Hue: 


at  a  retreat  on  the  shores  of  Puget 
Sound  to  ponder  their  strategy  for  the 
home.  Gates,  Ballmer,  and  Bach  won- 
dered if  they  could  build  a  new  gener- 
ation of  consumer  devices  based  on  PC 
technologies. 

Around  the  same  time,  a  handful  of 
engineers  deep  inside  the  company 
wanted  to  build  the  hottest-ever  game 
console.  Nat  Brown,  one  of  the  ring- 
leaders, recruited  Allard  to  get  behind 
the  project  during  a  day  they  spent  to- 
gether playing  video  games  at  Allard's 
cabin  in  the  Cascades.  "The  heart  and 
soul  of  this  thing  came  from  the 
garage — 5  to  10  dreamers  who  wanted 
to  take  Microsoft  into  a  new  space," 
says  Allard. 

Microsoft's  brass  decided  to  attack 
on  all  fronts.  Microsoft  seemed  to  turn 
the  corner  at  the  2000  Consumer  Elec- 
tronics Show  when  it  abandoned  its  tra- 
dition of  setting  up  a  series  of  booths  to 
market  its  products.  Instead,  it  created 
a  model  home  on  the  showroom  floor — 
complete  with  Jetson-like  gadgets  and  a 
family  of  actors — to  show  people  how 
digital  technologies  might  shape  their 
future.  "That's  when  the  whole  company 
got  the  'aha!'"  says  Microsoft  consumer 
products  strategist  Craig  J.  Mundie. 

Microsoft  decided  it  would  build  off 
what  it  sees  as  its  "three  pillars"  for 
the  digital  home:  MSN,  Xbox,  and  Win- 
dows xp,  which  includes  home  net- 
working technology.  That  way  the  soft- 
ware giant  can  leverage  its  strengths 


into  new  home  t 
tainment  categ 
such  as  online  r 
The  plan  no 
to  create  specij 
products  in  a 
range  of  ma 
rather  than  ti 
build  an  uber-boi 
would  handle 
function  from  g 
to  spreadsheets 
Microsoft  team 
pursuing  sep 
tacks  on  game 
soles,  consumer 
interactive  TV,  d 
home  applia 
handheld  gizmos 
online  services 
way  you  get  tc 
vision  is  by  bui 
individual  pro 
that  are  the  be  : 
their  own  catego 
says  Gates.  "It's 
Microsoft  Office 
built  that  with 
being  the  best, 
being  the  best.  They  all  had  to  b 
best  before  the  whole  integration 
came  together." 

Although  Gates  says  no  detailet 
exists  for  integrating  all  these 
products,  Windows  and  the  PC  art 
tral  to  the  strategy.  That's  why 
dows  XP,  the  newest  version  o 
company's  operating  system,  is  s 
portant.    After   years    of   prod 
crash-prone  software,  Microsoft 
delivered  an  operating  system  t 
more    like    a    consumer    appli| 
Launched  on  Oct.  25,  XP  seldom 
es  and  is  easy  to  use.  With  XP, 
snap  to  edit  home  movies  or  b 
programs  that  are  likely  to  greatl| 
pand  the  use  of  the  PC  in  the  I 
And  Windows  xp's  home  netwo 
technology  lets  the  PC  automat 
discover  and  connect  such  netwi 
devices    as    digital    audio    receil 
"We're  moving  Windows  to  the  1 
room,"  crows  James  E.  Allchin, 
vice-president  in  charge  of  Mien 
operating  systems. 

Microsoft  also  is  taking  a  page 
its  past  playbook:  It's  creatin 
ecosystem  in  which  hardware  m 
and  software  developers  can  c:| 
products  based  on  Microsoft  teehn> 
"We  have  partners  who  are  doing 
eras  and  screens  and  lots  of  peripl 
that  will  let  you  reach  out  to  al 
different  things  around  the  he 
Gates  says.  Already  signed  up: 
sung,  Hewlett-Packard,  and  NEC, 
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■;h  are  developing,  media  center  PCs 
J  use  eHome  technology, 
'hose  pes  will  use  a  Microsoft  soft- 
code-named  Freestyle.  In  addi- 
to  peripherals  such  as  a  mouse 
keyboard,     Pes     loaded     with 
style  would  include  a  TV  tuner 
to  connect  to  a  cable  service  and  a 
ite  control  to  navigate  the  system 
a  couch.  That  way,  consumers 
trjd  organize  their  music  files  or  home 
es  while  they're  sitting  at  a  desk 
ater,  use  the  remote  control  to  se- 
unes  or  videos  from  anywhere  in 
oom.  The  first-generation,  all-in- 
■.i]l  Freestyle  PCs  will  have  all  the 
ionality  of  a  TV  and  a  stereo.  The 
it  market:  college  students  and 
tment  dwellers  who   might  not 
it  the  space  or  budget  for  a  PC,  a 
nd  a  stereo.  The  second-generation 
-tyle  PCs  will  focus  on  the  broad 
lmer  market,  selling  boxes  that 
ext  to  TVs  around  the  house  and 
ufrect  back  to  the  main  PC. 
fie  first  major  connected-home  prod- 
<>m  Microsoft  will  be  a  gizmo  code- 
;jn  ed  Mira.  By  next  Christmas,  con- 
ers  will  be  able  to  buy  a  flat-panel 
itor  that  detaches  from  its  stand 
continues  to  connect  wirelessly  to 
PC  from  anywhere  in  the  house. 
I  a  stylus  tapping  icons  or  scrawling 
•rs  on  a  touch  screen,  Mom  can 
k  e-mail  from  the  kitchen,  the  kids 
chat  with  online  buddies  from  the 
^1  while  watching  MTV,  and  Dad  can 
>  at  Amazon.com  from  the  back 
h.  ViewSonic  Corp.  and  Wyse  Tech- 
%y  Inc.  will  make  the  devices  for 
;tle  as  $500. 

icrosoft  is  counting  on  Xbox  to  jump- 
its  digital  home  initiative.  Already, 
t  c  sales  are  hitting  the  high  end  of  an- 
j  s'  expectations.  Since  the  launch  on 
15,  about  1.5  million  consoles  have 
sold.  That  beats  Nintendo's  Game- 
,  which  has  sold  1.2  million  units 
1'  its  Nov.  18  launch.  Meanwhile, 
l-'s  PlayStation2,  out  since  Oct.  25, 
1,  rang  up  2.5  million  unit  sales  in 


J 


North  America  this  Christmas  season. 

Even  the  bookish  Gates  has  been 
sucked  in  by  Xbox.  Although  he  was 
never  much  of  a  gamer  before,  he  took  a 
test  version  on  his  vacation  in  October. 
Each     night,     after 
putting  their  two  chil- 
dren  to   bed,   Gates 
and     wife     Melinda 
plopped  down  on  the 
couch      and      found 
themselves  absorbed 
by  Fuzion  Frenzy,  a 
collection   of  45   ar- 
cade-style games.  "We 
played     four    hours 
straight  the  first  day, 
since  it  was  so  cool," 
says  Gates. 

While  Xbox  is  de- 
signed first  and 
foremost    to     best   T  .••   . 

Playstation  2  and  Later  this  year, 

GameCube,  the  con-  -.-•.  •n  i    ±. 

nected-home  vision  is  Mim  Will  let  COUCH 
a  constant  undercur-  ttt  i  o 

rent.  Microsoft  built  pOtatOeS  WeD  SUH 

networking  technolo-  «  -, 

gy  into  the  xbox  from  wherever 

that  will  let  gamers 
compete  against  one 
another  from  across 
the  street  or  around  the  world.  The 
company  plans  to  launch  its  Xbox  online 
gaming  service  by  the  middle  of  this 
year.  Robert  A.  Kotick,  chairman  and 
ceo  of  Activision  Inc.,  the  No.  2  game 
publisher,  believes  online  tournaments 
will  be  immensely  popular.  "It's  a  lot  of 
fun  to  waste  time  playing  video  games. 
It  would  be  a  lot  more  fun  wasting 
time  playing  video  games  and  winning  a 
trip  to  Hawaii  as  well,"  Kotick  says. 

For  all  the  nifty  technology,  Xbox  still 
needs  killer  games.  And  analysts  don't 
count  any  sure  blockbusters  in  the  initial 
bunch  of  20.  "What's  the  must-have 
game  that's  going  to  get  people  to  pay 
$300  to  buy  this  console?  I  just  haven't 
seen  it,"  says  analyst  Edward  Williams 
of  Gerard  Klauer  Mattison  &  Co.  He 


they  want 


expects  Xbox  to  capture  about  10%  of 
the  game  console  market  during  the  five- 
year  life  cycle  of  game  consoles  that's 
just  beginning.  So,  while  Xbox  could  be- 
come a  sizable  business  for  Microsoft, 
it's  only  a  piece  of  the 
puzzle. 

The  companies  that 
win  biggest  in  the 
home  will  likely  be 
the  ones  with  the 
most  direct  ongoing 
relationships  with  cus- 
tomers. Right  now, 
that's  AOL  Time  Warn- 
er, which  touches  46 
million  subscribers 
with  its  online  and  ca- 
ble businesses.  "The 
value  is  in  the  con- 
sumer relationships, 
not  the  technology. 
It's  about  subscrip- 
tions," says  AOL  Time 
Warner  Co-Chief  Op- 
erating Officer  Robert 
W  Pittman.  AOL  is 
collecting  $24  a  month 
from  most  of  the  33 
million  consumers  who 
connect  to  its  online 
service.  And  its  Time 
Warner  Cable  unit  gets  another  $54  per 
month,  on  average,  from  its  12.7  million 
homes.  Microsoft  can't  touch  that.  It's 
lucky  if  it  sells  a  home  PC  user  a  $90 
operating-system  upgrade  every  three 
or  four  years. 

And  when  it  comes  to  mastering 
consumer  technology,  Microsoft  sucks 
Sony's  exhaust.  As  cool  as  Microsoft's 
Freestyle  sounds,  Sony  already  has  in- 
troduced its  Vaio  MX  media  center  PC, 
which  does  everything  that  Freestyle 
aspires  to.  Microsoft's  Mira  is  nearly  a 
year  away.  But  more  than  a  year  ago, 
Sony  introduced  its  Airboard  in  Japan, 
a  flat-panel  screen  that  can  be  used  to 
check  e-mail,  surf  the  Web,  and  play 
video  games.  And  Sony  is  developing 
networking  technology,  dubbed  Feel, 
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that  will  make  it  easy  to  connect  all  of 
its  devices  to  one  home  network. 

Still,  no  company  is  better  fixed  than 
Microsoft  to  make  long-term  invest- 
ments in  the  digital  home.  With  $36  bil- 
lion in  cash,  it  can  afford  to  invest  heav- 
ily, experiment  broadly,  and  wait 
patiently  for  the  payoff.  Microsoft's  his- 
tory is  loaded  with  examples  of  perse- 
verance, msn  foundered  for  years  be- 


fore Microsoft  figured  out  how  to  turn 
it  into  one  of  the  top  destinations  on 
the  Web.  For  most  of  a  decade,  its 
server  software  was  the  laughingstock 
of  corporate  computing.  This  year,  it's 
expected  to  claim  47%  of  the  market. 

So  it's  not  surprising  that  Microsoft  is 
confident  it  will  win  in  the  home.  "A  lot 
of  this  stuff  isn't  a  question  of,  'Will  the 
dogs  eat  the  dog  food?'  It's  When?'" 


says  Microsoft's  Mundie.  Maybe 
competitors  such  as  Sony  have  t 
offering  customers  steak  rather  tl 
chow  If  Microsoft  can't  match 
will  end  up  on  the  outside  of  the 
home,  looking  in. 

By  Jay  Greene  in  Seattle,  with 
Hamm  in  New  York,  Catherine 
in  Washington,  and  Irene  M.  Ku 
Tokyo 


COMMENTARY 


By  Cliff  Edwards 


COME  ON,  STEVE-THINK  BEYOND  THE  MAC 


When  Apple  Computer  Inc.'s 
Web  site  proclaimed  "Count 
the  days,  count  the  minutes, 
count  on  being  blown  away"  in  antic- 
ipation of  the  annual  Macworld  Con- 
ference &  Expo  that  started  on 
Jan.  7  in  San  Francisco,  rumor  had  it 
Chief  Executive  Steven  P.  Jobs  was 
about  to  announce  the  Next  Big 
Thing.  Industry  watchers  hoped  Jobs 
would  unveil  a  home  me- 
dia management  center 
or  handheld  device  that 
would  help  catapult  Ap- 
ple beyond  the  slow- 
growth  desktop  comput- 
ing world  and  into 
dazzling  new  digital  de- 
vices for  the  home. 

That  turned  out  to  be 
wishful  thinking.  In- 
stead, the  highlight  of 
Jobs's  keynote  was  the 
debut  of  a  revamped 
iMac.  The  sleek  new  PC 
offers  a  15-inch  flat-panel 
monitor  connected  by  a 
swivel  arm  to  a  compact 
and  curvy  base  that 
holds  the  brains  of  the 
computer.  It's  a  beautiful 
design.  And,  in  an  only- 
too-familiar  refrain,  Jobs  called  it 
"the  best  thing  we  have  ever  done." 
Steve,  it's  time  to  admit  the  Mac- 
centric  strategy  can  only  go  so  far.  To 
boost  its  long-term  prospects,  Apple 
needs  to  reexamine  its  belief  that  the 
Macintosh  will  become  the  hub  in 
most  homes  for  coordinating  digital 
devices  such  as  cameras,  music  play- 
ers, and  handhelds.  Last  year,  Jobs 
announced  Apple's  digital  hub  strate- 
gy and  Apple  unveiled  whizzy,  easy- 
to-use  software  to  manage  home 
movies  and  digital  music.  In  mid-No- 
vember, it  brought  out  its  card-deck- 


sized  iPod  digital  music  player  capable 
of  storing  1,000  songs.  Problem  is,  all 
of  these  products  work  just  with 
Macs.  Sure,  125,000  iPods  were  sold  in 
six  weeks.  But  Apple  could  have  sold 
four  times  the  number  if  iPod  also 
worked  with  Windows  machines,  says 
UBS  Warburg  analyst  Don  M.  Young. 

Apple  shouldn't  give  up  on  the 
Mac,  but  it  could  open  vast  new  mar- 


soil  in  a  hurry.  The  company's  wo: 
wide  market  share  fell  to  2.9%  on 
Oct.  1,  from  3.3%  a  year  earlier,  a 
cording  to  market  researcher  IDC 
Corp.  What's  more,  a  slew  of  com 
nies  is  racing  to  offer  similar  digit 
products  for  the  home.  Microsoft 
Corp.  is  trying  to  morph  the  PC  in 
the  hub  of  the  digital  home.  And  a 
Palo  Alto  (Calif.)  startup  called  Mc 


NICE  IDEA,  BUT... 

The  new  iMac  is  snazzy,  bu^\:: 
Jobs's  "Digital  Home" 
concept  needs  more: 

►  An  all-purpose  media 
center  that  ties  together  a! 
home  digital  entertainmen 


►  An  iPod  digital  music 
player  that  works  with  botf 
Macs  and  PCs 


NEW  LOOKS,  SAME  MAC 

Jobs,  left,  shotvs  off 
the  revamped  iMac 


kets  for  itself  if  the 
company  applied  its  de- 
sign prowess  to  other 
products.  Mac  fans  have 
been  clamoring  for  an  Apple  hand- 
held organizer — similar  to  the 
Palm — that  wTorks  with  both  PCs  and 
Macs.  The  company  could  create  a 
sleek  Apple  media  center  that  wire- 
lessly  networks  any  kind  of  comput- 
er, handheld,  or  other  digital  equip- 
ment. Or  it  could  team  up  with 
consumer  electronics  companies  to 
create  Apple-branded  digital  gizmos 
with  Apple's  unique  look  and  feel.  So 
far,  though,  Apple  hasn't  signaled 
that  it's  planning  on  branching  out 
beyond  its  Mac  technology. 

Apple  needs  to  grow  roots  in  new 


►  A  Palm-like  handheld 
device  to  remotely  access 
a  home  media  center 


Digital  Inc.  is  working  with  cable 
and  satellite  providers  to  offer  a 
dia  center  that  would  not  only  cor 
trol  Mac  and  pc  software  but  inch 
a  personal  video  recorder  that  wi 
lessly  connects  all  the  TVs  in  a  he 
Apple  has  shown  time  and  aga 
that  it  can  break  the  mold  and 
computers  fun  and  easy  to  use.  Bi| 
that  hasn't  reversed  its  gradual  si 
into  irrelevance.  Now  it  needs  to 
break  out  of  its  all-Mac,  all-the-tir 
rut.  And  unless  it  does  so  soon,  tl 
company's  Web  site  might  as  we 
post  this  message:  "Count  on  bein|| 
underwhelmed." 

Edwards  covers  Apple  from  Sili\ 
Valley. 
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Science  &  Technology 


COMMENTARY 


By  Catherine  Arnst 


JUST  ANOTHER  HOLLYWOOD  MAD  SCIENTIST 


It's  not  easy  to  make  science  sexy. 
Just  ask  educators  around  the  na- 
tion, whose  students'  science 
scores  rank  way  down  in  internation- 
al comparisons.  Still,  the  public  does 
have  a  hankering  for  some  things  sci- 
entific: Physicist  Stephen  Hawking's 
A  Brief  History  of  Time  sold  millions 
of  copies,  and  his  latest  tome,  The 
Universe  in  a  Nutshell,  has  been  a 
best-seller  since  November. 

Now,  Hollywood  is  betting  that 
even  more  people  will  flock  to  a  big- 
budget  movie  with  a  scientific  back- 
ground— which  is  why  Oscar  winner 
Russell  Crowe  is  emoting  at  a  cineplex 
near  you  as  Nobel  prize-winning  math- 
ematician John  F.  Nash  Jr. 

Crowe's  new  movie,  A  Beautiful 
Mind,  follows  on  the  heels  of  three 
plays  on  Broadway  in  the  past  year 
with  scientists  as  their  lead  charac- 
ters— all  of  them  hits.  Copenhagen,  a 
British  import  that  ran  for  11 
months,  is  a  gripping  exploration  of  a 
real-life  1941  meeting  between  Nobel 
physicists  Niels  Bohr  and  Werner 
Heisenberg.  Both  worked  on  atomic- 
bomb  programs,  one  for  the  U.  S. 
and  one  for  the  Nazis.  The  play  is 
laden  with  challenging  concepts — not 
least,  the  Heisenberg  Uncertainty 
Principle — yet  the  drama  is  spell- 
binding even  for  viewers  who  never 
studied  physics.  Then  there's  Proof, 
which  won  a  Pulitzer  Prize  in  2001 
and  continues  to  play  to  packed 
houses.  It  features  a  fictional  mathe- 
matician based  on  John  Nash.  And 
QED,  which  will  return  to  Broadway 
on  Feb.  17  after  a  successful  fall  run, 
stars  Alan  Alda  as  iconoclastic  physi- 
cist Richard  Feynman,  another  archi- 
tect of  America's  A-bomb. 

The  good  news  is  that  all  this  cre- 
ative activity  proves  that  science  can 
be  entertaining  and  popular.  The  bad 
news?  The  two  productions  that  are 
reaching  the  largest  audiences — A 
Beautiful  Mi)id  and  Proof— insinuate 
that  scientific  genius  goes  hand-in- 
hand  with  insanity.  Granted,  the  Mad 
Scientist  has  long  been  a  feature  of 
science  fiction  and  horror  flicks,  but 
plays  like  Copenlmgen  and  QED  prove 
that  science  can  draw  an  audience 
without  resorting  to  such  cliches. 

As  for  Nash,  both  the  play  and 


the  movie  get  some  of  his  story 
right.  A  brilliant  mathematician  in 
the  1950s,  he  suffered  from  paranoid 
schizophrenia  for  some  30  years.  He 
had  only  recently  recovered  his  sani- 
ty when  he  was  awarded  the  1994 
Nobel  prize  in  economics  for  his 
trailblazing  work  in  game  theory — 
completed  when  he  was  in  his  20s. 
His  tale  was  chronicled  in  a  superbly 
researched  1998  biography  by  jour- 


By  falsely  saying  Nash 
was  ill  when  he  did  his 
best  work,  A  Beautiful 
Mind  inextricably  links 
genius  and  insanity 


nalist  Sylvia  Nasar,  also  called  A 
Beautiful  Mind.  But  this  is  not  the 
story  that's  on  the  silver  screen.  Di- 
rector Ron  Howard  and  screenwriter 
Akiva  Goldsman  take  pains  to  note 
that  their  movie  was  'inspired  by" 
Nasar's  book,  not  based  on  it. 

Indeed,  Nash's  story  is  barely  rec- 
ognizable in  the  movie  version.  He  is 
still  brilliant,  and  he  still  wins  the 
Nobel.  But  the  movie,  besides  throw- 
ing in  lots  of  spy-thriller  MacGuffins, 
implies  that  Nash  was  already 


gripped  by  schizophrenia  when  1 
arrived  at  Princeton  University 
graduate  student  in  1948.  Althoud 
schizophrenia  can  take  root  years! 
fore  it  is  diagnosed,  Nash,  thougll 
somewhat  eccentric,  exhibited  no  | 
hallmarks  of  the  disease  until  he 
30  and  already  well  established 
leader  in  his  field. 

Nasar,  for  one,  approves  of  Hoj 
wood's  version:  "I  think  that  if 

tried  to  do  a  straig 
DISTORTED:  biopic,  it  would  ha\ 
Russell  been  deadly."  She 

Crowe  as        points  out  that  Ne 
John  Nash     math  colleagues  i 
movie  were  depic 
as  both  brilliant  and  sane.  True, 
the  take-away  message  seems  to 
that  Nash's  greater  brilliance  wa 
extricably  linked  to  his  madness. 

O.  K.,  O.  K.,  it's  Hollywood.  But 
play  QED  shows  that  a  Nobel  ger 
can  be  both  entertaining  and  sane 
course,  it  would  be  hard  to  make 
Richard  Feynman  boring.  The  ch;| 
matic  physicist  wrote  best-sellers 
himself  and  was  celebrated  for  hi^ 
wit  and  even  his  drumming  (a  fa-j 
vorite  hobby)  almost  as  much  as 
his  work  in  reformulating  the  ab- 
struse theories  known  as  quantur 
electrodynamics  (the  QED  of  the  tJ 

Film  and  TV  star  Alan  Alda  coj 
missioned  QED  because  of  his  inte 
in  Feynman  and  his  own  long-! 
love  of  science.  "I  think  science  i^ 
endlessly  fascinating,"  he  says,  be 
cause  it's  about  the  struggle  to 
derstand.  "When  you  think  about 
every  play  by  Shakespeare  is  abcl 
people  trying  to  figure  things  outl 
Essentially  a  long  monologue,  QEi 
illustrates  well  Feynman's  famouJ 
sense  of  humor — and  his  beautiful 
mind.  Like  Copenhagen,  it  engagl 
despite  being  loaded  with  ideas  tj 
many  may  find  daunting. 

A  Beautiful  Mind  does  win  po| 
for  coming  up  with  an  ingenious 
tion  to  illustrate  game  theory.  In  I 
movie,  Nash  conjures  up  his  revel 
tionary  theory  as  a  way  to  pick  il 
girls  in  a  bar.  Proof  that  scientist| 
can  entertain  without  being  mad. 

Senior  Writer  Artist  covers  sc,\ 
from  New  York. 
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ovelopments  to  Watch 


-ED  BY  OTIS  PORT 


It 


10  PEAPODS 

TPACK 
INCH 


MOLECULES  NATURALLY 

^together  like  peas  in  a 
1  Spherical  clusters  of  car- 
oms called  buckyballs, 
•  xample,  are  quite  com- 
le  inside  straw-shaped 
ty.ubes,  also  composed  of 
carbon.  And  these  nano 
may  function  as  su- 
kkt  transistors.  That's  the 
mse  revealed  by  intricate 
irements  of  nano  pea- 
)y  a  research  team  led 
«li  Yazdani,  a  University 
i  nois  physicist. 

ng  a  scanning  tunnel- 
.•nicroscope,    the    team 
to  led   the    movement    of 
Tsjyballs   and   electron 
shown  in  this  image 
the  lilliputian  peapods. 
:ound  that  changing  the 
aeon  of  the  peas  can  trans- 
he  pod  from  a  conduc- 
to  a  semiconductor  or 
ulator.  As  a  result,  in 
e  nanochips,  carbon 
Is  may  become  a  ver- 
component  that  can  be 
to  play  different  roles. 
ufzdani's  team  used  pea- 
produced    by    David 
materials  science  group 
University  of  Pennsyl- 
which    first    created 
complex  structures  in 
>ince  then,  several  pea- 
irieties  have  been  pro- 
And  in  Japan,  scien- 
ave  stuffed  metal  atoms 
the  pealike  buckyballs 
ipods.  "There's  a  whole 
of  things  you  can  put 
to  modify  a  peapod's 
cal  properties,  says  Yaz- 
I  Studying  them  all  will 
him  busy  for  years.      ■ 


TURNING  A  BIONIG  EYE  ON  RETINITIS 


PATIENTS  WITH  RETINITIS  PIGMENTOSA  PROGRESSIVELY 
lose  their  sight  because  of  the  death  of  specialized  cells, 
called  rods  and  cones,  at  the  back  of  the  eye.  Normally 
these  cells  respond  to  light  by  creating  electrical  impuls- 
es that  the  brain  processes  into  images.  Existing  thera- 
pies for  retinitis  pigmentosa  slow  the  deterioration  of 
the  rods  and  cones,  but  they  don't  arrest  the  disease. 
Now,  scientists  at  the  University  of  Houston  and  a 
NASA-funded  laboratory  hope  it  may  be  possible  to  re- 
store vision  with  a  bionic  eye.  Alex  Ignatiev  and  Dr. 
Charles  Garcia  head  a  team  working  on  light-sensitive 
ceramic  detectors  that  appear  to  function  like  cone  cells. 
Hundreds  of  thousands  of  the  sensors  are  packed  togeth- 
er on  a  plastic  film  and  implanted  in  the  eye.  Studies  in 
rabbits  indicate  that  the  device  is  safe  and  stable,  and 
human  tests  could  begin  in  2003.  Because  the  signals 
generated  by  the  ceramic  detectors  are  different  from 
those  produced  naturally,  Garcia  cautions  that  the  artifi- 
cial retina  may  not  restore  normal  vision.   Ellen  Licki)tg 


BATTERY  POWER: 
WHERE  THE  LATTE 
MEETS  THE  LITHIUM 

IN    TODAY'S    MOBILE    WORLD, 

lithium-ion  batteries  are  the 
power  source  of  choice  for 
laptops,  digital  cameras,  and 
other  portable  gizmos.  How- 
ever, these  light  and  long- 
lasting  batteries  have  a  big 
drawback:  price.  They  cost  at 
least  30%  more  than  other 
power  packs.  But  Sony,  which 
launched  the  first  lithium-ion 
batteries  in  1990,  is  working 
on  a  surprising  way  to  cut 
their  cost. 

Here's  the  challenge:  Lithi- 
um is  a  highly  reactive  metal 
and  must  be  stabilized  by  en- 
capsulating the  molecules  in 
carbon — using  an  expensive 
form  of  graphite  derived  from 
oil.  Sonv  has  found  an  alter- 


native in  a  most  unlikely 
place:  coffee  makers.  In  1994, 
Shinichiro  Yamada,  a  re- 
searcher in  Sony's  central 
labs,  decided  on  a  whim  to 
see  if  used  coffee  grounds, 
which  are  largely  carbon, 
could  store  lithium.  Sure 
enough,  they  could. 

Sony  has  now  developed  a 
process  to  harvest  the  car- 
bon in  coffee  grounds.  Al- 
though tests  indicate  that 
batteries  made  with  coffee 
carbon  might  pack  even 
more  power  than  those  in 
use  today,  Sony  hasn't  decid- 
ed to  go  commercial  yet.  But 
if  it  does,  the  cost  of  carbon 
could  be  trimmed  by  50%. 
That's  because  there's  no 
shortage  of  the  raw  material 
in  Japan,  where  coffee-ser- 
vice companies  dispose  of 
270,000  tons  of  coffee  grounds 
a  year.  Irene  M.  Kunii 


A  CUISINART 
FOR  RECYCLING 
PLASTICS 

RECYCLING   THE    MOUNTAINS 

of  discarded  computer  cases, 
soda  bottles,  and  other  plastic 
waste  makes  ecological  sense. 
But  current  recycling  meth- 
ods have  serious  flaws. 
Reusing  a  mix  of  different 
plastics  typically  involves  a 
chemical  glue,  or  "compatibi- 
lizer,"  to  link  otherwise  in- 
compatible polymers.  With- 
out good  chemical  bonds,  the 
resulting  material  may  be 
fragile.  Yet  compatibilizers 
"are  expensive  and  don't  al- 
ways work,"  explains  Viktor 
Williams,  manager  of  global 
polymer  recycling  at  DuPont 
in  Geneva. 

A  new  process — in  essence, 
an  industrial-scale  Cuisinart — 
may  solve  these  problems. 
Developed  by  Bernard 
Dubrulle  d'Orhcel,  chief  tech- 
nology officer  of  New  York- 
based  startup  New  Gen- 
eration Plastic,  the  idea  is  to 
feed  used  plastics  into  a 
chamber  with  whirring 
blades.  As  the  blades  chop 
up  the  waste,  the  mechanical 
stress  seems  to  break  exist- 
ing chemical  bonds,  paving 
the  way  for  new  ones  to 
form,  says  Francesco  Paolo 
La  Mantia  of  Italy's  Univer- 
sity of  Palermo,  who  has 
studied  the  process.  In  fact, 
tests  show  that  the  resulting 
material  can  have  better 
properties  than  any  of  the 
original  ingredients — and  the 
process  is  far  cheaper  than 
current  recycling  methods. 
Says  Dupont's  Williams:  "It 
is  a  real  breakthrough."  He 
also  suggests  that  the  tech- 
nology could  prove  valuable 
in  making  new  and  better 
types  of  "virgin"  plastics. 

New  Generation  Plastic 
has  created  about  40  tons  of 
recycled  material  in  a  French 
research  lab  using  the  new 
technique.  It  expects  to  begin 
building  a  full-scale  plant  in 
the  Correze  region  of  France 
this  spring.  John  Carey 
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DOLLAR-COST 

AVERAGING, 

HEDGE  FUNDS 

FOR  SMALL  FRY 


Sometimes,  the  Best 
Game  Plan  Is  the  Easiest 

Dollar-cost  averaging  lets  you  forget  about  timing  the  marl 


BY  PETER  COY 

Over  the  past  few  years,  emotion  has  ruled 
the  stock  market.  Swept  up  first  by 
greed  and  then  by  fear,  investors  bought 
high  and  sold  low.  When  the  market  bot- 
tomed out  in  mid-September,  many  felt  so 
burned  that  they  hesitated  to  get  back 
in — and  so  lost  out  on  the  23%  rise  of  the 
past  four  months. 

Fortunately,  there  is  one  well-known  investing 
method  that  eases  anxiety  instead  of  provoking 
it.  Better  yet,  it  naturally  gets  you  to  do  the  sen- 
sible thing:  Buy  fewer  shares  when  prices  are 
high  and  more  when  prices  are  low.  It's  dollar- 
cost  averaging — the  old  and  blessedly  simple 
technique  of  putting  the  same  amount  of  money 
into  the  market  in  regular  intervals,  such  as 
every  week  or  month.  "Dollar-cost 
averaging  is  a  time-tested,  proven, 
highly  reliable  method  to  gather 
wealth,"  says  Frank  Armstrong  III, 
president  of  Investor  Solutions  in  Miami. 

Dollar-cost  averaging  is  a  way  of  life  for 
everyone  who  contributes  to  a  401(k)  plan  by 
payroll  deduction.  But  like  any  other  handy  tool, 
it  can  be  overused.  Top  financial  planners  say 
that  some  popular  notions  about  dollar-cost  av- 
eraging don't  stand  up  to  scrutiny.  For  instance, 
many  investors — and  even  planners — believe  t 
hat  dollar-cost  averaging  is  a  good  way  to  invest 
lump  sums.  That's  often  not  true.  Investors  may 
also  believe  that  dollar-cost  averaging  immunizes 
them  against  the  risks  of  volatile  stocks.  Again, 
not  true.  But  it  is  an  excellent — and  underused — 
way  to  liquidate  a  stock  portfolio  or  exercise  a 
batch  of  stock  options. 

If  you're  dollar-cost  averaging  through  a  401(k) 
or  other  defined-contribution  plan,  the  smartest 
thing  to  do  is  very  little.  In  other  words,  resist 
the  temptation  to  time  the  market  by  raising 
or  lowering  your  payroll  contributions  or  by 
shifting  your  allocation  back  and  forth  among 
stocks,  bonds,  and  money-market  funds.  The 


beauty  of  dollar-cost  averaging  is  that 
strains  you  from  pouring  in  too  much 
when  the  market  is  near  a  top  and  you're 
euphoric,  yet  it  forces  you  to  keep  eontri1! 

when   the   marl 

falling      and 

tempted    tc 

out.   Luckily,  | 

people  are 

sensible 

lazy  el 
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Strategies 


to  stand  fast.  In 
1999,  the  most  recent 
year  for  which  Fidelity 
Investments  has  data,  there 
was  almost  no  over- 
lap between  days  of 
high  stock-market 

volatility  and  days  with 
lots  of  activity  in  401(k)  accounts. 

It's  equally  important  to  know  when 
not  to  use  dollar-cost  averaging.  If  you 
suddenly  have  a  large  sum  of  money  to 
invest — an  inheritance,  a  bonus,  or  a  di-| 
vorce  settlement,  for  instance — you  ma^J 
be  better  off  putting  it  all  to  work  in  tlj 
market  at  once.  That's  because  stocks  go 
more  often  than  they  go  down.  So,  somecl 
who  dribbles  a  big  sum  into  the  markej 
little  bit  at  a  time  will  tend  to  come  out 
hind    someone    who    invests    the    samel 
amount  right  away.  Says  Carl  Camp,  pres- 
ident of  Eclectic  Associates,  a  fi- 
nancial planner  in  Fullerton,  Calif.: 
"Studies  indicate  the  stock  mar- 
ket goes  up  70%  of  the  time. 
Therefore,  [dollar-cost  averaging 
a  lump  sum]  will  be  wrong  70%  of  the 
time." 

Camp  says  he  and  others  do  advise  til 
slow  approach  when  they're  worried  abol 


Dos  and 
Don'ts  of 


UlillRlllMi 


Averaging 


STICK  WITH  IT  when  markets  tumble. 
Remind  yourself  that  your  dollars  are 
buying  more  shares  than  before. 

INVEST  THE  MOST  your  401(k)  plan  allows. 

INVEST  WINDFALLS  right  away  instead  of 
dribbling  money  into  the  market. 


DON'T 


SWITCH  YOUR  401  (k)  from  stoc 

bonds  or  a  money-market  fundj 
stocks  fall. 

INVEST  IN  VOLATILE  STOCKS  as;' 
dollar-cost  averaging  will  give  \ 
returns  without  risk.  It  won't. 
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r. 

It  a  client  would  suffer  from  an  early  loss  of 

paL  Jamie  Milne,  a  planner  in  Barre,  Vt., 

he  often  deals  with  people  such  as  recent 

Iws  who  have  never  invested  in  the  stock 

I .  "I  generally  find  that  the  best  thing  for 

to  do  at  first  is  nothing  or  at  least  start 

>  slowly." 

1  ^anwhile,  don't  kid  yourself  that  dollar-cost 

fcging  will  protect  you  from  the  ups  and 

lis  of  the  market.  Armstrong,  the  Miami  fi- 

|  al  planner,  says  the  strategy  won't  shield  in- 

I  >rs  from  the  risk  of  investments  that  fluctu- 

i  lot.  To  illustrate  the  point,  he  created  a 

'er  program  with  1,000  virtual  investors, 

I  investing  $1,000  a  year  for  50  years  in 

ies  that  produce  a  collective  return  of 

ear. 

ith  zero  volatility,  each  investor  ends  up 

the  same  sum  at  the  end,  about  $1.3  million. 

volatility  is  high,  as  it  is  with  individual 

stocks,  the  outcomes  will  be  widely  dis- 

pd.  Let's  say  volatility  is  30% — meaning 

only  a  two-thirds  chance  that  an  investor's 

|al  return  will  fall  within  30  percentage 

s  of  the  overall  return  of  10%.  In  that  case, 

aottom  500  of  the   1,000  will  earn  just 

)00  or  less.  Only  220  of  them  wall  manage  to 


12 


earn      $1.3      million 
(table).  The  average  re- 
turn remains  $1.3  million  only 
>ecause  a  few  huge  winners  off- 
t  the  preponderance  of  losers, 
rmstrong's    imaginary    example 
(s  the  deck  against  volatile  stocks 
trealistically  assigning  them  the  same 
return  as  stable  stocks.  But  the  point 
ns  that  dollar-cost  averaging  doesn't 
eally  smooth  out  volatility.  If  you're 
ed  about  the  risk  of  owning  stocks,  the 
er  approach  is  to  make  sure  you're  well- 
ersified.  If  you  still  don't  feel  comfortable 
ing  all  your  lump  sum  in  the  market,  sim- 
put  in  what  you  want  and  hold  back  the 
permanently.  After  all,  going  too  far 
is  no  better  than  going  too  far  fast. 
good  and  lesser-known  use  of 
-cost  averaging  is  in  selling 
.  People  who  need  to  liquidate 
portfolios — say,  for  retirement — 


can  spare  themselves  the  anxiety  of  trying  to 
time  the  market  by  arranging  to  sell  a  certain 
dollar  amount  of  shares  on  a  regular  basis.  Dol- 
lar-cost averaging  can  also  be  good  for  exercising 
stock  options.  If  risk  is  no  concern,  then  the 
best  time  to  exercise  options  is  at  the  last  pos- 
sible moment,  so  you  can  squeeze  out  the  last  bit 
of  likely  upside.  But  few  of 
us  are  that  blase  about  the 
possibility  of  a  last- 
minute  wipeout.  You  can 
lock  in  gains  by  setting 
up  a  schedule  for  op- 
tions exercise.  Heather 
Seiche  of  Komack 
Management  Services 
in  Natick,  Mass., 
says  that  for  top 
executives,  an 
options-exercise 
schedule  that 
is  approved 
by  corporate 
attorneys  can 
remove  the  im- 
pression that 
they're  selling  based 
on  negative  inside 
information. 

Dollar-cost  averag- 
ing does  complicate  the 
calculation  of  capital  gains 
when  you  sell  stocks  that 
you've  been  accumulat 
ing  in  a  taxable  ac- 
count, because  each 
small  purchase  has 
its  own  cost  basis 
Your  broker  will 
provide       you 
with  an  aver- 
age cost  ba- 
sis. Or  you 
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can        track 

each  lot  you  buy, 

selling  the  ones  that 

give  you  the  greatest  tax 

advantage. 

In  the  same  way  that  index 

funds  are  good  for  people  who  can't 

pick  stocks,  dollar-cost  averaging 

works  for  people  who  can't 

time  market  swings.  Which, 

come  to  think  of  it,  is  just 

about  all  of  us.  ■ 


Investing  the 
same  amount 
on  a  regular 
basis  forces  you 
to  be  sensible: 
When  prices  are 
high,  you  buy  fewer 
shares; when 
they're  low,  your 
dollars  buy  more 


Imagine  that  1,000  people  invest      *  ^      $1,000  a  year  for 

50  years  and  the  cumulative  annual  return  on  their  investments  is  10%. 
If  their  investments  have  zero  volatility — they  earn  10%  every  year — each 
investor  will  end  up  with  $1.28  million.  If  the  investments  are  volatile, 
a  few  will  do  much  better  than  the  10%  and  many  more  will  do  worse. 
The  higher  the  volatility,  the  lower  the  median  return — the  level  at  which 
half  the  people  do  better  and  half  do  worse. 


ANNUAL 
VOLATILITY 

0% 
10% 
20% 
30% 


MEDIAN 
RETURN 

$1,281,000 

$1,148,000 

$774,000 

$413,000 


NUMBER  OF  PEOPLE 

EARNING  AT  LEAST 

$1.28  MILLION 

1,000 
420 
310 

220 

Data:  Investor  Solutions  Inc. 
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Hedge  Funds 
Go  Wide 


You  can  buy  in  for  $25,000-but  beware  of  fees 


BY  LEWIS 
BRAHAM 


Kail  Street's  wizards  have  concocted  a  new 
type  of  hedge  fund  that  lets  investors  in 
for  well  below  the  standard  minimum  of 
$500,000  or  more.  With  investors  still  reel- 
ing from  the  ravages  of  the  recent  bear 
market,  the  sponsors  of  these  products  expect 
them  to  be  popular.  After  all,  the  average  hedge 
fund  eked  out  a  3.2%  return  last  year  using 


strategies  such  as  short-selling  and  merg 
bitrage,  compared  with  the  nearly  12%  ]| 
the  Standard  &  Poor's  500-stock  index.  Yel 
people  need  to  ask  themselves  whether  tl 
funds  are  worth  their  high  fees,  especialhl 
there  are  lower-cost  mutual  funds  that  c| 
eomplish  similar  objectives. 

These  new  hedge-fund  products  are 
funds  of  funds,  which  invest  in  other  hedge 
instead  of  individual  securities.  Funds  ofl 
have  existed  for  more  than  a  decade,  bj 
new  ones  have  added  a  wrinkle  by  register  [ 
closed-end  funds  under  the  Investment  CoJ 
Act  (ica)  of  1940.  Registered  fun) 
have  an  unlimited  number  of  inv< 
so  they  can  require  minimums 
as  $25,000.  Unregistered  funds  can] 
more  than  100  investors  and  r\ 
high  minimums  to  achieve  any  sc 

Only  about  10  of  these  funds 
erating,  including  three  run  by 
Asset  Management  and  two  by  (I 
heimer  Funds.  Most  were  launcl 
2001  (table).  Many  more  are  schedi 
open  this  year.  "Hedge  funds  are] 
mainstream,"  says  Charles  Graj 
chief  investment  officer  of  Heni 
Hedge  Fund  Advisory  Group.  1^ 
some  of  these  new  funds — by  alsc 
tering  under  the  Securities  Act  of 
will  have  the  ability  to  advertise 
public.  Traditional  hedge  funds 
that. 

The  potential  market  for  these  I 
is  huge.  By  law,  hedge  funds  caj 
accept  "accredited  investors"  v  j 
least  $1  million  in  assets,  but  pi  \ 
people  who  qualify  still  can't  af  | 
plunk  half  of  their  assets  into  a 
fund.  According  to  a  study  by 
gomery  Asset  Management,  90% 
lionaire  households  have  assets 
$1  million  to  $5  million  range.  Th  j 
million  households  are  the  primaij 
gets  for  funds  such  as  Montgomer 
ners  Absolute  Return  and  Opper 
Tremont  Market  Neutral  Fund. 

Still,  the  lower-rninimum  funds 
bargains.  Montgomery's  is  typical,  I 
ing  an  annual  management  fee  of| 
assets  plus  an  incentive  fee  equal 
of  investment  profits.  That's  in  addj 
fees  levied  by  the  underlying  hedge  I 
which  usually  take  1%  of  assets  plT 
of  profits.  The  total:  2%  plus  30%  <| 
its — compared  with  a  flat  1.5%  annually  for 
erage  equity  fund.  Roughly  speaking,  that  | 
if  a  fund  of  hedge  funds  has  a  gross  return 
the  net  after  fees  would  be  just  19.2%.  A 
mutual-fund  investment  would  net  28.1%.  I 
dition,  the  brokers'  sales  charge,  or  load,  t\ 
much  as  5%  off  the  top.  So  your  odds  of  be| 
no-load  mutual  fund  after  fees  are  slim. 


Charges  on  these  new  hedge-fund  products  can  be  steep  and  can  eat  into  returns 
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Mieo 


mild 


Early  California  Landmark 
Magnificent  Spanish  Gardens 


Professional  Artists'  Studios 
Unique  Shops 
Restaurant 

Open  to  the  public  Monday- Saturday,  10am-5pm 
75  Arbor  Road,  Menlo  Park,  CA  94025 

The  Allied  Arts  Guild  is  managed  by  the  volunteers 
of  Woodside-Atherton  Auxiliary,  benefitting 
Lucile  Packard  Children's  Hospital  at  Stanford 


For  information 
call  650-322-2405 

For  restaurant  reservations 
call  650-324-2588 


Lucile  Packard  Children's  Hospital 


STANFORD    UNIVERSITY    MEDICAL   CENTER 
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Damn  Rahlves 

2007  Super  G  World  Champion 


HOME  OF  THE  BRAVE. 

www.usskiteam.com 
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Call  now  and  get  a  free  guide 

to  investing  from  BusinessWeek 

and  Standard  and  Poor's. 


the  guide 
when  you  call 
about  our  free 
ninute  preview 
inar  that  will  put 
on  track  to  learning 
right  time  to  buy  and 
with  total  confidence, 
just  the  beginning  of  a 
prehensive  investment 
jram  from  BusinessWeek 
pays  big  dividends.  They're 
r  investments  shouldn't  you 
:he  one  with  the  knowledge? 


jet  your  free  guide  and    ^H 
i  up  for  a  free  preview  seminar^ 
now  because  seats  fill  fast. 

■800-379-2834 

:  us  at  www.workshops.businessweek.com 


■ 


■ 
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SEVEN    FLIGHTS  A  WEEK 
TO  TOKYO    OR  TAIPEI. 


Departing  7  times  a  week  from 
Los  Angeles,  our  luxurious  B747-400's 
fly  nonstop  to  Tokyo  or  Taipei, 
then  on  to  Kuala  Lumpur.  With 
spacious  seating,  a  flawlessly 
attentive  flight  crew,  on-board 
business  centers  and  a  menu 
that  redefines  airline  cuisine, 


J 

S^    Airlir 


Malaysia  Airlines  helps  you  arrive 
relaxed  and  ready  to  do  business. 
So  if  you're  headed  to  Tokyo, Taipei 
or  one  of  our  more  than  110 
destinations  worldwide,  fly 
with  Malaysia  Airlines.  Call 
your  travel  agent  or  Malaysia 
Airlines  at  (800)  552-9264. 


r 


% 


>Ji 


malaysiaairlines.i] 


Partners  in  Northwest  Airlines'  WorldPerks*  and  Delta  SkyMiles*  frequent  flyer  programs.  ©2001  Malaysia  Airlines. 


essWeek  Investor 


Funds 


that  the  bear 
it's  worst 
lay  be  over, 
funds  are 
ily  not 
investment, 
the  long  term, 
lave  trailed 
tP  500 


FUND  OF  FUNDS 


AXA  NEW  HORIZONS  FUND* 

DB  ABSOLUTE  RETURN  FUND' 

6AM  AVALON  MULTI-GLOBAL 

MONTGOMERY  PARTNERS 
ABSOLUTE  RETURN* 

OPPENHEIMER  TREMONT 
MARKET  NEUTRAL 

WHISTLER  FUND 


To  be  fair,  the  pur- 
pose of  funds  of  hedge 
funds  is  to  deliver  re- 
turns in  both  down  and 
up  markets,  not  to 
trump  mutual  funds  or 
a  stock  index.  In  that 
regard,  they  have  suc- 
ceeded in  recent  years, 
with  the  average  fund  of 
hedge  funds  delivering  a 
net  31.9%  three-year  cu- 
mulative return  vs.  the 
S&P  500's  1.7%.  But  now 
that  the  recent  bear 
market's  worst  days  ap- 
pear to  be  over,  these 
funds  are  probably  not 
a  good  investment.  Over 
the  long  term  they  have  lagged  the  s&P  500. 

Investors  looking  to  hedge  their  portfolios 
can  find  cheaper  alternatives  in  retail  mutual 
funds.  Merger  Fund,  which  has  a  $2,000  mini- 
mum investment,  is  up  44.2%  cumulatively  over 
the  past  three  years,  besting  the  average  fund 
of  funds.  It  uses  the  same  low-risk  merger-ar- 
bitrage strategy  as  many  hedge  funds  for  a 
fraction  of  the  cost — a  flat  1.34%  of  assets.  The 
list  of  successful  long-short  funds,  such  as 
Calamos  Market  Neutral  and  Boston  Partners 
Long-Short  Equity,  is  growing  (BW — Dec.  31). 
Such  funds  have  profited  handsomely  in  bear 
markets,  and  by  allowing  daily  redemptions, 
they  offer  greater  liquidity  than  hedge  funds, 
which  usually  permit  investors  to  cash  out  only 
quarterly  or  semi-annually. 

Technically,  some  of  the  new  hedge  fund 
products  don't  have  to  put  any  net  worth 


Low  Minimums,  High  Fees 


INVESTMENT 
MINIMUM 

$50,000 
$50,000 
$50,000 
$25,000 


FEES** 

2.50%  +  2%  load 
1.95%  +  2%  load 
2.00%  +  5%  load 
1.00%  +  10%  of  profits  +  load*** 


$25,000       2.15%  +  5%  of  profits  +  2.5%  load 
$150,000     1.00%  +  10%  of  profits  +  3%  load 


*ln  registration  "Fund  of  fund  fees  only;  does  not  include  management  and  incentive 
fees  of  the  hedge  funds  in  which  they  invest  ***Sales  load  not  disclosed 


Data:  Fund  prospectuses 


IDollars-and-Cents 
ide  to  the  Euro 


ww  currency  brings  many  benefit  to  Americans 


WID 

AMB 


On  Jan.  1,  Germany,  France,  and  10  other 
European  Union  nations  finally  introduced 
the  universal  currency  that  would  replace 
their  national  monies.  "This  is  a  great  day 
for  Europe  and  Europeans,"  exulted  Euro- 
pean Commission  President  Romano  Prodi  as 
church  bells  ushered  in  the  New  Year  and  the 
first  euro  notes  started  pouring  out  of  ATMs. 
But  what  does  this  massive  change- 
over mean  for  Americans?  Mainly  good 
things,  judging  by  the  reports  so  far. 
The  biggest  benefit:  Instead  of  keeping 
track  of  different  exchange  rates  and 


requirements  on  investors.  By  registering  with 
the  Securities  Act  of  1933,  funds  such  as  Oppen- 
heimer  Tremont  Market  Neutral  have  become 
public  securities  instead  of  private  hedge  funds, 
eliminating  the  need  for  accredited  investors.  "If 
you  register  under  the  1933  Act,  you  can  sell 
your  fund  to  anybody  you  want,''  says  Barry 
Barbash,  a  former  director  of  the  Securities  & 
Exchange  Commission.  That's  not  happening  yet, 
though.  Tremont  Advisers  has  set  a  net  worth 
minimum  of  $1.5  million  because  of  a  rule  forbid- 
ding funds  from  charging  incentive  fees  to  in- 
vestors with  less  than  that  amount.  Tremont  Ad- 
visers declined  to  comment. 

Maybe  one  day,  if  fees  come  down,  funds  of 
hedge  funds  will  be  worth  considering  for 
their  diversification  benefits.  But  right  now,  in- 
vestors must  pay  too  much  for  too  little 
in  return.  ■ 

various  sizes  and  shapes  of  notes 
and  coins,  travelers  can  now  use 
the  same  money  from  the  south  of 
Portugal  to  the  north  of  Finland. 
And  they'll  pay  just  one  commis- 
sion when  converting  dollars  into 
euros.  "It's  certainly  making  life  eas- 
ier for  me,"  said  Marion  Schneider,  a 
Philadelphia  schoolteacher  who  was  touring 
Germany,  Belgium,  and  France.  "1  changed  my 
dollars  in  Frankfurt  and  can  use  the 
euro  I  got  everywhere." 

The  euro  also  makes  it  more 
economical  for  travelers  who 
opt  to  withdraw  cash  from 
European  ATMs.  Because  you 
don't  have  to  worry  about  re- 
converting leftover  currencies, 
you  can  take  out  a  large 
amount  in  the  first  country  you 
visit  to  use  your  entire  trip.  That 
way,  you  make  fewer  withdrawals  and  pay  few- 
er fees.  So  a  tourist  planning  to  spend  two  days 
in  France,  two  in  Italy,  and  two  in  Spain  need 
only  use  the  cash  dispenser  once  instead  of 
three  times.  Schneider  figured  she  saved  at  least 
$20  in  commissions — "enough  for  a  nice  bottle  of 


H 
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Don't  worry  if  you 
have  money  left 
from  your  last  trip 
to  Europe.  You 
have  until  Feb.  28 
before  old 
currencies 
disappear  from  use 
in  most  nations 


wine,"     she     said. 

With   the   euro, 
Americans  will  find 
that  it's  now  easier 
to    compare    prices. 
Since  the  euro  is 
currently  worth 
about     900,     it's 
close  in  value  to  the 
dollar.   It  may  even 
reach  parity  early  in 
2003  as  it's  expected  to 
strengthen  by  up  to  10% 
against  the  greenback  later  this 
year.  In  any  case,  a  40,000  Italian 
lire  lunch  bill  is  a  lot  less  daunting 
when  it's  expressed  as  20.65  euro  ($18.60). 
"It's  a  lot  easier  thinking  in  euro,"  said  Astrid 
Smith,  a  New  York  insurance  worker  on  a  winter 
holiday  in  Europe.  "I  see  the  price,  take 
off  about  10%,  and  then  I  have  the 
dollar  equivalent." 

To  make  things  even  more  con- 
venient, the  euro  is  likely  to  be  ac- 
cepted in  European  countries  that 
are  retaining  their  currencies.  Major 
British  department  stores,  such  as 
Harrods  and  Marks  &  Spencer,  are 
happy  to  accept  the  new  money.  So  are 
many  tourist  establishments  in  Switzerland,  an- 
other favorite  destination  of  American  travel- 
ers. And  don't  forget:  The  euro  is  now  the  official 
currency  on  the  islands  of  Guadeloupe,  Mar- 
tinique, St.  Barts,  and  St.  Martin,  as  well  as  the 
Vatican,  Andorra,  and  a  number  of  other  re- 
gions around  the  world.  So  if  you  have  some 


Out  with  the  Old 


ONE  EURO 

COSTS 


END  OF  LEGAL  TENDER 
OF  LEGACY  CURRENCY 


LAST  DAY  COMMERCIAL 
BANKS  WILL  EXCHANGE 
LEGACY  CURRENCY 


AUSTRIA 
BELGIUM 


13.7603  schillings     Feb.  28,  2002 


FINLAND 
FRANCE 


40.3399  francs 
5.94573  markkas 


Feb.  28,  2002 
Feb.  28,  2002 


Up  to  individual  bank 
Dec.  31,  2002 


GERMANY 
GREECE 


6.55957  francs 
1.95583  marks 


Feb.  17,  2002 
Dec.  31,  2001 


Up  to  individual  bank 
June  30,  2002 


euros  left  from  your  summer  holiday  in 
you  can  use  them  on  your  winter  getawaj 
Caribbean. 

You  needn't  worry  if  you  have  old  cui| 
left  in  your  wallet  from  your  last  trip  to 
You  have  until  Feb.  28  before  legacy  cuii 
will  disappear  from  general  use  in  most 
Until  then,  you  can  pay  old  currencies 
banks  or  convert  them  into  dollars  at  UJJ 
rency  exchange  bureaus.  European  cor 
banks,  meanwhile,  will  accept  them  lor 
Feb.  28  in  most  euro  zone  countries,  ail 
they  stop,  national  central  banks  will  e>| 
them  for  years  after  that  (table). 

You  can  also  give  your  leftover  Europe;! 
.  and  coins  to  charity.  The  Giant  Food  Stonj 
which  has  more  than  100  stores  from  Vh( 
New  Jersey,  has  launj 
"Euro  Is  Coming"  campa 
The  Washington  Post  ancl 
Chase  Bank.  Just  drf 
change  into  collection  bl 
Giant  supermarkets.  The! 
ny  will  convert  them  intcJ 
and  donate  the  proceed?! 
Capital  Area  Food  Bs 
distributes  food  to  the 
and  around  Washington. 

Don't  bother  hoarding! 

notes  and  coins  in  the  hojl 

thev  will  be  coll 


TIME  PERIOD  THAT 
CENTRAL  BANKS 
WILL  EXCHANGE  LEGACY 
CURRENCY  NOTES 


Unlimited 
Unlimited 


IRELAND 
ITALY 


340.75  drachmas 
0.787564  pounds 


Feb.  28,  2002 
Feb.  9,  2002 


Feb.  28,  2002 

Up  to  individual  bank 


LUXEMBOURG 
NETHERLANDS 


1936.27  lira 
40.3399  francs 


Feb.  28,  2002 
Feb.  28,  2002 


Up  to  individual  bank 
Under  consideration 


PORTUGAL 
SPAIN 


2.20371  guilders 
200.483  escudos 
166.386  pesetas 


Jan.  27,  2002 
Feb.  28,  2002 


June  30,  2002 
Dec.  31,  2002 


Feb.  28,  2002 

Data:  Various  central 


June  30,  2002 
June  30,  2002 

banks 


10  years 
10  years 
Unlimited 
10  years 
Unlimited 
10  years 
Unlimited 
30  years 
20  years 
Unlimited 


items  one  daj| 
pean  central 
anticipate 
to  5%  of  tl| 
cy  currenc 
never  be  (| 
ed  into  ei 
too  much  of  | 
money    still 
floating  around  to  generl 
interest  from  serious  cl 
collectors.  Far  wiser  to  s| 
donate  any  old  currency 
holding. 

With  Christine 
in  Fr 
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ETURN      ON      COMMUNICATIONS 


(an't  have  too  much  of  a  good  thing.  Unless  you're  talking 

Sransactions —  and  your  network  can't  handle  the  load. 
Nabiscoworld.com  launched,  the  site  managers  faced 
|y  this  issue:  too  many  visitors  were  arriving  at  the  site. 
1  meant  too  many  people  were  turned  away.  Unhappy, 
solved  the  problem.  We  re-architected  the  site  to  handle 
E  the  current  monthly  visits.  And  we  added  performance 
ng  and  data-capture  tools  to  squeeze  out  more  usable 


information.  Result:  Nabiscoworld.com  receives  90%  more  visits. 
With  no  change  in  response  time.  And  at  greatly  reduced  cost. 
It's  proof  that  the  right  investment  in  your  communications  not 
only  solves  problems.  It  brings  an  immediate  return.  A  return 
AT&T  helps  you  realize. 
Got  a  traffic  problem?  AT&T  can  help  you  solve  it. 

Results:  Measurable.  Possibilities:  Boundless. 


AT&T  toll  free  at  I   866  346-9385  or  visit  us  at  www.attbusiness.com/return 


AT&T 
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Hers 


A  BALANCING  ACT 
FOR  GEN  X  WOMEN 


BY  TODDI  GUTNER 

hers@businessweek.com 

Many  baby 
boomers  focused 
solely  on  work  in 
order  to  succeed; 
younger  women 
want  more  time 
with  family 


The  New  Traditionalists 

The  following  shows  what 

percentage  of  Generation  Xers 

rated  various  values  and  goals  as 

being  extremely  important  to  them 

To  have  a  loving  famiiy  84% 

To  enjoy  life  79 

To  obtain  and  share  companionship  72 
with  family  and  friends 

To  establish  a  relationship  with       72 
a  significant  other 

To  have  a  variety  of  responsibilities  22 

To  earn  a  great  deal  of  money         21 

To  become  an  influential  leader       16 

To  become  well-known  6 

Data:  Catalyst 


Jill  Nelson,  33  and  single,  has  a  different 
attitude  toward  her  job  than  a  woman  a 
generation  older  might  have  had.  An 
institutional  sales  representative  for  Pfizer, 
Nelson  looks  forward  to  a  long  career  with 
the  pharmaceutical  company.  But  unlike 
many  baby  boomer  women  who  felt  they 
had  to  make  big  personal  sacrifices  to 
achieve  success,  Nelson  is  more  interested 
in  a  well-rounded  life.  "Do  I  want  to  be  ceo 
of  Pfizer?  No,"  she  says.  "But  I  do  want  a 
stimulating  position  that  will  let  me  bal- 
ance my  work  and  my  family." 

Nelson's  views  are  reflected  in  a  recent- 
ly study  of  Generation  Xers  by  Catalyst,  a 
New  York  group  that  seeks  to  advance 
women  in  business.  The  research  began  in 
2000,  but  was  updated  after  September  11. 
Of  the  1,300  professionals  aged  26  to  37 
who  responded,  70%  were  women.  The 
study  found  that  Gen  Xers  are  neither  slackers 
nor  frenetic  job  hoppers,  but  traditionalists  at 
heart.  "It's  a  generation  that  values  company 
loyalty  and  wants  work-life  balance,"  says  Cata- 
lyst President  Sheila  Wellington. 

In  fact,  nearly  half  of  the  young  professionals 
surveyed  would  be  content  to  spend  the  rest  of 
their  careers  with  their  current  companies.  In  ad- 
dition, over  70%  rated  companionship,  a  loving 
family,  and  enjoying  life  as  extremely  important. 
By  contrast,  less  than  20%  said  earning  a  lot  of 
money  and  becoming  an  influential  leader  were 
extremely  important  goals  (table). 

Many  of  their  predecessors — myself  includ- 
ed— who  came  of  age  in  the  1970s  and  1980s 
denned  success  as  rising  through 
the  ranks  and,  ultimately,  landing 
the  top  job.  "They  had  one  chance 
at  the  brass  ring,  and  they  didn't 
believe  they  could  jump  off  and 
then  get  back  on,"  says  Myra  Hart, 
a  professor  at  Harvard  Business 
School.  "To  them,  it  was  a  dis- 
tinct choice." 

That  choice  came  at  a  high 
price.  Another  recent  Catalyst 
study  showed  that  only  67%  of  top 
executive  women  with  MBAs  were 
likely  to  be  married,  compared 
with  84%  of  men  with  the  same 
work  success.  When  it  comes  to 
children,  nearly  75%  of  the  men 
have  kids,  while  only  49%  of  the 
women  do.  These  women  "had  to 
go  singlemindedly  to  get  into  the 
game  and  couldn't  have  gotten 
ahead  unless  they  let  everything 
go,"  says  Nancy  Evans,  editor-in- 
chief  at  iVillage.com.  "They  felt  re- 


HOME  FIRES: 

Pfizer's  Nelson 

is  looking  for 

a  well-rounded  life 


sponsible  to  succeed  on 
all  women."  When  I  was 
single,  I  was  working  niglj 
weekends  to  build  a  car 
took  a  husband  and  two  prd 


ers  to  make  me  realize,  at  40,  that  I  had 
better  balance  of  work  and  personal  sati 
I  did  it  by  reducing  my  work  hours, 
salary  cut,  and  dialing  back  my  ambition 

The  baby  boomer  women  who  have  ai 
senior  positions  in  their  fields  made  a 
pression  on  Gen  X  women — but  it  wasn't 
positive.  "The  sacrifices  those  women  m; 
transparent.  The  younger  women  can 
toll  it  has  taken,  and  they're  opting  for  a 
path,"  because  the  rewards  don't  seem  w 
says  Mary  Lou  Quinlan,  head  of  Just 
Woman,  a  marketing  company  that  help 
panies  better  understand  female  custom* 

Rather  than  landing  the  top  job,  wo 
their  20s  and  30s  want  to  have  more 
over  their  lives.  That  means  different  th 
different  people,  but  popular  options 
starting  businesses  or  working  for  con 
that  offer  flexible  hours. 

That's  certainly  the  case  for  Carolyn 
31,  a  human  resources  manager  at  publ 
tions  firm  Weber  Shandwick  Worldvt 
Boston.  "I  was  holding  myself  up  to  how 
see  me  as  successful,  using  external  fact' 
title  and  money,"  says  Regan,  a  mother 
who  recently  reduced  her  workweek 
days.  "I  love  my  career,  but  there  an 
things  in  life  I  want  to  take  advantage  c 

No  doubt  there  will  be  an  economic  anc 
price  to  pay  for  women  who  pare  their  \ 
hours  and  career  goals.  But  for  them,  sati 
comes  in  answering  to  their  own  valu 
Corporate  America's  expectations 


BusinessWeek  online 


To  join  a  discussion  in  our  forum,  see  hers.onl  | 
www.businessweek.com/investor/ 
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iHas  Your  Goodwill  Gone  Bad? 


Valuations  Are  More  Complex  Than  Ever. 


Complexity  and  confusion.  That's  what  the 


•o 


lew   accounting   rules    for   purchase    price 
^allocations     and     goodwill     testing     have 

5  'I 

i  ought  to  many  companies.  At  Standard  & 

'oor's  Corporate  Value  Consulting,  we  have 
n  I 
(,[the  expertise  to  help  you  interpret  and  address 

'the    valuation    requirements   of   the    newly 

f 

,  released    Financial   Accounting   Standards 

jr  No.    141-Business  Combinations  and   142- 

■ 

'^Goodwill  and  Other  Intangible  Assets. 

n(jOn  September  1,  2001,  Standard  &  Poor's 
"  acquired  the  U.S.  Corporate  Value  Consulting 


business  of  PricewaterhouseCoopers.  As  the 
largest  U.S.  provider  of  objective  valuation 
advice  for  financial  reporting,  tax  and 
corporate  finance,  Standard  &  Poor's 
Corporate  Value  Consulting  brings  over  30 
years  of  experience  to  your  business.  What 
you  get  is  insight  and  objectivity  in  one  place 
from  one  company.  It's  the  peace  of  mind 
knowing  that  you're  following  the  standards 
and  getting  it  right.  Call  us  today  to  put  our 
valuation  expertise  to  work  for  your  business. 

Standard  &  Poor's  Corporate  Value  Consulting 


STANDARD 
&POQ1TS 

Setting  the  Standard 


For  a  consultation  contact  1-866-CVC-VALU  or 
visit  our  web  site  at  www.standardandpoors.com 


\  Division  of  The  McGraw-Hill  Companies 


great  aesthetics  but  a  lusion  ol  de  .ign  and  technology  to  both  enhance  and  simplify  their  cornphcat 
Wf  thank  IDSA  and  BusinessWeek  for  re  ognizing  our  passion  (or  creating  cars,  motorcycles  and  produr 
iK.t  o' ily  move  oui  i  ustomers  :  hysii  i'ly  as  'the  ultimate  driving  machines,  bill  move  then  hearts  as  well ' 

Jangle,  Chief  of  Design,  BMW  AG,  Germany 


I 


"OXO   r 


laving 


ii  dlcated  to  providing  innovative  consumer  products  lhal 
he  II  •!  A  acts  as  both  a  reminder  and  a  measure  ot  how  true  we  are  to 
sure  to  the  consumer  and  the  business  world  Ihrouah  BusinessWeek  magai 

itional 


I 


<er  is  honorea  10  nave  Deen  recogni 

more  n 
-Nolan  Ar 


i 


"Asa 

design  excellence  l"hese  awards  confirm  category  creator! 
^s  technologies  converge,  design  becomes  more  valuable 
ill  Werner,  Corporate  Vice  President  and  General 


markets 
itegic  tool.' 
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iubinessWeek 
&  Presented  by  the  Indust 
)esigners  Society  of  Am 


IBM  Microsoft,  Apple  Computer  Nike  DaimlerChrysler,  FedEx.  Samsung  ant 
These  companies,  all  20U1  IDEA  winners,  show  that  good  design  pays  off  It  pi 
lower  costs,  heftier  profits,  greater  customer  satisfaction  and  new  product  tone* 
usinessWeek  is  again  proud  to  sponsor  the  Industrial  Design  Excellence  Awa 
i   impetftion  conducted  by  the  Industrial  Designers  Society  of  America 
epting  entries  from  Asia,  Europe.  Latin  America.  Canada  ana  other  toreii, 
roducts  sold  in  Nortti  America  BusinessWeek  will  publish  a  story  on  the 
■■■'■.  'pa '  issue  Designs  ot  business  and  medical  equipment,  consumer  pre 
phic  and  digital  media,  heavy  machinery,  transportation,  packaging,  er<viror 
'bits  and  furniture  are  eligible  The  deadline  for  entry  is  February  1 1.  2C 

entry  information  procedures  and  lees,  contact:  Industrial  Designers  Soct 
45195  Business  Ct..  Ste  250  Duties,  VA  20166-6717  USA  Telephone  703. 
Fax   703  787.8501    E-mail  k 
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Aol  Time  Warner's  new  hit  movie  Lord  of 
the  Rings:  The  Fellowship  of  the  Rbig  pres- 
ents a  strange,  fantastical  world.  It's  lit  one 
moment  by  fireworks;  the  next,  smoke  and  mist 
obscure  every  vista.  This  atmosphere,  at  once  in- 
triguing and  spooky,  turns  out  to  be  very  much 
like  what  awaits  anyone  who  dares  to  tour  aol's 
financial  world,  a  land  full  of  skyrocketing  cash 
flows  and  unfathomable  write-offs.  You  can  read 
aol's  financial  statements,  as  I  have  recently, 
and  come  away  with  as  clear  a  view  of  reality  as 
you  would  get  by  following  Frodo  Baggins 
through  Middle  Earth. 

This  is  a  pity,  because  shares 
in  aol,  trading  recently  near 
$32,  probably  look  tempting  to 
many  investors.  I  warned 
against  them  a  year  ago  after 
AOL  completed  its  deal  for  Time 
Warner  amid  enough  hype  to 
make  a  Hollywood  publicist 
blush.  But  they're  a  lot  cheaper 
today,  down  from  a  peak  in 
May  of  more  than  $58.  As  they 
kept  falling,  I  began  to  won- 
der: Are  they  a  bargain? 

Don't  bet  on  it.  It's  not  the 
litany  of  recent  AOL  worries, 
from  sluggish  advertising  sales 
to  slower  growth  in   ^H 
online  subscribers  to 
the  untimely  decamp- 
ment  of  ceo  Gerald 
Levin,  that  leaves  me 
skeptical.  It's  not  even 
the  $40  billion  to  $60 
billion    asset    write- 
down aol  is  taking  to 
concede    how    wildly 
overpriced  its  merger 
with     Time     Warner 
proved.  On  the  con- 
trary, these  concerns 
seem    to    have    been 

duly  noted  by  investors  as  aol  shares  edged 
their  way  down.  What  stumps  me  about  aol  is 
the  proposition  that  there's  some  magic  in  this 
media  monolith  that  should  compel  investors  to 
take  on  the  risk  implied  by  its  premium  price. 

To  CEO-in-waiting  Richard  Parsons,  a  rich  mar- 
ket valuation  makes  sense  given  the  company's 
strategic  position,  "aol  Time  Warner  is  the  most 
exciting  company  in  the  world,"  he  told  Wall 
Street  in  a  Jan.  7  presentation,  with  "the  poten- 
tial to  be  the  most  valuable."  One  day,  maybe. 
Today,  though,  it's  worth  wondering  if  aol  de- 
serves a  market  value  of  $146  billion,  No.  16  on 
planet  Earth,  just  behind  Cisco  Systems. 

A  clearer  picture  will  emerge  Jan.  30,  when 


the  company  is  set  to  release  detailed  results 
for  2001.  aol  already  has  indicated  that  the  year 
brought  5%  growth  in  revenue,  to  $38  billion. 
"EBITDA" — earnings  before  interest,  taxes,  de- 
preciation and  amortization,  a  measure  that  AOL 
and  other  media  companies  focus  investors  on — 
grew  18%,  to  nearly  $10  billion.  Amid  recession 
and  slumping  ad  sales,  that's  healthy.  Yet  that 
also  implies  a  price-to-EBlTDA  multiple  of  15, 
when  aol  itself  sees  EBITDA  growth  slowing  this 
year  to  8%  to  12%.  Next  to  shares  of  rival  Walt 
Disney,  trading  recently  at  an  EBITDA  multiple 
below  10,  AOL  stock  hardly  screams  "Buy  me!" 
aol  measures  success  internally  not  just  by 
EBITDA  but  also  by  "free  cash  flow" — cash  from 
operations  after  capital  spending  and  dividends. 
In  2001,  not  counting  a  raft  of  items  it  considers 
unusual,  the  company  estimates  free  cash  flow 
hit  $3  billion.  That  means  the  market  is  valuing 
aol  shares  at  49  times  free  cash  flow. 


New 


60 


AOL  TIME  WARNER 
STOCK  PRICE 


REEL  LIFE:  The  Rings  film  is  a  hit 


^0L      STOCK  PRICE 

V\  - 

30 X^" 


40 
30 
Ot-J I— L 


MONTHLY  CLOSE 


JAN.  8,  '02 


JAN.  31.  '01 
k.  DOLLARS 

Data:  Standard  &  Poor's  Comstock 


To  see  how  that  compares,  I  searched 
Morningstar's  database  for  companies 
with  positive  free  cash  flows  over  the 
most  recent  12  months  and  market  values 
of  at  least  $100  billion.  Various  accounting 
treatments  can  make  this  a  bit  hazardous. 

Yet  it  is  also  instructive.  Besides  aol,  I 

found  21  others,  from  market-cap  leader 
General  Electric  down  to  Philip  Morris. 
Only  four — Intel,  Vodafone,  Wal-Mart, 
and  sbc  Communications — were  trading  at  mul- 
tiples of  free  cash  flow  higher  than  aol's.  Many 
big  growth  stocks,  including  Microsoft  (29)  and 
Merck  (24),  were  going  a  lot  cheaper. 

In  the  Rings  movie,  a  world-weary  hobbit  at 
one  point  complains:  "I'm  feeling  like  butter, 
scraped  over  too  much  bread."  If  aol  shares 
tempt  you,  just  substitute  free  cash  flow  for  but- 
ter and  the  stock's  price  for  bread.  ■ 


BusinessWeek  online 


For  more  on  AOL  Time  Warner's  huge  write-off, 

go  to  barker.online  at  www.businessweek.com/investor/ 

and  click  on  "Columns" 
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Only  Ericsson  let 


your  network 

any  way  you 


Our  inventions  are  turning  tern  111 

into  your  business  op[M;;| 

Inventions  like  GPRS,  W/| 

and  Bluetooth. 

the  business  opportunities] 

And  with  30,000  patents 

worldwide,  doing  the  same  tl 

Another  reason  why  tht| 

most  powerful  telecommi 

companies,  like 
China  Mobile  and  France) 
choose  Ericsson.  Again  a  j 
www.eric! 
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VIC  IN  IBM'S  SIGHTS? 


ENE  G.  MARCIAL 


-storage  king 
could  wind  up 
NTs  pocket. 
i'  blood 
em  may  spark 
from  Baxter. 
;ottish  Power 
ing  around 
best  Natural 


In  the  wake  of  last  year's  tech  cave-in,  shares 
of  emc  (emc),  the  world's  No.  1  provider  of 
data-storage  hardware  and  software,  plunged 
from  80  in  mid-January,  2001,  to  10  on  Sept.  21. 
Since  then,  the  stock  has  rallied  to  17 — thanks  to 
some  analysts  who  think  emc  has  hit  bottom. 
But  at  least  one  money  pro  is  buying  emc  for  an- 
other reason:  Hilary  Kramer,  senior  managing  di- 
rector at  Cisneros  Group,  a  private  outfit  that 
manages  billions,  has  snapped  up  shares — be- 
cause she  believes  EMC  is  takeover  prey.  She 
expects  IBM  will  ultimately  buy  emc,  whose  mar- 
ket share  is  under  siege,  in  part  because  IBM 
has  made  a  forceful  foray  into  the  business. 

IBM  is  engaged  in  a  fierce  price  battle  with 
EMC  to  gain  market  share  in  the  $35  billion  stor- 
age business,  says  Kramer.  In  the  third  quarter, 
IBM  expanded  its  storage  business  by  more  than 
20%,  and  emc's  revenues  shrank  by  nearly  50%. 
It  wasn't  that  IBM's   storage 
product,  Shark,  was  superior. 
Rather,  IBM  was  "gift-wrapping 
Shark,"  and  was  almost  giving 
Shark  away  by  bundling  it  with 
server-storage-services  deals — 
and     hurting    margins,     says 
Kramer.  She  says  IBM  will  be 
willing  to  pay  a  premium  for 
emc  to  dominate  a  sector  that 
could  produce  60%  profit  mar-  KRAMER:  emc 
gins  to  a  company  that  provides   is  takeover  bait 
the  full  range  of  data-storage 
software,  hardware,  and  services.  If  it  buys  emc, 
IBM  will  acquire  emc's  high-end,  industry-trusted 
products,  which  would  advance  IBM's  goal  of  one- 
stop  shopping,  says  Kramer. 

Even  without  a  takeover,  emc  is  worth  20  a 
share,  based  on  six  times  the  company's  2003 
revenues,  says  Clinton  Vaughan,  an  analyst  at 
Salomon  Smith  Barney,  emc  and  IBM  declined 
comment. 

CERUS  MAY  GET  IN 
BAXTER'S  BLOOD 


A 


- 


LANGUISHING 
LATELY 


JULY  3.  '01         JAN9.02 
A  DOLLARS 
Data:  Bloomberg  Financial  Markets 


t  the  height  of  2001's  brief  but  intense 
biotech  fever,  Cerus  (cers)  was  a  highflier, 
soaring  from  33  in  April  to  75  on  July  3. 
Since  then,  the  stock  has  given  up  much 
of  its  gain,  languishing  at  around  47 
since  late  September.  Yet  the  goings-on 
at  Cerus  could  send  the  stock  up  again. 
Cerus  develops  products  that  make 
blood  transfusions  much  safer  by  pre- 
venting viruses  and  bacteria  from  repli- 
cating in  the  blood.  Cerus'  lead  product 
is  Intercept  Blood  Systems,  which  inac- 
tivates blood-borne  pathogens  in  trans- 
fusion products.  Clinical  trials  in  the 
U.S.  and  Europe  have  produced  favor- 


able results.  Cerus  presented  data  on  all  three 
of  its  primary  pathogen-inactivation  systems — 
platelets,  plasma,  and  red  blood  cells — in  Decem- 
ber at  a  conference  of  the  American  Society  of 
Hematology. 

Some  fund  managers  believe  approval  in  Eu- 
rope for  Intercept  platelets  will  come  earlier  than 
the  Street  expects — sometime  in  the  first  quarter 
of  2002.  Katherine  Martinelli  of  Merrill  Lynch 
says  that  if  such  approval  comes  through,  Cerus 
should  be  able  to  market  the  product  in  the  second 
half  of  this  year.  Cerus  also  has  filed  for  Food  & 
Drug  Administration  approval  in  the  U.S. — and 
clearance  is  expected  in  late  2002.  This  is  a  big 
deal  for  Cerus,  whose  partner  in  developing  and 
marketing  Intercept  is  Baxter  International,  with 
a  17%  stake  in  Cerus. 

Buyouts  have  been  plentiful  in  the  biotech  sec- 
tor, and  there  is  speculation  that  Baxter  may  ul- 
timately acquire  Cerus.  That's  very  possible,  says 
Martinelli,  who  thinks  Baxter  may  wait  to  see 
how  fast  sales  ramp  up.  Baxter  is  obliged  to  pay 
30%-to-50%  royalty  on  Cerus'  products  under  its 
partnership  agreement  in  what  could  be  a  multi- 
billion  dollar  market.  So  Baxter  might  just  opt  to 
buy  Cerus  rather  than  pay  the  big  royalty.  Mar- 
tinelli rates  Cerus  a  strong  buy,  with  a  12-month 
price  target  of  75.  Baxter  declined  comment.  Cerus 
ceo  Stephen  Isaacs  says  there  aren't  any  discus- 
sions with  Baxter  to  date  about  a  buyout. 

UPPING  THE  PRESSURE 
AT  NORTHWEST 

You  might  expect  the  stock  of  Northwest 
Natural  Gas  (nwn)  not  to  be  rising  just  now. 
It  is  seeking  to  purchase  beleaguered  En- 
ron's Portland  General  Electric,  valued  at  $2.8 
billion.  True,  Northwest,  a  fast-growing  company 
serving  Oregon  and  parts  of  Washington,  expects 
to  save  $30  million  a  year  in  efficiencies  from  the 
deal.  But  usually  the  stock 
of  a  buyer  comes  under 
pressure.  Instead,  the  stock 
has  risen,  from  22  in  Octo- 
ber to  26.15  on  Jan.  9. 

One  reason:  Northwest 
is  seen  by  smart-money 
pros  as  buyout  bait  itself. 
Some  industry  people 
think  that  a  potential  suit- 
or is  Scottish  Power,  a 
Glasgow  energy  group  en- 
gaged in  natural-gas  distribution  in  Britain. 
These  sources  say  that  Scottish  has  been  eyeing 
both  Portland  General  Electric  and  Northwest. 
It  may  get  its  hands  on  Portland,  these  pros  say, 
by  acquiring  Northwest — after  it  has  bought 
Portland. 
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Read  Gene  Marcial's  Inside  Wall  Street  Online  column  Tuesday 

afternoons  at  www.businessweek.com/today.htm.  And  see  him 

Fridays  at  1:10  p.m.  est  on  CNNfn's  The  Money  Gang. 
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Figures  of  the  Week 


%  change 


■  Stocks 

S&P  500 

Jan.    July    Jan.  Jan. 3-9 
1400  i i 1200 


U.S.  MARKETS 


Jan.  9 


Year  to 
Week      date 


Last  12 
months 


GLOBAL  MARKETS 


Jan.  9     Week 


1280 


1160 


1040 


COMMENTARY 

The  markets  sank  abruptly  on  Jan.  9, 
after  spending  most  of  the  day  in  pos- 
itive territory.  Better-tha n-expected  sales 
by  SAP  sparked  the  surge,  but  stocks 
then  fizzled  as  investors  worried  that 
the  rally  that  began  in  the  aftermath  of 
September  11  might  not  be  sustained. 
For  the  week,  Nasdaq  rose  3.3%,  while 
the  Dow  Jones  industrial  average  and 
S&P  500  index  were  flat. 

Data:  Bloomberg  Financial  Markets 
Bridge  Information  Systems,  Inc. 


S&P  500  1155.1  0.0  0.6  -11.2 

Dow  Jones  Industrials  10,094.1  0.2  0.7  -4.5 

Nasdaq  Composite  2044.9  3.3  4.8  -16.2 

S&P  MidCap  400  512.9  1.3  0.9  5.1 

S&P  SmallCap  600  235.3  1.6  1.3  11.9 

Wilshire  5000  10,782.4  0.3  0.7  -9.4 

SECTORS 

BusinessWeek  50*  740.6  0.7  1.5  -23.7 

BusinessWeek  Info  Tech  100**    431.6  1.5  2.9  -26.3 

S&P/BARRA  Growth  599.2  -0.1  0.8  -10.5 

S&P/BARRA  Value  554.6  0.2  0.5  -12.5 

S&P  Energy  818.4  1.4  0.0  -8.0 

S&P  Financials  147.4  1.1  0.0  -6.8 

S&P  REIT  93.5  0.1  0.1  7.1 

S&P  Industrials  260.6  -2.1  -1.9  -4.9 

S&P  Utilities  236.6  2.9  0.0  -8.0 

GSTI  Internet  110.5  4.8  5.3  -36.8 

PSE  Technology  719.2  3.4  4.6  -11.4 
-Mar.  19,  1999  =  1000       "Feb.  7,  2000  =  1000 


S&P  Euro  Plus  (U.S.  Dollar) 
London  (FT-SE  100) 
Paris  (CAC  40) 
Frankfurt  (DAX) 
Tokyo  (NIKKEI  225) 
Hong  Kong  (Hang  Seng) 
Toronto  (TSE  300) 
Mexico  City  (IPC) 

FUNDAMENTALS 


1069.7 
5228.5 
4587.0 
5288.2 
10,664.0 
11,440.7 
7775.8 
6560.6 

Jan.  8 


1.4 
0.2 

0.1 
2.3 
2.0 
0.8 

1.7 

2.3 


S&P  500  Dividend  Yield  1.33% 

S&P  500  P/E  Ratio  (Trailing  12  mos.)  48.9 
S&P  500  P/E  Ratio  (Next  1 2  mos.)*  22. 1 
First  Call  Earnings  Surprise*  8.19% 

'First  Call  Corp. 

TECHNICAL  INDICATORS  Jan   8      W 


S&P  500  200-day  average  1 166.7 
Stocks  above  200-day  average  6 1 .0% 

Options:  Put/call  ratio  0.67 

Insiders:  Vickers  Sell/buy  ratio  2.45 
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BEST-PERFORMING 
GROUPS 


Last 
month  % 


Last  12 
months  % 


WORST-PERFORMING    Last 

GROUPS  month  % 


Health-Care  Supplies  16.9 

Internet  Software  &  Svcs.  14.6 

Computer  Stores  12.5 

Air  Freight  &  Couriers  11.2 

Office  Electronics  11.1 


Office  Electronics  57.7 

Casinos  &  Gaming  52.5 

Motorcycles  45.9 

Metal  &  Glass  Containers  45.1 

Specialty  Retailers  45.0 


Wireless  Services 
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Photographic  Products 
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Mutual  Funds 


Weekending  Jan.  8 
■  S&P  500    ■  U.S.  Diversified    BAN  Equity 

4-week  total  return 


2        3 


4        5 


EQUITY  FUND  CATEGORIES 

4-week  total  return %      52-week  total  return 

Leaders 

Precious  Metals  6.7 
Diversified  Emerging  Mkts.       6.7 

Latin  America  5.6 

Pacific/Asia  ex-Japan  5.3 
Laggards 

Japan  -2.3 

Health  -1.0 

Communications  0.9 

International  Hybrid  1.1 


% 


Leaders 

Precious  Metals 
Small-cap  Value 
Real  Estate 
Mid-cap  Value 
Laggards 
Communications 
Technology 
Japan 
Europe 


25.5 
18.7 
11.3 

9.3 

-34.4 
-29.2 
-26.7 
-20.1 


Week  ending  Jan. 8 
■  S&P  500    ■  U.S.  Diversified    ■  All  Equity 

52-week  total  return 


EQUITY  FUNDS 

4-week  total  return 


%      52-week  total  return 


%      -12       -9       -6       -3 
Data:  Standard  &  Poor's 


Leaders 

Frontier  Equity  16.3 

Pilgrim  Russia  A  15.5 

Van  Eck  Troika  Dialog  A  11.5 

Matthews  Korea  11.1 
Laggards 

TCW  Galileo  Opportunity  N  -38.1 

TCW  Galileo  Incm.  &  Gr.  N  -23.6 

World  GenomicsFund.com  -10.4 


Reg.  Opport  Ohio-lnd.-Ky.  B    -6.6 


Leaders 

Pilgrim  Russia  A  91.0 

Schroder  Capital  Ultra  Inv.  76.0 

CGM  Focus  65.3 

Wasatch  Micro  Cap  56.9 
Laggards 

Merrill  Lynch  Focus  20  B  -65.4 

Berkshire  Focus  -65.4 

Berkshire  Technology  -64.8 

ProFunds  UltraOTC  Inv.  -62.8 


I  Interest  Rates 

KEY  RATES 


Jan.  9    Week 


MONEY  MARKET  FUNDS 
90-DAY  TREASURY  BILLS 
2-YEAR  TREASURY  NOTES 
10-YEAR  TREASURY  NOTES 
30-YEAR  TREASURY  BONDS 
30-YEAR  FIXED  MORTGAGEt 
tBanxQuote,  Inc. 


1.76%        1.8 


1.66 
2.98 
5.04 
5.49 
7.21 


1.7 


3.2>    m-,i 


5.1 


t 


5.5 

7.2 


M 

BLOOMBERG  MUNI  YIELD  EQUIVALENT     M 

Taxable  equivalent  yields  on  AAA-rated,  tax-exe 
bonds,  assuming  a  31%  federal  tax  rate. 

10-yr.  bone 


GENERAL  OBLIGATIONS 
TAXABLE  EQUIVALENT 


4.48% 
6.49 


INSURED  REVENUE  BONDS 
TAXABLE  EQUIVALENT 


4.67 
6.77 


f*T 


I  THE  WEEK  AHEAD 


RETAIL  SALES  Tuesday,  Jan.  15,  8:30  a.m. 
est*  Retail  sales  likely  dropped  1.2%  in 
December.  That's  based  on  the  median 
forecast  of  economists  surveyed  by  Stan- 
dard &  Poor's  mms,  a  unit  of  The  Mc- 
Graw-Hill Companies.  Sales  excluding 
autos  probably  posted  a  0.1%  gain. 

CONSUMER  PRICE  INDEX  Wednesday,  Jan.  16, 
8:30  a.m.  est*  Consumer  prices  foi 
goods  and  services  were  likely  unchanged 
in  December.  Excluding  food  and  energy, 
core  prices  probably  increased  0.2%. 


BUSINESS  INVENTORIES  Wednesday,  Jan.  16, 
8:30  a.m.  est*  Inventories  in  November 
are  projected  to  have  fallen  0.2%,  after 
tumbling  1.4%  in  October. 

INDUSTRIAL  PRODUCTION  Wednesday,  Jan. 
16,  9:15  a  m.  est*  Factory  output  in 
December  probably  held  steady,  while 
the  capacity  utilization  rate  likely  slipped 
to  74.6%,  from  74.7%  in  November. 

BEIGE  BOOK  Wednesday,  Jan.  16,  2  p.m. 
est*  The  Federal  Reserve  Bank  will  re- 


lease its  report  on  regional  ecc 
tivity  in  advance  of  the  policy 
scheduled  for  Jan.  29-30. 

NEW  RESIDENTIAL  CONSTRUCTION 

Jan.  17,  8:30  a.m.  est*  Hou 
in  December  are  forecast  to  hi 
3%,  to  an  annual  rate  of  1.6 

INTERNATIONAL  TRADE  Friday,  Jar 
a.m.  est*  The  trade  deficit  pr 
widened  to  $30  billion  in  Nov 
from  $29.4  billion  in  October. 
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0.7%  for  the  week,  led  by  technology.  Oracle,  the  software  giant,  propelled  the  group,  rising 
by  ADC  Telecommunications  and  EMC,  up  17.5%  and  17.4%,  respectively.  Applied  Materials, 
(conductor  equipment  maker,  also  climbed  12.0%  and  is  up  3%  since  March,  2001,  when  the 
50  were  chosen.  Brokerage  stocks  were  strong,  with  Merrill  Lynch  up  11.5%. 
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7.2 
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-15.1 

-2.5 

7.3 

-15.6 
-6.4 


26 

Verizon  Communications 

0.8 

0.9 

27 

Citigroup 

-2.4 

2.3 

28 

Sun  Microsystems 

4.1 

-32.3 

29 

Merck 

-1.6 

-26.2 

30 

El  Paso 

-4.4 

-38.5 

31 

Altera 

13.0 

-0.3 

32 

Marsh  &  McLennan 

-4.1 

-2.9 

33 

Household  International 

0.0 

-2.2 

34 

ChevronTexaco 

-0.4 

2.6 

35 

SBC  Communications 

-4.3 

-16.1 

36 

Mercury  Interactive 

5.4 

-38.6 

37 

AOL  Time  Warner 

-0.2 

-28.3 

38 

Washington  Mutual 

6.3 

2.4 

39 

General  Dynamics 

1.2 

20.7 

40 

Comcast 

1.8 

-15.6 

41 

Morgan  Stanley  Dean  Witter 

5.7 

-8.2 

42 

Tellabs 

6.0 

-60.9 

43 

Exxon  Mobil 

-0.9 

-3.6 

44 

Scientific-Atlanta 

6.6 

-42.1 
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-1.9 
4.4 

-1.5 

-3.8 


-50.3 
-2.9 
10.3 
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45  U.S.  Bancorp 

46  Paychex 

47  Merrill  Lynch 

48  Bed  Bath  &  Beyond 

49  Texas  Instruments 

50  Teradyne 
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-2.1 

12.7 


-10.8 

-10.3 

-3.3 

33.9 

-12.9 

11.8 


'  Auction  Index 


Change  from  last  week:  0.4% 
Change  from  last  year:  -11.1% 


index  rose  over  the  latest  week.  Be- 
1 1  of  the  four-week  moving  average,  the  in- 
LiS  160.5.  from  159.0.  After  seasonal  ad- 
n;f  and  crude-oil  refining  led  the  index 
;  r  power  and  rail-freight  traffic  also  post- 
er production  fell  sharply,  while  coal 
^  to  and  truck  plants  were  closed  for  the 
[  nee  of  the  seasonal  holidays.  The  index 
I*  pped  to  158.4,  from  159.9  in  November. 

of  the  index  components  is  at  www.business- 
tion  index  Copyright  2002  by  The  McGraw-Hill 
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I  Online  Resources 

BW  50  Track  the  index  and  the  com- 
panies in  it  all  day  long.  Plus:  our 
exclusive  Info  Tech  100  index. 

BUSINESSWEEK  INVESTING  Real  time 
market  coverage  and  investment 
tools  in  partnership  with  Standard 
&  Poor's. 

MUTUAL  FUNDS  Search  for  funds,  view 
BW  ratings,  and  read  Q&A's  with 
fund  managers. 

COLUMNS  Hot  stocks,  takeover  plays, 
and  the  latest  strategies  for  manag- 
ing your  money. 
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Index  to  Companies 

This  index  gives  the  starting  page  for  a  story  or  feature  with  a  significant 
reference  to  a  company.  Most  subsidiaries  are  indexed  under  their  own  names. 
Companies  listed  only  in  tables  are  not  included. 


ABN  Amro  (ABN)  34 
Activision  (ATVI)  68 
Agilent  Technologies  (A) 
12 

Airbus  Industrie  48 
Aironet  Wireless  Com- 
munications 60 
Alcatel  (ALA)  34.  54 
Alcoa  (AA)  40 
Allied  Domecq  52 
Amazon.com  (AMZN)  68 
AOL  Time  Warner  (AOL) 
35,  37.  68,  85 
Apple  Computer  (AAPL) 
16.72 

Arthur  Andersen  28 
AstraZeneca  (AZN)  38 
AT&T  (T)  35, 40 

B 


Bally  Total  Fitness  10 
Banamex  (C)  42 
Banco  Bilbao  Vizcaya 
Argentaria  42 
Bank  of  America  (BAC) 
64 

BankruptcyData.com  26 
Barksdale  Group  40 
Baxter  International  87 
Bear  Stearns  (BSC)  36 
Bertelsmann  37 
Blackstone  Group  26 
Boeing  (BA)  48 
Boston  Partners  Long- 
Short  Equity  Fund  78 
Bristol-Myers  Squibb 
(BMY)  38 
Britannica.com  8 


Calamos  Market  Neu- 
tral Fund  78 
Canon  (CAJ)  12 
Cendant  (CD)  40 
Cerent  (CSCO)  54,  60 
Charles  Schwab  (SCH) 
36 

Check  Point  Software 
Technologies  (CHKP) 
12 


Chevy  Chase  Bank  80 
Chiquita  Brands  Inter- 
national (CQB)  26 
Ciena  (CIEN)  34,  54 
Cisco  Systems  (CSCO) 
34.  54.  60.  92 
Cisneros  Group  87 
Citigroup  (C)  42,  62,  64 
Colgate-Palmolive  (CL) 
52 

Compaq  Computer 
(CPQ)  12 
Corning  (GLW)  32 
Creative  Labs  (CREAF) 
16 

Credit  Suisse  First 
Boston  12 

Crescendo  Communica- 
tions (CSCO) 60 
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DaimlerChrysler  (DCX) 
8.32 

Darby  Overseas  Invest- 
ments 43 

Deere  (DE)  32 

Dell  Computer  (DELL) 
12,40 

Deutsche  Bank  (DB)  12, 
20 

Diageo  (DEO)  52 

DuPont  (DD)  38,  50 

Dynegy  (DYN)  26,  62 

E 

Eastman  Kodak  (EK) 
34,64 

eBay (EBAY)  54 

EchoStar  Communica- 
tions (DISH)  35 

Eclectic  Associates  76 

Economy.com  8 
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Editorials 


THE  RETURN  OF  POLITICS  AS  USUAL 


Alas,  the  political  season  is  upon  us.  The  bipartisan  bon- 
homie of  the  post-September  11  period  is  gone,  at  least 
when  it  comes  to  domestic  issues.  With  congressional  elections 
only  10  months  away,  fierce  political  arguments  are  breaking 
out  in  Washington  that  have  little  to  do  with  economic  and  fis- 
cal reality.  It  may  be  wise  to  take  a  moment  to  analyze  the 
accusations  and  penetrate  the  posturing. 

Democrat  Tom  Daschle,  the  Senate  majority  leader,  stall- 
ed it  off  by  accusing  President  George  W  Bush  of  making  the 
recession  worse  with  his  $1.35  billion,  10-year  tax  cut  that 
killed  the  budget  surplus  and  raised  long-term  interest  rates. 
Not  so  fast,  Tom.  Economists  agree  that  cutting  taxes  and 
running  a  loose  fiscal  policy  during  a  recession  is  a  good 
thing.  Besides,  the  biggest  tax  cut  that  went  into  effect  last 
year  was  the  rebate,  which  Democrats  favored  along  with  Re- 
publicans. President  Bush's  big  tax  cuts  come  in  2004  and 
2006.  As  for  the  switch  from  surplus  to  deficit  exerting  pres- 
sure on  long-term  rates — well,  maybe.  The  prospect  of  eco- 
nomic recovery  could  have  lifted  rates,  too.  And  while  inter- 
est rates  did  fall  after  Bill  Clinton  raised  taxes  and  pushed 
the  budget  into  surplus,  they  also  fell  when  Ronald  Reagan 
cut  taxes,  deepening  the  budget  deficit. 

Bush's  response  to  Daschle — that  he  would  allow  Democ- 
rats to  tamper  with  his  cuts  and  raise  taxes  "over  my  dead 
body" — is  equally  partisan.  It  is  true  that  many  taxpayers  at 
the  top  end  are  paying  nearly  50%  of  each  marginal  dollar 
earned  to  government.  They  deserve  a  break.  But  the  Pres- 
ident's own  tax  cut  reverses  itself  in  2011,  raising  all  in- 
come, estate,  and  marriage-penalty  taxes  back  to  2001  levels. 


So  taxes  are  already  scheduled  to  go  up.  People  forgd 
including,  perhaps,  the  President. 

The  fact  is  that  two  schools  of  economic  thought  lie 
the  Sturm  und  Drang  of  the  current  political  battle, 
licans  believe  that  cutting  taxes  generates  growth.  Der 
believe  that  cutting  deficits  bolsters  growth.  The  evide| 
both  beliefs  remains  mixed. 

The  only  certainty  is  that  all  tax  legislation  gets 
because  real-world  circumstances  change.  The  si 
get  surplus  is  one  of  those  circumstances.  Last  year's 
for  the  surplus  was.  $5.6  trillion  over  10  years.  The 
will  take  $1.7  trillion  out  of  that  sum  ($1.3  trillion  for 
cuts  plus  $400  billion  for  the  extra  interest  on  the  feder 
that  must  be  paid  because  of  the  tax  cut).  Higher  spen<| 
security  is  expected  to  take  an  additional  $400  billion  [ 
the  surplus  over  10  years.  But  the  real  surprise  is  arj 
ticipated  $1.5  trillion  hit  to  the  surplus  from  the  currj 
cession.  Because  it  is  coming  at  the  beginning  of 
year  period,  the  recession  lowers  the  base  on  whl 
forecasts  of  economic  growth  and  tax  revenue  follow.  T'\ 
surplus  estimate  is  for  about  $1.9  trillion  over  10 
That's  still  a  nifty  sum.  But  not  if  you  want  to  pay  off 
tional  debt,  transform  the  military,  give  seniors  a  presol 
drug  entitlement,  and  bolster  Social  Security  and  Me| 

No  one  figured  the  recession  would  have  this  kindl 
pact.  But  it  has — and  politicians  will  have  to  deal  wit] 
gardless  of  their  beliefs.  When  the  partisan  rhetorij 
and  the  elections  are  over,  choices  will  have  to  be 
taxes  and  spending.  Sensible  people  know  this. 


ONE  ACCOUNTING  CODE  FOR  ALL 


Whom  can  you  believe?  Four  hundred  companies  have 
restated  their  earnings  in  the  past  three  years,  dev- 
astating investors.  Thanks  to  increasingly  lax  standards,  it 
now  takes  a  forensic  accountant  to  even  attempt  to  make 
sense  out  of  Corporate  America's  books.  One  result  is  the 
kind  of  disaster  that  enveloped  Enron  Corp. — an  implosion 
that  quickly  destroys  a  company  and  wipes  out  tens  of  bil- 
lions of  investors'  dollars.  An  even  greater  danger  may  lie  in 
the  slow  erosion  of  credibility  of  more  viable  companies 
that  use  opaque  financial-reporting  systems  to  stretch  the 
truth  about  their  earnings  and  leave  investors  in  the  dark. 
The  reputation  of  Cisco  Systems  Inc.,  for  example,  as  a 
high-tech  growth  machine  is  based  on  accounting  practices 
that  are  perfectly  legal  but  are  so  murky  that  they  cast 
doubt  on  past  performance  and  rosy  predictions  for  the  fu- 
ture (page  54).  Is  Cisco's  stock  really  worth  95  times  esti- 
mated calendar  earnings  when  Microsoft  and  Oracle,  which 
do  not  use  malleable  pro  forma  financial  statements,  have 
price-earnings  ratios  in  the  high  30s? 


The  problem  is  that  no  one  really  knows,  and  thatj 
ting  the  stage  for  a  big  investor  backlash.  As  ac 
gimmicks  spread  beyond  the  tech  sector,  investors  i| 
coming  increasingly  nervous  about  the  quality  of 
reporting  issued  every  quarter.  They  see  revenues 
generated  through  manipulating  reserves,  interest, 
nonoperating  income.  Income  is  being  pumped  up  by  | 
excess  inventory  previously  written  off  as  worthless, 
vestor  flight  to  quality  earnings  is  building  momentuil 
some  are  beginning  to  demand  dividends  as  tangible  p| 
a  corporation's  actual  earning  power. 

Corporate  execs  complain  that  current  generally 
accounting  principles  do  not  accurately  take  into  a 
cash  flow  and  operating  income.  They  are  right.  The 
ties  &  Exchange  Commission  and  the  Big  Five  acccj 
firms  must  come  up  with  a  uniform  standard  that  ad<| 
this  important  issue.  But  until  they  do,  companies  th  | 
games  with  their  numbers  run  the  risk  that  investors  ^j 
them  as  losers  and  take  their  money  elsewhere. 
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of  the  finest  audio  systems  possible,  you  may 
find  quiet  moments  an  all-too-rare  occurrence. 
In  their  effort  to  engage  all  of  your  senses, 
Lexus  engineers  haven't  overlooked  the  most 
important  one:  your  sense  of  safety.  To  that 
end,  a  new,  three-stage  drivers-side  airbag  and 
new  full-length  side-curtain  airbags 
have  been  added,  which  help 
provide  protection  in  the 
event  of  a  severe  frontal 
or  side-impact  collision.' 
Admittedly,  the  new 
ES  300  is  not  the  kind  of  art 
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you  simply  want  to  sit  in  front  of  and 
admire.  This  automobile  calls  out  to  be  driven. 
And  with  a  2 10 -horsepower  V6  engine  mated 
to  a  new,  five-speed  automatic  transmission, 
it  could  certainly  qualify  as  performance  art. 

But  perhaps  the  question  we  posed  earlier 
is  best  answered  by  yet  another  question. 

What  better  place  to  mull  over  what  passes 
for  art  these  days  than  behind  the  wheel  of  an 
automobile  that  has  the  power  to  move  you? 
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SLUGFESTS 

HEWLETT:  SHOW  ME 
CARLY'S  MONEY 

GET  READY  FOR  THE  NEXT 
round  in  the  venomous  public 
battle  between  Hewlett- 
Packard  and  board-member 
Walter  Hewlett,  who  is  lead- 
ing the  fight  to  kill  HP's  pro- 
posed purchase  of  Compaq 
Computer.  The  topic:  HP  ceo 
Carly  Fiorina's  post-acquisi- 
tion employment  contract.  In 
previous  filings  with  the  Se- 
curities &  Exchange  Commis- 
sion, HP  said  it  was  negotiat- 
ing a  richer  deal  for  Fiorina, 
which  would  reflect  the  job  of 
running  a  larger  company.  But 
in  the  latest  filing,  on  Jan.  14, 
HP  now  says  it  will  negotiate 


TALK  SHOW  Ul  am  incredibly  nervous  that  we  will  ii 
in  a  wave  of  accounting  scandals." 

— Sherron  Watkins,  an  Enron  vice-president,  in  an  August 
letter  to  Enron  CEO  Kenneth  Lay  (page  34) 


FACE-OFF:  Fiorina,  Hewlett 


Fiorina's  already-rich  package 
of  roughly  $70  million  in  salary 
and  options  in  her  first 
two  years,  critics  charge 
HP  is  trying  to  avoid 
antagonizing  share- 
holders. Any  big  raises 
may  not  go  over  well, 
since  HP's  stock  has  fall- 
en 60%  since  Fiorina 
took  over  in  July,  1999. 
Now  BusinessWeek 
has  learned  that  Hew- 
lett— a  member  of  the 


the  contracts  for  Fiorina  and 
five  other  execs  "following  the 
completion  of  the  merger." 
The  same  goes  for  Compaq 
boss  Michael  Capellas  and  four 
of  his  execs. 

Such  details  count.  Corpo- 
rate governance  experts  say 
shareholders  have  a  right  to 
know  what  top  brass  will  earn 
before  they  vote.  But  given 


committee  that  drafts  com- 
pensation— wants  HP  to  re- 
lease contract  intentions  be- 
fore the  shareholder  vote, 
which  could  come  in  March. 
The  likely  first  stop:  the 
sec.  Says  Hewlett's  lawyer, 
Stephen  Neal:  "It's  clearly  ma- 
terial information,  and  the  SEC 
ought  to  make  them  make  it 
public."  Peter  Burrows 


SEPTEMBER  11 


WHO  GETS  DISASTER  AID?  WHO  DOESN'T? 


BUSINESSES      AROUND      THE 

World  Trade  Center,  we 
know,  were  crippled  by  the 
terrorist  attacks.  And  since 
September  11,  the  Small 
Business  Administration  has 
doled  out  $200  million  in 
loans  to  help  them  recover. 

Yet  it's  not  just  mom-and- 
pop  shops  near  Ground  Zero 
getting  these  30-year  loans 
at  4%.  An  Oct.  22  decision  by 
President  Bush  to  make  the 
whole  U.  S.  and  its  territories 
a  "disaster  zone"  made 
affected  small  business- 
es nationwide  eligible, 
too.  So  since  then,  the 
SBA  has  granted  more 
than  1,000  loans  totaling 
$95  million  outside  metro 
New  York.  One-third  of 
them  have  gone  to  Flori- 
da, where  businesses  say 
they've  been  hurt  by 
the  resulting  plunge  in 
tourism.  Even  companies 
in  far-away  Guam,  five  in 
all,  have  gotten  loans  to- 
taling $156,000. 

Some  examples:  Fast 
Lane  Clothing,  a  beach- 


wear  maker  in  Tampa, 
claimed  $168,000  after  the 
cancellation  of  a  September 
trade  show  at  which  it  ex- 
pected to  book  orders. 
"Tourists  weren't  traveling, 
so  we  weren't  selling,"  says 
ceo  Lori  Davis.  Adds  Bob 
Odell,  founder  of  Real  World 


Diving  in  Guam,  which  re- 
ceived an  sba  loan:  "All  of 
our  tourists  dried  up." 

To  give  more  businesses  a 
shot  at  loans,  the  SBA  ex- 
tended a  Jan.  21  application 
deadline  to  Apr.  22.  "Business 
owners  were  trying  to  weigh 
the  options.  'Do  I  take  on 
more  debt?  What  do  I  do?'" 
says  an  sba  spokeswoman. 
"This  is  going  to  take  some 
pressure  off."       Brian  Grow 


THE  LIST    RELIEF  FOR  SMALL  BUSINESSES 


Small  businesses  outside  New  York  City  received  $95  million 
in  disaster  loans.*  Ones  in  these  states  got  the  most: 

VALUE 
NO.  OF  OF  LOANS 

STATE  LOANS  MILLIONS 


FLORIDA 

313 

$23.2 

CALIFORNIA 

89 

7.1 

MASSACHUSETTS 

47 

5.2 

TEXAS 

45 

4.8 

NEW  JERSEY 

42 

5.6 

NEW  YORK  (non-NYC) 

40 

4.4 

PENNSYLVANIA 

37 

4.6 

GEORGIA 

37 

3.8 

OHIO 

24 

1.7 

COLORADO 

21 

3.6 

'Since  Oct.  22 


Data:  Small  Business  Administration 


HONCHOS 

WHYCHAINSAW 
OPENED  HIS  WALI 

THOSE  WHO  KNOW  "C 

Al,"   the   former 
chairman  accused  of  c| 
the  books,  say  he's  a 
ous  cheapskate.  So  v 
Al  Dunlap  agree  on 
to   pay  $15  million 
share  in  the  settlemer 
class  action  brought 
beam  shareholders? 

It's  a  good  question] 
daily  because  it's  ur 
Dunlap  would  have 
pay  a  penny  of  his  estij 
$125  million  net  worth 
he  lost  the  case.  Tha^ 
cause    under    Florid* 


assets   jointly  DUNLA 
owned    by    a  Still  ft 
husband     and   a  civil 
wife  are  "judg-  ~~ 
ment-proof."  Only  the 
of  Dunlap's  wife,  Judy 
divorce  would  have  ma 
covery  of  the  alleged 
lion    in    damages    pos 
Dunlap's  attorneys  m 
clear  that  he  "has  a  ; 
marriage  and  his  wife 
excellent  health,"  says 
tiffs'  attorney  Robert 
reich,  "so  we  probably  o 
reach  those  assets." 

Despite  that,  legal  e: 
say,  Dunlap  probably 
that  if  a  jury  had  foun 
guilty  of  fraud,  it  woi 
devastating  for  him  in 
pending  civil  case  brouj 
the  sec.  It  alleges  that 
lap  and  other  officers  er 
in  massive  financial  fn 
trial  is  set  for  2003.  E 
admitted  no  wrongdo; 
the  settlement  and  insis 
innocent.  John  A 
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Up  Front 


OVER  THERE 

ONE  CURRENCY, 
MANY  PINK  SLIPS? 

DOES  THE    INTRODUCTION   OF 

the  new  single  currency  in 
Europe  mean  the  prospect  of 
thousands  of  unemployed  cen- 
tral bankers?  Could  be. 


CENTRAL  BANK  SURFEIT 


The  euro  zone's  central  banks  are 
still  fat  with  highly  paid  toon 

NUMBER 
OF  STAFF 

DEUTSCHE  BUNDESBANK     16,074 


BANQUE  DE  FRANCE 


15,265 


BANCA  D'lTALIA 


8,515 


EUROPEAN  CENTRAL  BANK       1,040 

Figures  are  for  2001 

Data:  Central  banks,  Morgan  Stanley  Dean  Witter  &  Co. 


The  12  countries  of  Europe 
using  new  euro  notes  still 
have  12  independently  func- 
tioning central  banks  with 
their  own  governors  and 
56,000  employees  who  earn 


$4.2  billion  a  year.  That's 
more  than  twice  as  many  peo- 
ple employed  by  the  U.S. 
Federal  Reserve  System, 
which  serves  a  larger  econo- 
my. Bank  of  Italy  Governor 
Antonio  Fazio  alone  makes 
$700,000,  more  than  quadruple 
Alan  Greenspan's  salary. 
The  European  Central 
Bank  now  sets  the 
euro's  interest  rates  and 
monetary  policy.  The  na- 
tional banks  are  meant 
to  carry  out  ecb  deci- 
sions. But  the  European 
Center  for  Integration 
Studies  in  Bonn  says 
this  division  of  labor  is 
inefficient  and  in  need  of 
reform.  Without  francs, 
marks,  and  guilders  to 
manage,  the  only  re- 
sponsibilities of  national 
central  bankers  now  are  con- 
trolling money  flow,  collect- 
ing data,  and,  in  some  cases, 
supervising  local  banks.  Does 
that  really  require  56,000 
people?         David  Fairlamb 


PUDGEBALL  NATION 

AT  LAST,  TAX  BREAKS 
FOR  TUMMY  TUCKS 


bending,  running,  and  other 
activities  required  in  her  job. 
It  was  also  susceptible  to 
sores  and  infections.  The 
judge  agreed,  allowing  $7,691 
in  surgical  costs  as  a  medical 
deduction. 

Tax  lawyer  Stephan  Leim- 
berg,  who  publicized  the  rul- 


DO  YOU  HAVE  A  NEW  YEAR  S 

resolution  to   lose   weight? 
And  who  doesn't  (chart)?  You 
might  be  heartened  by  a  re- 
cent U.S.  Tax  Court 
decision. 

Special  Trial  Judge 
Carleton  Powell  ruled 
in  December  that 
surgery  to  remove 
hanging  skin  left  af- 
ter a  woman's  100- 
pound  weight  loss 
was  tax-deductible. 
Powell  overruled  the 
Internal  Revenue  Ser- 
vice, which  called  the  BELLYING  UP  for  liposuction 
woman's       surgeries 


cosmetic  and  therefore  not 
deductible. 

Before  you  rush  out  for  a 
tummy  tuck,  note  the  exten- 
uating circumstances.  The 
woman,  an  emergency-room 
nurse  in  Roanoke,  Va.,  said 
the  skin  spilled  onto  her 
thighs  and  interfered  with 


ing  in  his  online  newsletter 
for  financial  professionals, 
says  that  it  clarifies  the  tax 
distinction  between  what  is 
treatment  for  an  illness  vs. 
what  is  merely  cosmetic.  Says 
Leimberg:  "It's  a  recognition 
that  obesity  is  a  serious  dis- 
ease."   Carol  Marie  Cropper 


DRAWN  &  QUARTERED 


the  conUmmatod 


offices 
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'ZINE  SCENE 

A  MEDIA  WATCHDOG  GETS  TO  BARK  AGAIN 

here's  a  scenario:  the  COMPANY  you  WORK  FOR  CRUMBl 
but  you  really,  really  like  your  job.  If  you're  the  vete| 
hacks  of  Media  Grok,  an  irreverent  e-mail  newsletter 
fished  by  the  now-defunct  Industry  Standard,  you  st£ 
your  desk.  With  seed  funding  from  MP3.com  founder  Mid 
Robertson  and  another  angel  investor,  the  seven  writ| 
launched  a  new  version,  Media  Unspun,  on  Jan.  4.  In  a 
sure  of  the  previous  newsletter's  popularity,  they  signedj] 
10,000  subscribers  within  a  week. 

For  four  years,  Media  Grok  turned  out  witty  daily 
sessments  of  the  biggest  dot-com  news  stories  for  free| 
about  100,000  people.  When  the  Internet  bubble  burst,  Me 
Grok's  parent  went  bankrupt.  The  last  e-mail  went 
September. 

Don't  look  for  free  content  from  the  new  iteration,  thoul 
Starting  March,  a  yearly  subscription  to  Unspuris  daily  sij 
maries  of  tech-business  news  will  cost  $50.  In  the  first  is& 
entitled  "Cheer  Up!  At  Least  You're  Not  Enron,"  Unspun 
sessed  articles  about  the  failed  giant  from  10  publications,] 
eluding  the  Houston  Chronicle  and  Financial  Times.  Sj 
Jimmy  Guterman,  editor  of  both  the  old  and  new  newslett 
"We  went  from  'Wouldn't  it  be  nice  to  keep  doing  this?' 
Wouldn't  it  be  nice  if  someone  would  pay  us?'  to  'Let's  justl 
it.' "  Well,  either  that  or  find  a  new  job.  Heather  Gr\ 


THE  BIG  PICTURE 


FRESH  START 

Percentage  of  Americans  saying  the 
most  important  thing  they  could  do 
in  2002  would  be  to: 

RE0UCEDEBT 

MPJOVEPERSOHAL  RELATIONSHIPS 
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Polls,  surveys,  and  other  items  for  consideration  in  this  section  should  be  sent  to  upfront  '  businessweek.com 
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GAZING  INTO 

THE  STOCK  MARKET 


After  two  years  o£  extensive  eco- 
nomic analysis,  I  have  uncovered  three 
critical  facts  about  the  market:  (1)  Ana- 
lysts are  liars.  (2)  You  can't  time  the 
market.  (3)  Companies  without  earnings 
are  not  good  bets  ("Where  to  invest," 
Cover  Story,  Dec.  31). 

Armed  with  this  powerful  inside  in- 
formation, I  still  spent  more  than 
$100,000  on  tech  stocks  last  year — which 
leads  me  to  another  critical  point:  Greed 
always  overrules  common  sense. 

I  would  have  been  better  off  by  wait- 
ing for  December  to  arrive,  buying  a 
copy  of  BusinessWeek,  and  reading  the 
annual  "Investment  Outlook  Score- 
board." Thanks  for  the  great  insights. 

Tom  Viegandt 
Mississauga,  Ont. 

"This  recovery  will  be  a  slog"  ("Where 
to  invest,"  Dec.  31),  with  its  tremendous 
range  of  "predictions,"  clearly  displays 
the  fact  that  these  forecasts  are  really 
"educated  guesses." 

Joseph  Carro 
Paso  Robles,  Calif. 

"The  power  of  negative  thinking" 
("Where  to  invest,"  Dec.  31)  expressed 
bewilderment  that  forecaster  James  W 
Paulsen's  predictions  for  2001  were  so 
negative,  [even  though]  they  proved  to 
be  so  accurate.  Paulsen  presented  a 
valuable  and  realistic  analysis  of  what 
the  future  might  actually  hold.  Unlike 
the  majority  of  his  peers,  he  offered  re- 
alism rather  than  unbridled  optimism. 

Rather  than  being  an  errant  negative 
voice  that  by  fluke  was  accurate,  Paulsen 
was  sound  in  his  approach.  The  others 
marched  like  wide-eyed  optimists  in  lock- 
step.  In  an  environment  that  traditionally 
passes  through  peaks  and  troughs,  why 


do  you  seem  to  have  so  much  dl 
for  the  bearers  of  news  other  thanl 
bright  and  well  in  the  business  vn 

Greg 
Puste  Sady,  S\\ 

WHY  WILLAMETTE 

ISN'T  GIVING  IN 

"It's  time  for  Willamette  to 
to  Weyerhaeuser"  (News:  Anah 
Commentary,  Jan.   14),  dealing  | 
Willamette  Industries  Inc.'s  dt 
against   Weyerhaeuser   Co.'s 
takeover,  misstates  our  position.  | 
erhaeuser    has    attempted    to 
Willamette  into  selling  its  busint 
less  than  the  board  believes  tht 
pany  is  worth.  Willamette  has  re 
based  on  its  commitment  to 
sure  stockholders  receive  full  val| 
their  shares.  The  board's  recc 
delivering  industry-leading  retuj 
very  strong,  and  we  believe  our 
egy  will  continue  to  deliver  suj 
value. 

Your  article  claims  I  have  "arl 
that  the  Georgia-Pacific  Corp. 
the  only  way  to  "make  Weyerha 
go  away"  and  that  I  would  "nevt 
to    [Weyerhaeuser    CEO    Steveil 
Rogel."  This  is  absolutely  untrue,  \ 
challenge  you  to  document  when 
said  anything  of  the  sort.  Althoug] 
unlikely  that  I  would  feel  warm] 
ward  any  person  who  undertakes 
tile  takeover,  it  is  preposterous  t<i 
gest  that  I,  or  any  other  memo] 
Willamette's  board,  would  let  pe( 
animosities  prevent  us  from  conl 
ing  the  best  interests  of  Willai[ 
stockholders. 

Your  claim  is  further  underminl 
the  fact  that  we  recently  enteral 
discussions  with  Weyerhaeuser  tj 
to  reach  an  agreement.  Business] 
entitled  to  its  opinion  about  wr 
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Now  imagine  there  are 
40,000  people  in  the 
boat.  Or  400,000.  How  do 
you  keep  your  employees 
pulling  in  the  same 
direction?  Especially  in 
difficult  economic  times, 
when  it  takes  greater 
effort  and  efficiency  to 
ensure  the  highest  level  of 
customer  satisfaction.  At 
Siebel,  we've  created 
Employee  Relationship 
Management  software. 
It  gives  your  employees 
instant  access  to  the 
company's  knowledge  and 
information.  People 
can  share  data  and  tactics. 
Make  smarter  decisions. 
And  produce  better 
results  for  your  customers. 
Now  even  the  biggest 
worldwide  corporation 
can  work  the  way  it  needs 
to  work.  As  one. 


Good  service 
is  good  business. 


:n.r.  lx-  tin-  trademarks  ot  iiicir  iu-.[x 


www.siebel.com  1-800-356-3321 
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the    new    bottom    lj  n  e 


Business  as  usual? 
Never  heard  of  it.   Now 
it's  turn  on  a  dime.  Get  it 
to  market  today  because 
tomorrow  is  too  late. 

At  Tyco  Capital,  we've 
helped  hundreds  of  companies 
with  lending  and  leasing 
solutions  ASAR  Each  one 
designed  to  take  advantage 
of  a  changing  world  and  still 
manage  the  bottom  line. 

And  that,  of  course, 
is  our  bottom  line. 

We're  Tyco  Capital. 
The  financing  subsidiary  of 
Tyco  International.  On  the 
Web  at  tycocapital.com. 


©2002  Tyco  Capital  Corporation   Tyco  Capital  companies  are  subsidiaries  of  Tyco  International  Ltd. 
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Earn  $350,000 1st  YEAR?  Yes. 

tarn  $2,000,000*  After  2  Years 
On  Anticipated  Acquisition?  Yes. 


Our  company  establishes  small  medical  facilities  under 
a  rapidly  expanding  20-year-old  government  program. 


Medical  background  completely  unnecessary. 
More  than  175  contracted  facilities  nationwide... 
and  growing.  $125,000  down  required. 


Please  visit  our  web  site: 


www.corf.com 
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CORRECTIONS  &  CLARIFICATH 

"Acacia  is  all  set  to  blossom"  (Inside  ' 
Street,  Dec.  31)  should  have  said  Ace 
Research  has  pacts  with  leading  TV 
ers,  "except  for  Sony  and  Mitsubishi,"  ra' 
than  "including  Sony  and  Mitsubishi.'  i 


best  for  Willamette's  shareholders 
the  truth  is  that  Weyerhaeuser  is  si 
not  walling  to  pay  what  we  believe 
full  and  fair  price  for  Willamette. 

William  Swin 
Chairman  of  the  B 
Willamette  Industries 
Portland, 
Editor's  note:  We  erred  in  stating 
Swindells  has  argued  that  a  me 
with  Georgia- Pacific  would  be  the 
way  to  thwart  a  hostile  bid  by  We 
liaeuser.  But  several  sources  tell  E 
nessWeek  that  Swindells  did  not  i 
to  sell  to  Rogel. 
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Has  Your  Goodwill  Gone  Bad? 


Valuations  Are  More  Complex  Than  Ever. 


Complexity  and  confusion.  That's  what  the 
new  accounting  rules  for  purchase  price 
allocations  and  goodwill  testing  have 
brought  to  many  companies.  At  Standard  & 
Poor's  Corporate  Value  Consulting,  we  have 
the  expertise  to  help  you  interpret  and  address 
the  valuation  requirements  of  the  newly 
released  Financial  Accounting  Standards 
No.  141-Business  Combinations  and  142- 
Goodwill  and  Other  Intangible  Assets. 

On  September  1,  2001,  Standard  &  Poor's 
acquired  the  U.S.  Corporate  Value  Consulting 


business  of  PricewaterhouseCoopers.  As  the 
largest  U.S.  provider  of  objective  valuation 
advice  for  financial  reporting,  tax  and 
corporate  finance,  Standard  &  Poor's 
Corporate  Value  Consulting  brings  over  30 
years  of  experience  to  your  business.  What 
you  get  is  insight  and  objectivity  in  one  place 
from  one  company.  It's  the  peace  of  mind 
knowing  that  you're  following  the  standards 
and  getting  it  right.  Call  us  today  to  put  our 
valuation  expertise  to  work  for  your  business. 

Standard  &  Poor's  Corporate  Value  Consulting 


STANDARD 
& POORS 

Setting  the  Standard 


For  a  consultation  contact  1-866-CVC-VALU  or 
visit  our  web  site  at  www.standardandpoors.com 


.\  Division  <>j  The  McGraw-Hill  Companies 


You  never  see  owls  era! 


It's  easier  to  avoid  accidents  at  night  when  you  can  see  in  the  dark. 

Which  is  exactly  what  our  intelligent  infra-red  system  will  do  for  your  car  in  the  near  future. 

Find  out  more  about  the  vision  of  accident-free  driving  at  www.daimlerchrysler.com. 


Books 


WHAT  WENT  WRONG? 

Western  Impact  &  Middle  Eastern  Response 

By  Bernard  Lewis 
Oxford  .  180pp  •  $23 


HOW  THE  ISLAMIC  WORLD 
LOST  ITS  EDGE 


Early  Islamic  civilization  greatly 
benefited  from  scientific  works  of 
the  ancient  Greeks  and  Romans, 
but  later  Muslim  scholars  took  a  more 
insular  approach.  "In  the  prevailing 
view,  the  corpus  of  medical  knowledge 
had  reached  perfection  in  the  days  of 
Avicenna,"  a  Persian  who  died  in  1037, 
writes  Middle  East  scholar  and  Prince- 
ton University  emeritus  professor 
Bernard  Lewis.  One  exception  was 
syphilis,  known  as  the  "Frankish  pox," 
which  the  Muslim  world  believed  came 
from  Europe.  "It  was  therefore  accept- 
able to  translate  European  writings  on 
the  diagnosis  and  treatment  of  this  dis- 
ease," Lewis  writes.  Unfortunately,  the 
volumes  given  to  the  Turkish  Sultan  in 
1655  were  largely  based  on  work  that 
was  already  a  century  old. 

This  vignette  is  typical  of  Lewis, 
whose  What  Went  Wrong?:  Western  Im- 
pact and  Middle  Eastern  Response  ar- 
gues that  Islamic  culture  has  largely  it- 
self to  blame  for  a  long  period  of 
decline.  Lewis'  take  is  erudite,  amus- 
ing, and  nasty.  He  indulges  in  sweeping 
generalizations.  Yet  for  all  its  faults, 
this  volume  is  a  timely  and  provocative 
contribution  to  the  current  raging  de- 
bate about  the  tensions  between  the 
West  and  the  Islamic  world. 

Lewis  traces  today's  "seething  anger" 
among  Muslims  to  the  Islamic  world's 
catastrophic  loss  of  influence  and  power 
to  the  West,  which  began  in  about  the 
15th  century.  He  also  notes  that  Muslim 
leaders  perceived  the  slide  and  tried 
various  strategies  to  halt  it,  to  no  avail. 

Finding  themselves  at  first  unable  to 
keep  pace  with  the  West  and  later 
falling  under  its  domination,  Lewis  ar- 
gues, residents  of  the  Islamic  lands 
grew  increasingly  embittered.  Over 
time,  they  came  to  blame  foreign  vil- 
lains— the  Europeans,  the  Jews,  the 
Americans — for  their  shortcomings.  Is- 
lamic fundamentalists  also  blame  their 


cultures'  supposed  "abandonment  of  the 
divine  heritage  of  Islam"  and  demand  "a 
return  to  the  real  or  imagined  past." 

At  the  peak  of  Islamic  power,  in  the 
9th  through  13th  centuries,  Lewis  says, 
Islam  "represented  the  greatest  mili- 
tary power  on  earth — its  armies  were  at 
the  same  time  invading  Europe  and 
Africa,  India  and  China.  It  was  the  fore- 
most economic  power  in  the  world It 

had  achieved  the  highest  level  so  far  in 
human  history  in  the  arts  and  sciences 
of  civilization."  The  reversal  since  then 
has  been  quite  remarkable.  In  the  19th 
century,  the  Western  powers 
began  colonizing  the  Islamic 
world,  and  after  World  War  I, 
they  sliced  up  the  Ottoman 
Empire.  The  second  half  of  the 
20th  century  "brought  further 
humiliations."  Residents  of  the 
Islamic  world  found  themselves 
surpassed  in  living  standards 
and  technical  prowess  by  Asia. 
What's  more,  the  Arab  coun- 
tries were  unable  "to  prevent 
half  a  million  Jews  from  estab- 
lishing a  state  in  the  debris  of 
the  British  Mandate  for  Palestine — all 
the  more  of  a  shock." 

Lewis  produces  some  choice  vi- 
gnettes of  Islam's  encounter  with  the 
West.  In  the  late  17th  century,  a  Turk- 
ish visitor  to  Vienna  reports  "an  ex- 
traordinary spectacle":  the  emperor 
taking  off  his  hat  to  a  woman  in  the 
street.  "In  this  country  and  in  general 
in  the  lands  of  the  unbelievers,  women 
have  the  main  say,"  the  writer  con- 
cludes. About  80  years  later,  another 
Ottoman  diplomat  in  the  same  city  de- 
scribes what  seems  to  have  been  an 
early  experiment  with  electricity.  "The 
whole  thing  is  merely  a  plaything,  we 
did  not  think  it  worthwhile  to  seek  fur- 
ther information,"  he  says. 

Islamic  leaders  could  see  that  they 
were  losing  their  edge.  As  early  as  the 


15th  century,  an  Ottoman  Grand 
warned  that  the  infidels  were  g: 
naval  superiority.  The  Ottoman  I 
pire  tried  many  remedies.  It  acqj 
Western  arms.  It  brought  in  We| 
technocrats.  In  1830,  a  British 
officer  in  the  Bosphorus  was  astoij 
to  hear  a  military  band  playing  R<| 
The  reforming  Sultan  had  gone  thj 
mile  in  seeking  foreign  help,  ever 
ting  an  Italian  conductor  to  tr 
marching  band. 

But  none  of  the  remedies  wc 
Lewis  argues.  Despite  efforts  at 
lating  Western  economies,  today  tr 
ports  of  the  Arab  world  aside  frc 
amount  to  no  more  than  those  ot 
land.  When  imposed  in  the  regior, 
European  nation-state  model 
produced  impoverished  tyrannies. 

Lewis  attributes  the  gulf  that 
ally  widened  between  the  Islamic 
and  the  West  to  "greater,  morej 
found"  differences  than  could  be 
by  mimicry.  Western  society  allo\ 
individual  far  more  freedom  and 
for  creativity.  Islamic 
place  severe  restrictior 
women,  spawn  rapacious 
and  lack  a  separation  betij 
religion  and  state. 

Persuasive  as  Lewis 
readers  should  be  wa 
book  largely  depends  on| 
dence  from  Turkey,  whicll 
had    considerable    success 
building    a    modern    so<1 
Meanwhile,  Lewis'  main 
are   the   Arab   countries 
Iran.  The  shortcomings  he  identifie 
ply  to  many  of  these  lands,  but  s>j 
their  woes  stem  from  other  sources! 
Why  not,  for  instance,  blame  th( 
toman  Empire,  which,  when  it  colla 
in  1918,  left  its  people  unpreparei 
cope  with  modernity.  Cold  war  rivq 
also  led  Middle  East  states  to  sperl 
weaponry  rather  than  developmenf 
Still,  one  wishes  leaders  in  th<] 
lamic  world  would  pay  heed  to  sonl 
Lewis'  themes.  He  says  that  "grof 
numbers  of  Middle  Easterners" 
adopting  "a  more  self-critical  appro 
asking  "what  did  we  do  wrong?" 
"how  do  we  put  it  right?"  He  pw 
discouragingly  little  evidence 
trend,  but  one  hopes  that  he  is  rii 

BY  STANLEY 
London  Bureau  Chief  Reed  a 
the  Middle  East. 


LEWIS  IS  CONVINCED  THAT  MUSLIM  CULTURE 
IS  TO  BLAME  FOR  A  SLOW  DECAY 
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Do  you  need  to  have  Microsoft  Office  on 
your  PC?  Because  Word,  Excel,  and 
PowerPoint  have  become  the  de  facto 
standards  for  word  processing,  spreadsheets,  and 
presentations,  it's  tough  to  do  any  sort  of  business 
on  a  computer  without  being  able  to  read  and 
edit  files  in  those  formats.  But  if  you're  willing  to 
make  some  compromises,  there  are  alternatives. 

The  main  complaints  I  hear  about  Office  con- 
cern its  cost.  Office  XP  Standard  costs  $479  new, 
$239  for  an  upgrade.  The  Mac  equivalents  are 
$429  and  $239,  respectively.  A  special  "small- 
business  edition,"  which  lacks  PowerPoint,  is 
much  cheaper  but  can  be  purchased  only  with  a 
new  computer,  typically  as  a  $150  to  $200  op-  4 
tion.  If  you're  just  interested  in  word  process- 
ing, Microsoft's  little-known  Works  Suite  con- 
tains a  full  copy  of  Word  and  is  an  excellent 
buy  at  less  than  $100. 

My  principal  criterion  for  an  acceptable 
Office  substitute  is  that  it  be  able  to  open, 
create,  and  save  files  in  Word,  Excel,  and 
PowerPoint  formats  with  as  little  fuss  as 
possible.  Two  old  Office  competitors,  now 
reduced  to  minuscule  market  shares, 
can  both  do  a  reasonable  job.  But 
while    cheaper    than    Office,    Lotus 
SmartSuite,  at  about  $390,  and  Corel 
WordPerfect,    at    about    $340,    remain    fairly 
expensive.  I  took  a  look  at  two  much  cheaper 
alternatives,  ThinkFree  (www.thinkfree.com)  and 
StarOffice  (www.staroffice.com).  I  skipped  another 
alternative,  gobeProductive  (www.gobe.com)  be- 
cause it  lacks  PowerPoint  support. 

ThinkFree  is  sold  as  a  $49  annual  subscription 
that  includes  20  megabytes  of  online  storage. 
You  can  download  a  trial  version  for  Windows, 
Mac,  or  Linux  and  use  it  30  times  before  being 
required  to  pay.  A  retail  version  should  be  avail- 
able soon  for  about  $70.  The  program  can  be 
configured  to  open  and  close  Office  files  by  de- 
fault. The  individual  applications  lack  some  fea- 
tures of  their  Office  equivalents,  but  they're  ad- 
equate, especially  for  casual  users.  What  I  missed 
most  was  Office's  outstanding  spell  checker. 

I  ran  into  two  big  problems.  ThinkFree 
couldn't  display  some  complex  Word  pages  prop- 
erly. It  put  images  in  the  wrong  place,  for  ex- 
ample, and  mangled  complicated  tables.  More 
seriously,  the  current  version  doesn't  under- 
stand the  way  Windows  stores  user  files  in  the 
My  Documents  folder.  In  fact,  if  you're  using 
Windows  2000  or  XP,  it  takes  several  clicks  in 
the  file-save  dialog  just  to  find  My  Documents. 


Version  2.0,  now  in  trial,  is  an  improvement, 
but  it  doesn't  fix  the  problem. 

Where  ThinkFree  tries  very  hard  to  look  and 
feel  like  Office,  Sun  Microsystems'  StarOffice  5.2 
for  Windows,  Linux,  or  Sun's  Solaris  (free  as  a 
77-MB  download,  $36.99  for  a  CD)  goes  its  own 
way.  In  fact,  in  its  default  installation,  it  will 
pretty  much  take  over  your  computer  desktop, 
adding  a  Web  browser  and  e-mail  program  to  the 
standard  applications.  It  offers  a  lot  more  fea- 
tures than  ThinkFree.  StarOffice's  word  proces- 
sor, for  example,  correctly  handles  proposed  al- 
terations made  using  Word's  "track  changes" 
feature,  which  is  widely  used  in  business  to  col- 
lect comments  on  drafts.  ThinkFree  simply  dis- 
plays the  document  as  left  by  the  last  reviewer, 
with  all  traces  of  editing  erased. 


The      price      for 
StarOffice's     power     is 

complexity  at  least  as  great  as  that  of  Office, 
made  worse  by  the  unfamiliarity  of  the  pro- 
gram's design.  In  addition,  while  StarOffice  can 
be  set  as  the  default  application  to  open  Office 
documents,  there's  no  simple  way  to  save  Star- 
Office  files  in  Office  formats  automatically.  When 
you  do  it  manually,  the  program  warns  you  that 
some  formatting  may  be  lost. 

In  the  end,  if  you  must  work  with  Office  files 
regularly,  there  really  is  no  substitute  for  Office 
itself;  the  savings  just  aren't  worth  the  hassle. 
But  if  you  are  looking  for  a  program  for  word 
processing  and  simple  spreadsheet  or  presenta- 
tion work  at  home,  ThinkFree  could  be  a  good 
choice.  And  either  ThinkFree  or  StarOffice  might 
make  sense  for  a  small  business  seeking  an  in- 
expensive option  to  Office.  But  while  both  pro- 
grams have  their  uses,  neither  poses  much  of  a 
threat  to  Microsoft's  near-monopoly.  ■ 
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Economic  Viewpoint 


BY  JEFFREY  E.  GARTEN 


LETS  END  OUR  DANGEROUS 
DEPENDENCE  ON  THE  SAUDIS 


WHY  WAIT? 

A  White 
House 
push  for 
fuel-efficient 
cars  and 
more  oil 
from  Russia 
would  go  a 
long  way 
toward 
safeguarding 
the  U.S. 


Jeffrey  E.  Garten  is  dean  of 
the  Yale  School  of 
Management.  A  former 
investment  banker,  Garten  is 
the  author  of  The  Mind  of 
the  CEO. 
(jeffrey.garten@yale.edu). 


Among  the  critical  problems  that  Congress 
should  address  when  it  returns  on  Jan.  23 
is  American  energy  policy.  Thus  far  Pres- 
ident Bush  has  emphasized  increasing  produc- 
tion in  the  U.  S.,  while  giving  short  shrift  to  the 
potential  for  conservation.  And  since  the  Sep- 
tember 11  attacks,  there  is  another  big  short- 
coming to  the  Administration's  plan — it  keeps 
intact  our  dangerous  dependence  on  Saudi  oil. 
Now  it's  time  for  some  tough  decisions  involving 
both  foreign  and  domestic  policy. 

Saudi  Arabia  supplies  14%  of  our  petroleum 
imports.  However,  its  real  leverage  comes  from 
its  2  to  3  million  barrel-per-day  surplus  capacity 
and  its  willingness  to  turn  its  own  spigot  on  and 
off  to  keep  oil  prices  within  relatively  moderate 
ranges.  When  it  fails  to  act,  as  it  did  two  years 
ago,  prices  can  soar  and  play  havoc  with  our 
economy.  The  crucial  Saudi  swing  role  is  why  the 
Bush  Administration  tolerates  the  kingdom's  poli- 
cies of  subsidizing  Islamic  fundamentalism  in  its 
schools  and  abroad,  as  well  as  the  involvement  of 
Saudi  citizens  in  a  number  of  major  attacks 
against  Americans,  including  September  11,  over 
the  past  seven  years. 

Outside  the  Administration,  a  number  of  Amer- 
ican foreign  policy  experts  have  been  demanding 
that  Saudi  Arabia  reform  its  religious  schools 
that  breed  intolerance,  cease  supporting  extrem- 
ists, and  grant  its  people  more  political  freedom. 
Sounds  good,  but  these  prescriptions  are  no  more 
than  a  wild  leap  of  faith  that  so  radical  a  transi- 
tion could  occur  peacefully  and  with  oil  supplies 
still  being  managed  in  America's  interest.  After  all, 
not  only  is  the  kingdom  in  a  political  earthquake 
zone,  but  the  Saudi  leadership  is  ripe  for  destabi- 
lization  owing  to  its  living  in  luxury  even  as  the 
country's  per  capita  standard  of  living  has  dropped 
by  half  since  1980. 

The  precariousness  of  Saudi  Arabia  as  an  ally 
now  means  that  the  Administration  should  view 
reducing  our  links  to  it  as  an  essential  outcome 
of  the  anti-terrorist  campaign.  We  may  not  be 
able  to  achieve  total  energy  independence,  and 
with  25%  of  the  world's  reserves,  Saudi  Arabia 
will  always  remain  a  big  player  in  oil  markets. 
But  we  should  do  much  more  to  reduce  our 
strategic  vulnerability. 

For  starters,  Washington  and  Corporate 
America  should  help  Russia  accelerate  its  pro- 
duction and  its  exports  to  undermine  Saudi  Ara- 
bia's role  as  the  pivotal  swing  producer.  Russia 
could  become  the  world's  largest  oil  producer 
this  year  and  it  could  expand  its  output  by  at 
least  half  its  current  6.9  million  barrels  per  day 


within  the  next  several  years.  Russian  e 
have  already  been  increasing  rapidly,  but 
pand  them  even  more,  Moscow  needs  billi 
dollars  of  investment  in  pipelines,  ports,  ai 
lated  transportation  infrastructure.  For 
part,  U.  S.  companies  need  a  more  favorab 
and  regulatory  environment  from  MoscrJ 
well  as  more  equitable  production-sharing 
ments  before  they  will  seriously  invest, 
wake  of  the  post-September  11  improvem 
Washington-Moscow  ties,  now  is  the  time 
tensify  efforts  to  strike  a  cooperative  de 
example,  the  U.  S.  and  Russia  could  perh 
ate  some  long-term  supply  arrangemem 
U.  S.  could  begin  with  giving  preferen 
Moscow  in  filling  our  strategic  reserve  as 
pro  quo  for  more  accommodating  Russi 
vestment  rules  in  the  energy  sector. 

We  also  need  to  enlarge  and  revamp  the 
al  system  of  holding  emergency  stocks.  , 
strategic  stockpile  should  be  doubled  to  n 
least  1  billion  barrels,  or  90  days'  worth  ( 
ports.  The  U.S.  should  also  encourage  energ 
porters  such  as  China,  Brazil,  and  India  tc 
larger  reserves.  Washington  should  then  pre 
coordinated  management  of  all  these  stoe 
be  prepared  to  use  them  to  influence  prices 
would  constitute  a  sharp  change  of  polic; 
cause  to  date  the  industrial  nations  have  oi 
stocks  aside  as  insurance  against  any  majo: 
ply  disruption. 

Bush  needs  to  focus  on  energy  conservat 
home,  too.  The  Administration  is  pushin 
search  on  fuel  cells  as  an  alternative  to  the 
guzzling  internal  combustion  engine.  Unf 
nately,  the  payoff  will  be  decades  away.  A  h 
tax  at  the  pump  would  help  cut  consum 
but  that's  probably  a  political  nonstarter, 
daily  in  the  wake  of  Bush's  recent  "ove: 
dead  body"  declaration  about  new  taxes, 
best  alternative  is  to  legislate  higher 
mileage  standards,  which  have  now  reache* 
lowest  levels  in  two  decades.  Tax  break 
purchasing  hybrid  electric-gasoline  cars  tha 
upwards  of  50  miles  per  gallon — already  ; 
able — should  also  be  considered. 

Are  these  three  measures  unrealistic 
more  so  than  thinking  that  we  can  close 
eyes  and  maintain  the  status  quo  with  i 
Arabia.  As  Edward  Morse,  who  chaired  i 
cent  Council  on  Foreign  Relations  stud 
strategic  energy  options  told  me:  "The  bi| 
risk  is  in  doing  nothing."  Yet  unless  some 
matic  measures  are  taken  soon,  that's  effect 
the  course  we  will  be  on. 
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Tecra «  9000  Portable 

The  ultimate  power  and  performance 


Call  1-800-TOSHIBA  or  visit  a  Toshiba  reseller  today.       www.toshiba.com 


Looking  to  take  your  mobile  productivity  to  new  extremes7  Then  get  a  Toshiba  Mobile  Computer 
with  Microsoft  Windows  XP  Professional  and  Mobile  Intel  Pentium  III  Processors  -  the  best 
choices  for  mobile  computing.  Toshiba  portables  with  Windows  XP  give  you  the  productivity  you 
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HOURLY  WAGES 
ARE  UP.  SO  WHAT? 

It  may  not  mean  recovery  is  nigh 

Economists  have  long  viewed  aver- 
age hourly  earnings  as  an  early  in- 
dicator of  recovery.  As  business  picks 
up,  the  argument  goes,  companies  boost 
overtime  pay  or  increase  wages  to  at- 
tract new  workers.  From  that  perspec- 
tive, the  gauge  offered  something  to 
cheer   about    in    December.    Average 

A  BETTER  TAKE  ON  U.S.  WAGES 
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ANNUALIZED  INCREASE  IN  AVERAGE  HOURLY 
EARNINGS  FROM  3  MONTHS  EARLIER 
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NUMBER  OF  TEMP  WORKERS 
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hourly  earnings  growth  for  production 
workers  rose  at  an  annual  rate  of  4.5% 
for  the  three  months  ended  in  Decem- 
ber, up  from  4%  annually  for  the  three 
months  ended  in  November. 

In  this  economic  cycle,  however,  hourly 
earnings  aren't  a  good  indicator  of  re- 
covery, warns  Richard  Berner,  an  econo- 
mist at  Morgan  Stanley  Dean  Witter  & 
Co.  He  says  hefty  cuts  in  temporary 
workers  skew  the  composition  of  the  la- 
bor force  of  production  workers  toward 
higher-paid,  full-time  employees,  artifi- 
cially inflating  gains.  On  average,  temps 
earn  $8.66  an  hour.  vs.  the  S15.69  earned 
by  full-time  employees  in  private  indus- 
try, according  to  the  Bureau  of  Labor 
Statistics.  Berner  calculates  that  the  shift 
away  from  temp  workers  alone  added 
almost  1.3  percentage  points  to  fourth- 
quarter  earnings  growth  (chart). 

Corporate  America's  increased  re- 
liance on  temp  help  during  the  past 
decade  is  astounding.  Temp  employment 
tripled  from  the  end  of  the  early-'90s  re- 
cession, to  a  peak  of  almost  3.6  million 
in  September,  2000.  Companies  turned 
to  temps  in  part  because  it's  easy  to 
meet  fluctuations  in  demand  by  adding 
or  cutting  them.  Nearly  40%  of  those 
jobs  were  in  manufacturing,  estimates 
Manpower  Inc.,  the  top  temp  agency. 
That  explains  why  the  economy  began 


shedding  temp  jobs  in  October,  2000, 
well  before  the  recession  began  in 
March.  Temp  employment  mirrored  the 
factory  sector,  which  led  this  downturn, 
says  Manpower  ceo  Jeffrey  A.  Joerres. 

Maury  N.  Harris,  ubs  Warburg's  chief 
U.S.  economist,  also  cites  the  cut  in 
temp  jobs  as  a  reason  that  earnings  are 
overstated.  Further  skewing  the  data, 
he  says,  is  that  most  of  the  recent  job 
cuts  have  affected  workers  who  have 
no  more  than  a  high  school  degree  and 
therefore  earn  less  than  other  workers. 

The  slower  underlying  growth  in 
wages  does  have  a  silver  lining.  Berner 
adds.  It  is  another  sign  that  infiationary 
pressures  from  higher  wages  are  still 
slight.  That  should  help  reverse  the  de- 
crease in  corporate  profits,  which  tipped 
the  economy  into  recession  in  the  first 
place.  Says  Berner:  "From  that  point 
of  view,  this  is  a  bullish  sign." 

By  Robert  Berner 


NO  CONFIDENCE 
IN  THESE  INDEXES 

The  perils  of  gauging  consumers 

In  tough  times,  consumer  sentiment 
is  widely  watched  as  a  signpost  for 
what's  ahead.  When  it  comes  to  pre- 
dicting whether  Americans  will  keep 
shopping,  two  favored  indicators  are  the 
University  of  Michigan's  Survey  of  Con- 
sumer Sentiment  and  the  Conference 
Board's  Survey  of  Consumer  Confidence. 
In  1996,  UBS  Warburg  came  up  with  a 
third,  the  Index  of  Investor  Optimism, 
based  on  a  survey  of  1,000  investors 
conducted  by  the  Gallup  Organization. 

For  all  the  interest  these  surveys 
generate,  you'd  think  they  were  pretty 
accurate  predictors.  It  turns  out,  how- 
ever, that  the  chance  a  trend  they've 
spotted  will  come  to  pass  is  only  slight- 
ly better  than  50%,  according  to  The 
Index  of  Investor  Optimism,  a  study 
by  Nobel  prize-winning  economist 
Lawrence  R.  Klein  of  the  University  of 
Pennsylvania  and  Perm  visiting  profes- 
sor Suleyman  Ozm  acur. 

The  study  showed  that  since  1997, 
the  Index  of  Investor  Optimism  has  had 
a  slight  but  statistically  significant  edge 
on  the  more  established  indexes  in  pre- 
dicting spending.  Klein  and  Ozmucur 
found  that  investors  are  just  a  little  bit 
better  than  the  public  at  large  at  gaug- 
ing the  economy.  And  the  most  recent 
survey  shows  that  they're  feeling  more 
upbeat. 

To  make  a  really  good  forecast,  Klein 
recommends  using  this  survey  along 


with  27  other  indicators,  including 
and    bond    market    indexes,    he 
starts,  and  the  unemployment  r: 
By  Margaret 


FROM  AMERICAl 
B00M-AND  Bll 

The  U.S.  economy's  ripple  effe 

The  U. S.  has  been  the  cause 
growth  and  contraction  in  the 
economy  in  recent  years.  Am 
boom  helped  power  the  global 
sion  of  the  1990s,  and  its  slump 
drag  down  Europe  and  Asia 
feet  was  especially  \isible  in  ma] 
turing.  European  factories,  for 
pie,  were  doing  fine  until  U.  S.  in 
started  shrinking  in  September, 
By  December,  2000,  the  slum 
spread  to  Europe  (table).  And  t 
Japanese  output  peaked  in  August 
the  factory  recession  in  Japan  d 
begin  in  earnest  until  December. 
i  when  the  U.  S.  slowdown  bit. 

A  recent  report  by  two  econoi 
the  International  Monetary  Fund 
beyond  manufacturing  to  quant 
importance  of  overall  U.S 
health  for  the  rest  of  the  world. 
B.  Arora  and  Athanasios  Vamv 
looked  at  two  decades  of  data  f< 
countries.  They  found  that  an  inc 
of  one  percentage  point  in  the  gro 
U.S.  output  per  capita  was  asso 
with  an  increase  of  0.8  to  1.0  pern 
point  in  the  average  growlh  of 
countries.  Decreases  in  U.  S.  outpi 
wise  lowered  growth  elsewhere. 

Developing  countries  seem  to  t 
most  sensitive  to  U.S.  influeno 
U.  S.  had  more  impact  on  global 
than  the  European  Union  and  f; 
impact  than  the  Japanese.  "Grov 
Japan  does  not  seem  to  have  a  pc 
impact  on  growth  — — — — — 
of     other     coun-       LEADERS 
tries,"  they  write,      jur  QQUU 

It's       possible  Mq„t 

that  the  European  MANUFACl 

Union  will  become  started  C0N7R 

more  influential  as     JAPAN _Aug 

the     euro     takes     KOREA        Aug 
hold.  But  for  now.     UNITED 
the    rest    of   the     STATES       Sept 
world   has   a  big     UNITED 
stake  in  the  abili-      KINGDOM     Dec 
ty  of  the  U.  S.  to      EUROPEAN 
sustain    the    pro-     ZONE  Dec 

ductivity  gains  of     ARGENTINA  Dec 
the  1990s. 

By  Michael  J. 
Mandel 
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ONT  BE  FOOLED  BY  THE  BOUNCEBACK 
ROM  SEPTEMBER  11 

til  capital  spending  stops  falling,  there  will  be  no  healthy  recovery 


U.  S.  ECONOMY 


COMPANIES  CUT 
VENTORIES  SHARPLY 


In  his  first  public  remarks  on 

the  economy  since  October, 

ral  Reserve  Board  Chairman  Alan  Greenspan  sound- 

lecidedly  cautious  when  he  discussed  recovery 

>ects  on  Jan.  11.  In  particular,  he  emphasized  his  con- 

i  that  "we  continue  to  face  significant  risks  in  the 

¥  term,"  suggesting  that  he  might  favor  another 

Iter-point  cut  in  interest  rates — if  only  as  recovery  in- 

r  nee — at  the  Fed's  Jan.  29-30  policy  meeting. 

-  -omber  tone  was  somewhat  surprising  to  those  in- 

.  brs  who  were  beginning  to  think  this  easing  cycle 

i  over  and  that  the  Fed's  next  move  would  be  a  rate 

.  later  this  year.  After  all,  the  recent  data  seemed  to 

jer  optimism  about  a  recovery.  Consumer  confidence 

)icked  up,  and  spending  is  surprisingly  strong.  Busi- 

-jes  are  clearing  out  inventories  at  a  record  pace 

rt).  Factory  activity  is  improving.  Even  the  tech 

r  is  shaking  off  some  of  its  weakness. 

However,  Greenspan  seems 
to  understand  something  that 
investors  are  overlooking:  Two 
recoveries  are  under  way  right 
now.  One  is  the  sharp  bounce- 
back  from  the  September  11 
terrorist  attacks,  the  other  a 
more  gradual  rebound  from  the 
demand  slowdown  and  inven- 
tory overhang  that  began  a 
year  ago. 

The  problem  is  that  much  of 
apbeat  data  in  recent  weeks  reflect  the  V-shaped  re- 
use to  the  September  shock.  Focusing  on  the  up- 
Jig  of  that  V  may  exaggerate  the  strength  of  the 
l|ng  upturn.  Investors  who  look  at  the  unexpectedly 
Tl  data  and  then  bet  on  a  robust  recovery  and  strong 
[It  turnaround  may  find  themselves  disappointed  by 
5year.  A  return  of  bearish  sentiment  on  Wall  Street 
i  d  create  a  huge  drag  on  demand  in  the  second  half 
I  as  other  stimulative  factors,  such  as  inventory  re- 
fing,  are  trying  to  boost  growth. 

X No  PAN  ALLUDED  to  the  two-recovery  idea  when 

aid  that  economies  around  the  world,  including  the 

.  .,  seemed  to  be  going  through  "a  coincident  deceler- 

i  in  activity"  over  the  past  year  owing  partly  to 

"retrenchment  in  the  high-technology  sector."  There 

-e  hints  that  the  slowdown  was  stabilizing  before 

tember,  he  said,  but  the  attacks  breached  "the  fabric 
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A  STRONG  REBOUND 
IN  CONSUMER  DEMAND 


REAL  CONSUMER 
SPENDING 
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PERCENT  CHANGE  AT  ANNUAL  RATE 
Data:  DRI-WEFA.  BusinessWeek 

of  business  and  consumer  confidence."  After  the  shock, 
"U.  S.  economic  activity  did  drop  dramatically." 

To  a  great  extent,  that  drop- 
off was  linked  directly  to  the 
attacks.  For  instance,  a  quarter 
of  the  819,000  positions  lost  in 
October  and  November  were 
in  travel-related  industries  such 
as  airlines,  hotels,  restaurants, 
and  amusement  parks,  which 
account  for  6%  of  all  jobs.  New 
orders  plunged  when  execu- 
tives, uncertain  about  the  fu- 
ture, held  off  on  making  deci- 
sions. Consumers  stopped  shopping  for  a  few  weeks. 

Now,  the  shock  effect  is  dissipating,  making  the  eco- 
nomic numbers  look  very  good  compared  with  their 
summer  levels.  But  the  firmer  data  may  cause  a  mis- 
reading of  the  economy's  underlying  health. 

THE  BIGGEST  DISTORTION  may  well  be  the  dra- 
matic drawdown  of  inventories  combined  with  the  in- 
crease in  consumer  spending  in  the  fourth  quarter. 
Bear  in  mind  that  companies  were  dealing  with  an  in- 
ventory overhang  well  before  the  terrorist  attacks. 
Through  the  first  nine  months  of  2001,  businesses  had 
reduced  their  stock  levels  at  the  fastest  three-quarter 
pace  in  the  postwar  era. 

Then  came  September  11  and  the  consumer  shut- 
down. Detroit  responded  by  offering  lucrative  incen- 
tives. Record  vehicle  sales  cleared  out  car  dealers'  lots.  In 
November,  business  inventories  fell  1%,  after  a  1.6% 
plunge  in  October.  Both  drops  were  concentrated  in  retail 
auto  inventories.  The  steep  inventory  drawdown  last 
quarter  subtracted  heavily  from  growth  in  real  gross  do- 
mestic product,  perhaps  more  than  two  percentage 
points.  Some  forecasters  expect  that  inventory  liquidation 
for  the  fourth  quarter  alone  nearly  equaled  the  pace 
for  2001's  first  three  quarters  combined.  Greenspan  called 
the  liquidation  "extraordinary,"  a  strong  word  for  a  man 
who  tends  to  speak  in  generalities. 

The  key  point  is  that  consumer  spending,  mainly  on 
autos,  offset  perhaps  all  of  that  drag.  The  Commerce 
Dept.  won't  release  the  GDP  data  until  Jan.  30,  but  the 
numbers  on  retail  sales  and  car  buying  through 
December  suggest  that  real  household  spending  grew 
in  the  neighborhood  of  a  4%  annual  rate  last  quarter 
(chart).  That's  a  strong  pace  in  any  quarter  and  an 
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amazing  result  in  the  middle  of  a  recession. 

However,  the  incentives  stole  vehicle  purchases  from 
the  first  quarter.  Car  sales  this  quarter  are  surely  drop- 
ping, and  that  will  cause  an  outright  decline  in  total 
consumer  spending.  For  the  rest  of  2002,  household  de- 
mand is  likely  to  proceed  more  slowly  than  the  fourth- 
quarter  pace,  given  rising  unemployment  and  little  ad- 
ditional room  for  growth  in  both  autos  and  housing,  the 
sectors  that  have  always  driven  past  rebounds  in  con- 
sumer spending. 

At  the  same  time,  inventories  will  provide  a  lift  to  the 
economy.  Businesses  might  not  be  ready  to  beef  up 
their  warehouses,  but  in  the  gdp  math,  a  slower  pace  of 
inventory  liquidation  actually  adds  to  real  gdp  growth. 
That  boost  will  begin  in  the  first  quarter. 

IN  ANOTHER  ALLUSION  to  the  two-recovery  notion, 
Greenspan  noted  that  inventories  and  consumer  spending 
4\vill  have  important  consequences  for  the  economic  out- 
look in  coming  months."  But  looking  further  out,  he 
said,  "the  broad  contours  of  the  present  cycle  have  been, 
and  will  continue  to  be,  driven  by  the  evolution  of  cor- 
porate profits  and  capital  investment." 

Those  segments  of  the  economy  were  in  trouble 
prior  to  September  11,  and  they  face  the  toughest 
road.  Although  companies  froze  their  capital-spending 
decisions  right  after  the  terrorist  attacks,  the  problems 
facing  equipment  makers — overcapacity,  bloated  in- 
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ventories,  and  excessive  demand  expectations 
ed  to  build  in  late  2000.  Adjustments  to  I 
cesses  will  take  considerable  time  to  work 
and  until  capital  spending  stops  falling,  the  U.S, 
omy  cannot  mount  a  healthy  recovery. 

Equipment  manufacturers, 
especially  in  the  tech  sector, 
showed  some  improvement  in 
the  fourth  quarter.  Output  of 
tech  equipment  edged  up  a  bit, 
the  first  gain  in  a  year.  More 
important,  tech  manufacturers 
increased  capacity  by  12.9% 
from  a  year  ago,  the  smallest 
addition  in  eight  years  (chart). 

Total  industrial  production 
fell  at  a  12%  annual  rate  last 
quarter,  but  the  small  0.1%  dip  in  December  si 
that  factory  activity  was  stabilizing  at  yearend. 
that  is  encouraging,  it  will  take  the  January  num 
show  whether  that  plateau  reflects  mostly  the  V 
to  September  11  or  if  manufacturing,  and  thus 
all  economy,  is  truly  getting  back  on  its  feet. 

On  that  point,  Greenspan  sounded  wary.  "Des 
number  of  encouraging  signs  of  stabilization,"  he 
is  still  premature  to  conclude  the  forces  rest 
economic  activity  here  and  abroad  have  abated 
to  allow  a  steady  recovery  to  take  hold." 
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IF  REFORMS  CONTINUE,  SO  WILL  GROWTH 


The  Russian  economy,  fueled  by 
business  investment  and 
household  spending,  continues  to 
grow  at  a  healthy  pace.  However, 
the  global  slowdown  is  taking  a 
toll  on  exports  and  industrial  ac- 
tivity, and  growth  in 
2002  will  cool.  The  key 
questions  in  the  out- 
look: How  much  will 
lower  oil  prices  affect 
growth,  and  how  fast 
will  economic  reform 
efforts  proceed? 

Most  economists 
agree  with  the  Inter- 
national Monetary 
Fund's  recent  forecast 
of  "reasonably  healthy"  3.6% 
growth  this  year,  down  from  last 
year's  pace  of  close  to  5%  and 
well  below  the  record  8.3%  clip  in 
2000.  That's  when  revenues  from 
higher  oil  prices  and  the  sharp 
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1998  ruble  devaluation — following 
Russia's  default  on  $40  billion  in 
domestic  debt — ignited  industrial 
output  and  business  investment. 
Growth  was  already  slowing  at 
the  end  of  2001.  Real  gross  domes- 
tic product  in  the  third 
quarter  grew  4.9% 
from  a  year  ago,  less 
than  last  spring's  pace. 
Monthly  output  data 
show  more  slowing  in 
October  and  Novem- 
ber, and  a  December 
survey  indicates  weak 
demand  and  bloated 
inventories. 

Exports  in  all  of 
2001  fell  about  3%  from  2000, 
even  as  imports  grew  some  17%, 
reflecting  strong  domestic  de- 
mand. Oil  output  and  exports  gen- 
erate some  20%  of  Russia's  gdp. 
The  government  says  that  2002 


gdp  growth  could  dip  below  3.5' J 
if  the  price  of  Urals  crude  falls 
below  the  $18.50  per  barrel  as- 
sumed in  this  year's  budget. 

Business  investment  is  also 
slowing,  but  it  is  still  growing  al 
a  solid  pace.  President  Vladimiij 
V.  Putin's  successful  reform  ef- 
forts on  corporate  taxes,  businel 
deregulation,  and  banking  in  20*1 
are  generating  optimism  among| 
foreign  investors  that  reform 
continue  apace  in  2002. 

These  successes  triggered  an  ij 
grade  in  Russia's  credit  rating  inj 
November,  but  further  improve-  [ 
ment  will  depend  on  continued 
progress,  especially  in  the  areas 
private  property,  pensions,  and  t  i 
judicial  system.  Moreover,  if  Rusj 
can  tear  down  its  array  of  trade 
barriers,  membership  in  the  WorJ 
Trade  Organization  by  2003  wot 
be  a  real  possibility. 


28  BusinessWeek  /  January  28,  2002 


HOW? 


GET  TO  KNOW  BRIO. 
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CAN  YOU  TRUST 


ANYMORE? 

ie  scope  of  the  Enron  debacle  undermines  the  credibility 
of  modern  business  culture.  Let's  get  back  to  basics 


ay  by  Bruce  Nussbaum 


rhere  are  business  scandals  that  are  so  vast 
and  so  penetrating  that  they  profoundly 
shock  our  most  deeply  held  beliefs  about 
the  honesty  and  integrity  of  our  corporate 
culture.  Enron  Corp.  is  one  of  them.  This 
financial  disaster  goes  far  beyond  the  fail- 
ure of  one  big  company, 
is  corruption  on  a  massive  scale. 


CONTENTS 


lendous  harm  has  befallen  inno- 

employees  who  have  seen  their         34  A  hero — and  a  smoking 

ement  savings  disappear  as  a  few  gun  letter  getting  harder  and  harder  to  know 


remarkable  letter  by  Enron  whistle-blower  Sherron 
Watkins  to  Chairman  Kenneth  L.  Lay  in  August  that 
presciently  warns  of  accounting  scandals  reads  like  a 
road  map  of  corporate  corruption,  subterfuge,  and 
manipulation.  She  worries  about  the  world  perceiving 
Enron's  "past  successes  as  nothing  more  than  an 
elaborate  accounting  hoax"  (page  34). 

The  Enron  debacle  calls  into  question  a  host  of  oth- 
er aggressive  accounting  techniques 
used  across  a  wide  spectrum  of  Corpo- 
rate America — most  of  them  quite  le- 
gal. And  that's  precisely  the  point.  It's 


ie  top  cashed  out.  Terrible  things 
happened  to  the  way  business  is 
ucted  under  the  cloak  of  deregu- 
n.  Serious  damage  has  been  done 
;hical  codes  of  conduct  held  by 
•trusted  business  professionals, 
is  difficult  not  to  contrast  the 


35  The  perfect  sales  pitch: 
No  debt,  no  worries 

36  Who  else  has  hidden  debt 


38  The  heat  on  Enron's 
lawyers 


what  a  company  actually  earns  and 
what  its  stock  is  actually  worth.  An  as- 
tonishing 723  companies  have  been 
forced  to  restate  and  lower  their  earn- 
ings since  1997.  With  enormous  pres- 
sures to  produce  earnings  growth,  au- 
ditors are  being  turned  into  enablers. 


essionalism  of  modestly  paid  fire-        M  Can  Andersen  survive? rp^  forsake  their  traditional  role  of 


ers  and  police  doing  their  duty  on 
ember  11  with  the  secretive  and 
rrely  behavior  of  six-  and  seven- 
e  accountants,  lawyers,  ceos, 
;ers,  and  financial  analysts  who 
d  at  their  duty  with  Enron.  The 


41  Larry  Lindsay  is  wrong 

42  The  fallout  for  Bush 
and  Congress 

44  How  to  fix  the  accounting 
mess 


outside  skeptic  for  that  of  inside  busi- 
ness partner  and  they  reject  their  age- 
old  function  of  discloser  of  information 
for  that  of  master  magician  who  hides 
the  financial  rabbit  (page  44). 

Investor  confidence  is  crucial  to  the 
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success  of  our  economic  sys- 
tem. This  confidence  is 
threatened  by  not  only  the 
Enron  scandal  but  by  the 
dramatic  decline  in  account- 
ing standards.  People  in- 
creasingly feel  the  game  is 
rigged.  Unless  Washington 
and  business  professionals 
seize  the  moment  to  clean  up 
the  mess  in  the  market  econ- 
omy, they  risk  a  major  populist  backlash. 

In  the  end,  Enron  was  able  to  enlist  precisely  those 
referees  who,  in  the  past,  would  oversee  and  check  its  be- 
havior— accountants,  lawyers,  bankers,  legislators,  even 
regulators — in  the  pursuit  of  higher  earnings.  Many  were 
tempted  by  a  piece  of  the  equity  action  and  compromised 
their  integrity.  Enron  paid  big  fees  to  many  of  these 
professionals  to  help  manufacture  its  earnings,  and  to- 
gether they  created  the  mechanisms  for  evading  the  finan- 
cial truth. 

Watkins  says  as  much.  She  talks  of  partnership  deals 
that  temporarily  inflate  the  stock  price,  allowing  execs  to 
cash  out  options:  "It's  a  bit  like  robbing  the  bank  in  one 
year  and  trying  to  pay  it  back  two  years  later."  She  adds, 
"nice  try  but  investors  were  hurt"  when  they  bought  stock 
that  later  fell.  In  a  free-market  economy,  companies  are 
supposed  to  fail  because  of  the  business  cycle  or  bad  busi- 
ness decisions.  Failure  from  loose  and  sleazy  practices,  if 
not  outright  fraud,  is  another  matter.  /P 

We  now  know  that  something  went  seriously 
wrong  in  the  march  to  deregulation.  There  is  no 
question  that  deregulated  markets  are  gener- 
ating lower  costs,  higher  growth,  and  lower      A 
unemployment  for  the  U.  S.  economy.  But     ^*\ 
dereg  ideologues,  such  as  Enron's  Pres- 
ident Jeffrey  K.  Skilling  and  the 
company's  political  allies  in  Wash- 
ington, convinced  the  nation 
deregulation  meant  no  regula-     A 
tion.  A  big  mistake.  Enron     ^^\ 
and  other  companies  A 

used  the  transition  to 
deregulation  to  gain  ac- 
cess to  Congress  and  regu-      .>  ^T  k^AW*    a 
lators  and  write  then-  own  m^rAB*^k 
rules.  They  persuaded  the  Com-  ^B  AWWW9 
modity  Futures  Trading  Commis-                     ^^Am^ 
sion  to  let  Enron  and  a  few  other  4fr    AW 
companies  run  largely  unregulated  en- 
ergy-derivatives trading  businesses. 
Wendy  Gramm,  who  at  the  time  was  head 
of  the  cftc,  later  joined  Enron's  board  of  di 
rectors — on  the  audit  committee. 

Financial  complexity  made  it  easy  to  mask  the 
truth  and  play  financial  games.  The  financialization 
and  securitization  of  the  real  economy  into  mathemati- 
cal bits  and  bytes  allowed  Enron  and  others  to  massage 
earnings  results  in  infinite  ways.  Off-balance-sheeting  fi- 
nancial engineering  became  the  requisite  way  to  boost 
earnings  and  stock  prices.  Hundreds  of  companies  have 
done  it  (page  36).  Common  standards  were  replaced  by 
idiosyncratic  measures.  Slowly  but  surely,  the  financial 
truth  disappeared.  No  one,  not  the  accountants  or 
lawyers  or  bankers  or  Wall  Street  analysts,  protested  as 
the  bottom  line  became  a  fiction.  On  the  road  to  deregu- 


Unless  the  country's  leaders 
seize  the  moment  to  clean 
up  the  mess,  they  risk  a 
major  populist  backlash 


lation,  basic  building  b 
of  capitalism — clarity, 
parency,  fairness,  ope 
were  sacrificed.  Eve: 
the  public  needs  to 
risk,  value  stocks,  and 
ipate  in  an  equity  cult 
was  undermined.  Ame 
embraced  the  equity  et 
my  in  the  '90s  because 
believed  they  could  pai 
pate  in  it  fairly.  They  didn't  expect  to  see  their  401(k 
up  in  smoke. 

Who  can  come  to  the  rescue?  The  reputations  of 
the  professionals  who  were  counted  on  to  safeguard 
economic  system  lie  in  tatters.  Corrupted  by  the  chas 
an  ever-greater  piece  of  the  action,  accountants,  lawy 
analysts,  and  managers  have  shirked  their  duty  on  a 
not  seen  since  the  1920s.  Conflicts  of  interest  abound 
counting  firms  sell  services  to  the  companies  they  auc 
accountants  jump  to  the  corporations  whose  books  th 
amine.  The  accounting  profession  has  successfully  fou 
attempts  at  reform,  rebuffing  efforts  to  end  conflicts  i 
terest,  impose  stricter  oversight,  or  increase  liability 
their  actions.  In  short,  most  certified  public  accountari 
feel  little  duty  to  the  public  at  large. 

Nor  do  lawyers  see  themselves  as  officers  of  the  t 
which  they  are.  Vinson  &  Elkins  LLP  was  asked  by 
ron  Chairman  Lay  to  check  out  whether  Watkin< 
.    en-page  warning  of  financial  deceit  warranted 
^k     It  came  back  with  a  "No."  Wall  Street  analy 
^^    stopped  being  honest  when  their  compens 
became  contingent  on  their  firms  gettin 
vestment-banking  business  from  the 
panies  they  covered.  And  bankers 
too  busy  selling  fee-based  servic 
^^   carry  out  due  diligence  on  loa 
and  debt.  They  have  enorm 
^^    conflicts  of  interest.  The 
Steagall  Act  was  passe 
1933  to  stop  those 
flicts.  Its  repeal  ii 
has  ushered  in  t 
return. 

What's  to  be  dor 
Restoring  investor  cor 
dence  in  the  system  of  ei 
capitalism  is  crucial  to  the  ■ 
omy's  health.  The  continued  d 
ulation  of  the  economy  and  the  j 
tization  of  services  depends  on  the 
integrity  of  the  financial  reporting  sy: 
If  the  investing  public  is  going  to  partic 
it  must  see  a  fair  and  transparent  system 
The  pendulum  is  swinging  toward  reform, 
accounting  changes  required  are  all  too  obvious 
change  must  go  beyond  the  scope  of  the  financial 
plosion.  The  buying  and  selling  of  political  access  i 
in  the  best  interests  of  the  country.  It  is  unseemly 
have  the  head  of  the  Justice  Dept.,  as  well  as  the 
tire  Houston  branch,  recuse  themselves  because  o) 
flicts  on  the  Enron  case.  A  sense  of  outrage  is  gro 
The  lesson  from  the  Enron  debacle  should  be  to  n 
store  basic  integrity  to  the  bottom  line,  ethics  to  \ 
ness  professionals,  and  clout  to  overseers  that  eve 
deregulated  economy  need. 
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Here  are  three-hundred-eighty-nine- 
thousand-four-hundred  and  thirty-four 


reasons  why  you'll  thank  HP  for  building  the 
Superdome  server.  That's  the  number  of 
transactions  per  minute  it  recorded, 
according  to  the  latest  TPC-C  benchmark 
results.  You'll  appreciate  how  much  more 
productive  you  can  be  with  a  UNIX  server 
that's  76%  faster  than  its  nearest  competitor. 
That's  fast  enough  to  satisfy  even  your  most 
demanding  IT  manager.  And  your  CFO 
will  relish  Superdome's  price/performance 
ratio  of  $21 .24  per  transaction. 

HP's  Superdome  server  will  have 
you  handling  more  applications,  not  only 
faster,  but  more  reliably.  It's  designed  with 
your  always-on  Internet  infrastructure  in 
mind,  so  you'll  be  working  on  multiple 
projects,  across  multiple  platforms,  with 
ease.  Superdome  is  equipped  to  handle  the 
Itanium"  processor  architecture,  which  HP 
co-developed.  This  breakthrough  technology 
blends  high  volume  with  high  performance, 
and  it  will  keep  you  poised  for  seamless 
upgrades.  We  could  give  you  a  million 
more  reasons.  But  why  take  our  word  for  it? 
Check  the  Top  500  Supercomputer  Site  list. 

Infrastructure:  it  starts  with  you. 


To  see  how  we  helped 
Amazon.com  dramatically 
improve  performance,  visit 
www.hp.com/go/superdome. 
Or  call  1-800-HP-ASK-ME 
for  your  copy  of  The  HP 
Superdome  Advantage 


resource  guide. 
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TPC-C  benchmark  of  389,434  transactions  per  minute  was  achieved  on  a  64-woy  PA  8700  Superdome  running  Oracle9i  Database.  As  an  OLTP  system  benchmark,  TPC-C  simulates  a  complete 
environment  and  is  modeled  after  actual  production  applications  and  environments  rather  than  stand-alone  computer  tests  which  don't  evaluate  key  performance  factors  (for  example,  disk  l/Os,  data 
storage,  backup  and  recovery  user  interface,  and  communications).  TPC-C  is  a  copyright  of  the  Transaction  Processing  Performance  Council.  Further  TPC-C  information  is  available  from  http://www.tpc.org. 
Oracle  is  a  registered  trademark  and  Oracie9i  is  a  trademark  or  registered  trademark  of  Oracle  Corporation.  Itanium  is  a  trademark  of  Intel  Corporation.  Amazon.com  is  a  trademark  or  registered 
trademark  of  Amazon.com,  Inc.  Limit  one  HP  Superdome  Advantage  resource  guide  per  customer.  Allow  6  to  8  weeks  for  delivery.  ©2002  Hewlett-Packard  Company.  All  rights  reserved. 
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THE  WHISTLE-BLOWER 


A  HERO-AND  A 
SMOKING-GUN  LETTER 


Watkins'  memo  spoke  volumes  about  Enron's 
behavior.  So  did  higher-ups'  tepid  response 

At  last,  someone  in  the  sordid  Enron  Corp.  scandal  seems 
to  have  done  the  right  thing.  Thanks  to  whistle-blower 
Sherron  S.  Watkins,  a  no-nonsense  Enron  vice-president, 
the  scope  and  audacity  of  the  accounting  mess  is  be- 
coming all  too  clear.  Her  blunt  Aug.  15  letter  to  Enron  CEO 
Kenneth  L.  Lay  warns  that  the  company  might  "implode  in  a 
wave  of  accounting  scandals."  And  now  that  her  worst  fears 
have  been  realized,  it  is  also  clear  that  Watkins'  letter  went  far 
beyond  highlighting  a  few  accounting  problems  in  a  handful  of 
off-balance-sheet  partnerships.  Watkins'  letter  lays  bare  for  all 
to  see  the  underbelly  of  Enron's  get-rich-quick  culture. 

Watkins,  42,  a  former  Arthur  Andersen  accountant  who  re- 
mains Enron's  vice-president  for  corporate  development,  put 
her  finger  on  the  rot:  top  execs  who,  at  best,  appeared  to 
close  their  eyes  to  questionable  accounting  maneuvers;  a 
leadership  that  had  lost  sight  of  ordinary  investors  and  the 
basic  principles  of  accounting;  and  watchdogs — the  outside  au- 
ditors and  lawyers  whose  own  involvement 
may  have  left  them  too  conflicted  to  query 
the  nature  of  the  deals.  Perhaps  the  question 

IN-HOUSE  CRITIC 

Watkins  wondered  if  Enron  was 
creating  income  by  essentially 
doing  deals  with  itself 

shouldn't  be  how  Enron  collapsed  so  quick- 
ly— but  why  it  didn't   implode  sooner. 

Lay's  response  to  Watkins'  complaints  is 
nearly  as  damning  as  her  letter  itself.  Yes, 
he  talked  to  her  for  an  hour.  And,  yes,  he  or- 
dered an  outside  investigation.  But  contrary 
to  Watkins'  advice,  he  appointed  the  compa- 
ny's longtime  Houston  law  firm,  Vinson  & 
Elkins,  despite  the  ob- 
vious conflict:  v&E  had 
worked  on  some  of  the 
partnerships.  And  En- 
ron  and   v&E   agreed 
there  would  be  no  "sec- 
ond-guessing" of  An- 
dersen's accounting  and 
no  "detailed  analysis" 
of    each     and     every 
transaction,  according 
to  v&E's  Oct.  15  report. 
The  inquiry  was  to  con- 
sider only  if  there  was 


new  factual  information 
that  warranted  a  broader 
investigation.  v&E  de- 
clined comment. 

Surprise:  v&E  con- 
cluded that  a  widespread 
investigation  wasn't  war- 
ranted. It  simply  warned 
that  there  was  a  "seri- 
ous risk  of  adverse  pub- 
licity and  litigation."  And 
Watkins'  letter  reveals 
the  inadequacy  of  Lay's 
response  in  the  months 
following  ceo  Jeffrey  K. 
Skilling's  sudden  Aug.  14 

resignation  for  "personal  reasons."  His  departure  tri 
the  letter.  Lay  never  fully  disclosed  the  partnerships 
plained  their  impact  to  investors,  even  as  he  vowed 
were  no  accounting  issues  and  "no  other  shoe  to  fall.' 
after  Enron  revealed  on  Oct.  16  a  $1.2  billion  hit  to 

holder  equity  related  to  the  partne  11  al 
Lay  continued  to  express  ignorance 
details  of  these  deals  and  support  foi 
Financial  Officer  Andrew  S.  Fastov 
managed  and  had  stakes  in  certain 
nerships.  But  on  Oct.  24,  Fastov 
removed  from  his  job  and  prompt  trey 
the  company. 

Watkins,  an  eight-year  Enron  vete 
not  some  disgruntled  naysayer  who  i 
to  dismiss.  Her  lawyer,  Philip  H. 
says  she  became  familiar  with  some 
partnership  dealings  when  she  wor) 
June  and  July  in  Fastov/s  finance 
Her  position  allowed  her  to  review  tl 
uation  of  certain  assets  being  sold  in 
partnerships,  and  that's  when  she  saw 
putations  that  just  didn't  jibe,"  says  ] 
Former  executives  say  the  Tomball 
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Stilling'*  abrupt  departure  will  raise  suspicions  of  accounting  improprieties  and  valuation  i 


I  am  incredibly  nervous  (hat  we  will  implode  in  a  wave  of  accounting  scandals    My  8 
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I  realize  that  we  have  had  a  lot  of  smart  people  looking  at  this  and  a  lot  of  accountants  inch 
AA&Co  have  blessed  the  accounting  treatment.  None  of  that  will  protect  Enron  if  these 
transactions  are  ever  disclosed  in  the  bright  light  of  day.  (P*  —  *  ••--     •      ■•    orohi  | 
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native  was  tenacious  and 
competent.  "She  wasn't 
really  an  alarmist,"  says 
one  former  Enron  em- 
ployee. Her  mother, 
Shirley  Klein  Harring- 
ton, a  former  high  school 
accounting  teacher,  calls 
her  daughter  "a  very  in- 
dependent, outspoken, 
good  Christian  girl, 
who's  going  to  stand  up 
for  principle  whenever 
she  can."  Watkins  had 
previously  worked  at 
Andersen  in  Houston 
and  New  York  and  then 
for  Germany's  Metallge- 
sellschaft  AG. 

At  those  companies, 
she  befriended  Jeffrey 
McMahon,  whom  she 
helped  recruit.  Now  the 
CFO  at  Enron,  McMahon 
"complained  mightily" 
about  the  Fastow  part- 
nerships to  Skilling, 
Watkins  told  Lay  in  the 
letter.  "Employees  ques- 
tion our  accounting  pro- 
priety consistently  and 
constantly,"  she  claimed. 
McMahon  didn't  return 
calls.  Skilling  has  denied 
getting  any  warnings 
about  accounting. 

Watkins    didn't    stop 

.  Five  days  after  she  wrote  to  Lay,  Watkins  took  her 

jrns  directly  to  an  Andersen  audit  partner,  according 

•  ngressional  investigators.  He  in  turn  relayed  her  ques- 

to  senior  Andersen  management  on  the  Enron  account. 

te  lot  known  what,  if  any,  action  they  took. 

i  f  course,  Skilling  and  Andersen  execs  shouldn't  have 

[  ed  a  letter  and  a  phone  call  from  Watkins  to  figure 

e  something  was  seriously  amiss.  Red  flags  abounded. 

rl  Watkins,  for  one,  had  no  trouble  putting  her  finger 

[Uestionable  accounting  practices.  She  wondered  if 

\\m  was  hiding  losses  in  off-balance-sheet  entities 

e  booking  large  profits  from  the  deals.  At  the  same 

the  outside  partnerships  were  backed  with  Enron 

s — a  tactic  sure  to  backfire  when  it  was  falling — and  no 

iders  seemed  to  have  any  capital  at  risk.  Was  Enron 

:ing  income  essentially  by  doing  deals  with  itself?  "It  sure 

s  to  the  layman  on  the  street  that  we  are  hiding  losses  in 

lated  company  and  will  compensate  that  company  with 

mi  stock  in  the  future,"  she  wrote. 

i  the  end,  Watkins  grasped  one  thing  that  Enron's  too- 

r-by-half  dealmakers  didn't:  Enron's  maneuvering  didn't 

the  smell  test.  Even  if  Enron  and  its  high-priced  auditors 

lawyers  can  ultimately  show  that  they  followed  the  letter 

ie  law,  it  matters  little.  As  Watkins  herself  wrote,  if 

,  mi  collapses,  "the  business  world  will  consider  the  past 

esses  as  nothing  but  an  elaborate  accounting  hoax."  And 

seems  destined  to  become  Enron's  epitaph. 

■%  Wendy  Zellner,  with  Stephanie  Forest  Anderson,  in 

and  with  Laura  Cohn  in  Washington 


\  ING  ISSUE 

l  left,  says  he  ordered  a 
be.  Skilling  denies  being 
ned  about  accounting 
•roprieties 


!i 


THE  PERFECT  SALES  PITCH: 
NO  DEBT,  NO  WORRIES 

At  Enron  Corp.,  debt  avoidance  wasn't  merely  a 
strategy  for  managing  its  own  balance  sheet.  It 
was  a  way  of  life  that  pervaded  the  company's 
dealmaking  culture.  Consider  Enron  Energy  Services, 
which  managed  energy  needs  and  equipment  for  big 
corporate  customers.  The  company  held  regular  semi- 
nars to  teach  ees  employees  how  to  use  complex  finan- 
cial vehicles  to  woo  customers,  manage  earnings,  and, 
naturally,  keep  debt  off  balance  sheets  at  Enron  and  its 
clients.  Former  Enron  executive  Michael  R.  Boutcher 
recalls  a  class  on  structured  finance  that  described  the 
financings  as  "accounting  nirvana" — able  to  not  only  get 
debt  off  the  books  but  even  out  of  accounting  footnotes. 

No  one  is  claiming  that  these  structures  were  akin 
to  the  off-balance  sheet  partnerships  at  the  heart  of 
Enron's  accounting  scandal.  These  deals  gave  tax  and 
other  benefits  to  customers  who  outsourced  their  ener- 
gy management  to  Enron.  But  they  certainly  highlight 
Enron's  aggressive  philosophy  of  leveraging  its  finan- 
cial acumen.  Boutcher,  manager  of  business  develop- 
ment at  ees  until  Enron's  De- 
cember collapse,  says  that 
creating  complex  financings 
with  clients  was  standard 
practice.  And,  he  says,  Enron 
used  them  far  more  aggres- 
sively than  its  rivals.  "We 
could  always  sweeten  the 
pot,  and  the  objective 
was  to  beat  out  anybody 
that  was  competing 
against  us,"  says  Boutch- 
er. An  Enron  spokes- 
woman says  such  equip- 
ment financing  was 


Structured  Finance 


Houston 


-      Balloon  Residual  Lease 

Some  customers  are  interna*!  *  *   *. 
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Off  credit:  Difficult  to  achieve.  This  requires  that  there 
is  no  footnote  disclosure  at  all.  Must  make  it  look  like 
the  company  has  no  financial  obligation  at  all  under 
any  circumstances  including  default  by  them. 

common  in  the  industry.  But  several  rivals  disagree. 

In  a  presentation  on  Nov.  9,  2000,  to  some  60  em- 
ployees in  Houston,  Boutcher  says,  a  company  lawyer 
explained  how  structured-finance  deals  could  manage 
and  accelerate  earnings  for  Enron  and  take  debt  "off 
credit"  for  customers,  so  that  it  wouldn't  be  reflected  in 
credit  ratings.  The  objective  laid  out  in  one  page  of  the 
presentation  couldn't  have  been  clearer:  "Off  credit:  Dif- 
ficult to  achieve —  Must  make  it  look  like  the  company 
has  no  financial  obligation  at  all  under  any  circum- 
stances, including  default  by  them." 

ees  says  it  never  actually  did  one  of  the  "off-credit" 
deals.  There  were  some  things  even  Enron  couldn't 
peddle. 

By  Wendy  Zellner  in  Dallas  and  Michael  Arndt  in 
Chicago 
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DISCLOSURE 


WHO  ELSE 
IS  HIDING  DEBT 


Moving  financial  obligations  into  off-book  vehicles  is  now  a  common  ploy 


When  energy  trader  Enron  Corp.  admitted  to  hiding 
billions  of  dollars  of  liabilities  in  mysterious  off- 
book  entities,  it  trotted  out  the  lame  excuse  of 
scoundrels:  Everyone  does  it.  And  this  time,  it 
was  the  gospel  truth. 
Hundreds  of  respected  U.  S.  companies  are  ferreting  away 
trillions  of  dollars  in  debt  in  off-balance-sheet  subsidiaries, 
partnerships,  and  assorted  obligations,  including  leases,  pension 
plans,  and  take-or-pay  contracts  with  suppliers.  Potentially 
bankrupting  contracts  are  mentioned  vaguely  in  footnotes  to 
company  accounts,  at  best.  The  goal  is  to  skirt  the  rules  of  con- 
solidation, the  bedrock  of  the  American  financial  reporting 
system  and  the  source  of  much  its  credibility.  These  rules,  set 
clear  in  1959,  aim  to  make  public  companies  give  a  full  and  fair 
picture  of  their  business — including  all  the  assets  and  liabilities 
of  any  subsidiaries.  But  accountants,  lawyers,  and  bankers 
have  learned  to  drive  a  coach  and  horses  through  them. 

Because  of  a  gaping  loophole  in  accounting  practice,  com- 
panies create  arcane  legal  structures,  often  called  special-pur- 
pose entities  (spes).  Then,  the  parent  can  bankroll  up  to  97%  of 
the  initial  investment  in  an  spe  without  having  to  consolidate 
it  into  its  own  accounts.  Normally,  once  a  company  owns  50% 
or  more  of  another,  it  must  consolidate  it  under  the  1959 
rules.  The  controversial  exception  that  outsiders  need  invest 
only  3%  of  an  spe's  capital  for  it  to  be  independent  and  off  the 
balance  sheet  came  about  through  fumbles  by  the  Securities  & 
Exchange  Commission  and  the  Financial  Accounting  Stan- 
dards Board.  In  1990,  accounting  firms  asked  the  sec  to  en- 
dorse the  3%  rule  that  had  become  a  common,  though  unoffi- 
cial, practice  in  the  '80s.  The  SEC 
didn't  like  the  idea,  but  it  didn't 
stomp  on  it,  either.  It  asked  the 
FASB  to  set  tighter  rules  to  force 
consolidation  of  entities  that 
were  effectively  controlled  by 
companies.  FASB  drafted  two 
overhauls  of  the  rules  but  never 
finished  the  job,  and  the  SEC  is 
still  waiting. 

It's  not  just  the  energy  in- 
dustry that  exploits  the  loop- 
hole and  stashes  major  liabilities 
in  the  never-never  land  of 
spes.  Increasingly,  companies  of 
all  stripes  routinely  use  them 
to  offload  potential  balance- 
sheet  bombshells  such  as  loan 
guarantees  or  the  financing  of 
sales  of  their  own  products.  For 
example,  the  accounts  of  data 
processor  Electronic  Data  Sys- 
tems Corp.  don't  show  $500  mil- 
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lion — half  of  last  year's  earnings — that  it  would 
owe  if  its  customers  were  to  cancel  their  con- 
tracts and  leave  it  holding  the  bag  for  loans  on 
their  computer  equipment.  The  arrangement  is 
acknowledged  only  in  a  footnote.  An  EDS 
spokesman  says  the  tactic  is  common  in  the 
industry  and  does  not  put  the  company  at 
undue  risk. 

Airlines  keep  appearances  aloft  by  shunting 
billions  worth  of  airplane  financing  into  off- 
balance-sheet  vehicles,  says  credit  analyst  Philip 
Baggaley  of  Standard  &  Poor's  Corp.  United 
Airlines  Inc.  parent  UAL  Corp.'s  published  bal- 
ance sheet  for  2000  shows  $5  billion  of  long- 
term  debt.  But  only  a  footnote  describes  the 
bulk  of  its  lease  payments,  which  Baggaley  es- 
timates have  a  present  value  of  $12.7  billion, 
due  over  26  years  on  233  airplanes.  AMR  Corp., 
parent  of  American  Airlines  Inc.,  is  on  the  hook 
for  $7.9  billion  in  lease  payments  not  on  its  bal- 
ance sheet.  "Everyone  who's  involved  in  the  in- 
dustry knows  that  the  true  leverage  is  higher"  than 
shown  on  the  balance  sheet,  says  Baggaley.  UAL  and  Al 
clined  to  comment. 

Banks  arrange  many  of  the  devices  and  are  big 
themselves.  J.  P.  Morgan  Chase  &  Co.,  for  example,  h 
vealed  in  the  Enron  bankruptcy  that  it  has  nearly  $1  b: 
potential  liabilities  stemming  from  a  single  49%-owned  ( 
nel  Islands  entity  called  Mahonia  that  traded  with  Enron 

■■  liabilities  bring  the  ban 


Many  companies  keep  debts  and 
other  obligations  out  of  investors' 
view  in  partnerships  and  other 
entities.  Often,  financial  liabilities 
are  secured  by  physical  assets  such 
as  planes  or  computers.  A  sample: 


COMPANY 

ESTIMATED  EXPOSURE 
ITEM  NOT  ON  BALANCE  SHEET                   BILLIONS 

UAL 

Plane  leases 

$12.7 

AMR 

Plane  leases 

7.9 

J.P.  MORGAN  CHASE 

Liability  for  trading  units     1 .0* 

DELL  COMPUTER 

Debt  of  consumer 
financing  venture 

N/A** 

ELECTRONIC  DATA 
SYSTEMS 

Payments  for 
customers'  computers 

0.5 

'Exposure  to  Enron  through  Mahonia       "Joint  venture  partner  Tyco  Intl  is 
Data:  Standard  &  Poor's,  company  reports 

responsible  for  losses 

total  Enron  exposure  to 
$2.6  billion.  And  J.P. 
Morgan  is  not  alone. 
A  suit  filed  earlier 
this   month   shows 
that  many  U.S.  fi- 
nance companies  are 
among  52  partners  in 
LTM2,  an  Enron  off-balanc 
sheet  entity  with  over 
million  in  assets.  The 
ners,  including  Citigroup 
chovia,  and  American  I 
national  Group,  may  all 
to  takes  losses  on  it. 

The  banks'  participati 
spes  is  attracting  scruti: 
federal  regulators.  A  Fe 
Reserve  spokesman  said 
"concerned  about"  off-bal 
sheet  exposures  and  r 
new  accounting  rules  w 


in  place.  How  many  more  Mahonia  or  LJM2-like  entities  are 
e?  The  Channel  Islands  tax  haven  boasts  more  than  350 
s  and  similar  entities,  though  it  is  impossible  to  know 

many  should  really  be  consolidated  on  balance  sheets  of 
.  companies.  Assets  in  the  entities  total  more  than  $635  bil- 

according  to  Fitzrovia  International  PLC,  a  London-based 
arch  firm.  The  Cayman  Islands,  which  has  been  competing 
:he  business  since  the  1980s,  claims  another  600  trusts  and 
its,  most  of  which  have  spe  expertise, 
fith  some  of  the  vehicles,  it  is  impossible  for  investors  to 

t  from  financial  reports  who  could  be  responsible  for 


what.  For  example,  Dell  Computer  Corp. 
has  a  joint  venture  with  Tyco  International 
Ltd.  called  Dell  Financial  Services  that  last 
year  originated  $2.5  billion  in  customer  fi- 
nancing, according  to  a  footnote  to  Dell's 
accounts.  According  to  the  note,  Dell  owns 
70%  of  DFS,  but  does  not  control  it  and 
therefore  keeps  DFS  debts  off  its  own  bal- 
ance sheet.  What  if  DFS  has  trouble  from 
customers  not  paying?  Dell  spokesman  T.  R. 
Reid  says  any  obligations  of  DFS  are  Tyco's 
responsibility  and  Tyco  agrees.  Jeffrey  D.  Si- 
mon, president  of  the  global  vendor  financ- 
ing business  at  Tyco  Capital,  says  Tyco 
would  look  to  Dell's  customers  to  pay  and 
not  to  Dell.  Tyco's  balance  sheet  reflects 
borrowing  to  finance  Dell's  customers. 

Companies  argue  that  off-balance  sheet 
vehicles  benefit  investors  because  they  en- 
able management  to  tap  extra  sources  of 
financing  and  hedge  trading  risks  that 
could  roil  earnings.  Maybe  so,  but  they 
sure  make  the  companies,  and  their  exec- 
utives, look  good:  Return  on  capital  looks 
better  than  it  is  because  balance  sheets 
understate  the  amount  employed.  And  in- 
vestors and  regulators  don't  freak  out  as 
corporate  debt  balloons.  But  critics  charge 
that  the  widespread  use  of  off-balance- 
sheet  schemes  encourages  contempt  for  ac- 
counting rules  in  the  executive  suite  and 
spreads  confusion  among  investors.  "The 
nonprofessional  has  no  idea  of  the  extent  of 
the  real  liabilities,"  says  J.  Edward  Ketz, 
accounting  professor  at  Pennsylvania  State 
University.  "Professionals  can  be  easily  fooled,  too." 

Worse  yet,  many  spes  have  provisions  that  can  throw 
their  users  into  a  full-blown  financial  crisis.  To  get  assets 
off  its  books,  a  company  typically  sells  them  to  an  spe,  fund- 
ing the  purchase  by  borrowing  cash  from  institutional  in- 
vestors. As  a  sweetener  to  protect  investors,  many  spes  in- 
corporate triggers  that  require  the  parent  to  repay  loans  or 
give  them  new  securities  if  its  stock  falls  below  a  certain 
price  or  credit-rating  agencies  downgrade  its  debt.  It  was  just 
such  triggers  in  its  notorious  off-balance-sheet  partnerships 
that  sent  Enron  into  a  death  spiral.  And  triggers  fu- 
eled the  crises  last  year  at  Pacific  Gas  &  Electric, 
Southern  California  Edison,  and  Xerox,  according 
to  Moody's  Investors  Service.  "All  of  this  hidden 
debt  and  these  triggers  could  make  the  next 
economic  downturn  a  lot  worse  than  it  would 
otherwise  be,"  says  Lynn  Turner,  who  was  chief 
accountant  at  the  Securities  &  Exchange  Com- 
mission until  July. 
Despite  the  risks,  spes  remain  very  appealing  to 
companies.  And  any  attempt  to  curb  them  or  abolish  the 
3%  rule  will  run  into  furious  opposition.  Since  the  early  '90s, 
an  army  of  accountants,  lawyers,  and  bankers  built  a  huge  in- 
dustry to  concoct  ever  more  creative  ways  to  evade  consoli- 
dated reporting.  So  reform  won't  come  easily.  "It  will  be  a 
phenomenal  fight,"  says  Turner. 

Maybe  so,  but  Enron's  demise  shows  how  quickly  a  tiny 
loophole  can  tear  the  country's  economic  fabric.  And  there 
may  never  be  a  better  time  to  close  it. 

By  David  Henry,  with  Heather  Timmons  and  Steve  Rosen- 
bush  in  New  York  and  MicJiael  Arndt  in  Chicago 
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THE  LAWYERS 


ONE  BIG 
CLIENT,  ONE 
BIG  HASSLE 

Vinson  &  Elkins'  heavy  reliance  on  Enron 
is  now  a  potential  liability  for  the  law  firm 

Aftershocks  from  the  collapse  of  Enron  Corp.  have  rocked 
the  energy  giant's  auditors,  bankers — and  now  its  at- 
torneys. Houston  law  firm  Vinson  &  Elkins  was  the  lat- 
est to  be  hit  when  news  broke  that  it  had  shrugged  off 
allegations  of  accounting  fraud  by  whistle-blower  Sherron  S. 
Watkins.  That's  an  incendiary  revelation,  for  certain.  But  it 
may  not  pose  nearly  as  much  of  a  threat  to  Vinson  &  Elkins 
as  some  of  the  other  work  the  firm  may  have  done  for  En- 
ron— namely,  helping  to  construct  the  web  of  partnerships  the 
company  used  to  move  debt  off  the  balance  sheet  and  pro- 
viding advice  on  what  executives  should  disclose  to  the  Se- 
curities &  Exchange  Commission. 

Why  are  these  activities  such  a  big  potential  problem? 
Under  the  law,  it  is  hard  to  pin  the  blame  on  lawyers  for  fi- 
nancial fiascos.  They  would  have  had  to  play  a  role  nearly 
equal  to  that  of  the  primary  perpetrators.  Most  experts 
agree  that  v&e's  seemingly  dismissive  attitude  about  the 
Watkins  allegations — months  after  the  transactions  she  com- 
plained about  took  place — probably  does  not  meet  the  stan- 
dard for  either  criminal  or  civil  liability.  But  that  verdict 
might  be  different  if  it  turns  out  that  the  firm's  attorneys  also 
helped  Enron  devise  some  of  the  complex  deals  that  wound 
up  sinking  the  company  in  the  first  place. 


There  are  growing  indica- 
tions that  may  just  be  the 
case.  In  her  missive  to  Enron 
Chairman  and  ceo  Kenneth  L. 
Lay,  Watkins  suggested  that 
the  law  firm  wrote  so-called 
opinion  letters  vouching  for  the 
legality  of  some  of  the  deals 
now  under  scrutiny.  And  ac- 
cording to  two  ex-Enron  exec- 
utives contacted  by  Business- 
Week, Vinson  &  Elkins  played 
a  creative  role  in  structuring 
and  managing  some  of  the 
company's  controversial  "spe- 
cial purpose"  partnerships.  One 
former  executive  in  the  com- 
pany's Houston  office  says  em- 
ployees would  approach  Vin- 
son &  Elkins  lawyers  "and  say, 
this  thing  needs  to  work.  How 
do  we  make  it  work?""  This 
source  adds  that  the  firm  also 
gave   Enron  advice   on   how 


TWO-WAY  CONNECTION 


ENRON  TIES 


The  energy  giant  has  long  been  Vinson  & 
Elkins'  top  client.  Last  year,  it  accounted  for 
morethan7%ofV&E's$450 
million  in  revenue.  Managing 
Partner  Joseph  Dilg  is  a  key 
contact  for  the  Enron  ac- 
count. Enron's  general  coun- 
sel, James  V.  Derrick  Jr.,  is  a 
former  V&E  partner.  Several 
other  members  of  the  legal  department  also 
hail  from  Vinson  &  Elkins. 


DERRICK 


PRESIDENTIAL  TIES 


V&E  gave  the  Bush  campaign  $190,000,  making  the  firm  his 
second-largest  donor.  White  House  Counsel  Alberto  Gonza- 
les is  a  former  partner  in  V&E's  corporate  department. 

Data:  BusinessWeek,  American  Lawyer 


HOUSTON  OFFICES 

The  venerable  Texas  law  firm  may  have  helpec 
Enron  execute  some  of  the  company's  more 
questionable  deals 

much  information  it  had  to  disclose  about  its  financial 
nations  in  its  10K  and  10Q  reports  to  the  sec. 

Legally  speaking,  the  key  issue  will  be  whether  Vinsj 
Elkins  blessed  activities  that  it  knew  to  be  fraudulent, 
it  could  be  in  trouble,  says  University  of  Illinois  law  prof  I 
Ronald  D.  Rotunda,  an  expert  in  legal  ethics.  "Under  * 
fact  scenarios,  they  could  have  real  problems,"  says  Rot  | 
The  law  firm  denies  that  it  has  done  anything  wronj 
cause  Vinson  &  Elkins'  conduct  is  under  federal  scnl 
Managing  Partner  Joseph  Dilg  declined  to  discuss  the  i\ 
investigation  of  the  letter  written  by  Watkins  and  was  f 
willing  to  offer  a  few  details  about  the  firm's  other  wor 
Enron.  He  said  the  law  firm's  professional  responsibility  I 

mittee  reviewed  its  wort) 
Enron  in  October  and  Nol 
ber  and  found  no  imprl 
eties.  "Everything  thatl 
firm's  lawyers  who  have! 
resented  Enron  have  don«| 
been  [accomplished]  in 
pletely  professional,  comj 
and  ethical  manner,"  says 
who  is  also  a  key  contac| 
the  Enron  account. 

He  and  fellow  partners! 
undoubtedly  find  thems»[ 
called  upon  to  prove 
point.  Enron  and  v&E  havj 
joyed  one  of  the  cl<| 
lawyer-client  relationship 
Corporate  America.  Bothl 
ron's  general  counsel,  J;l 
V.  Derrick  Jr.,  and  his  topi 
tenant,  deputy  general  <| 
sel  Robert  H.  Walls  Jr. 
former  partners  at  thel 
firm.  An  additional  20  <| 


DILG 


38  BusinessWeek  /  January  28,  2002 


attorneys  have  taken  jobs  at  Enron's  legal  department 

the  past  decade,  Dug  estimates.  And  Enron  is  V&e's  sin- 

argest  customer.  In  2001,  Enron  accounted  for  more 

7%  of  v&E's  $450  million  in  revenue.  The  law  firm  had 

•al  lawyers  working  virtually  full-time  on  company  busi- 

including  some  permanently  stationed  in  its  offices.  By 

ast,  Enron  contributed  less  than  1%  to  auditor  Arthur 

nlfcrsen's  revenues. 

e  exact  details  of  Vinson  &  Elkins  work  for  Enron  are  still 

In  her  letter,  Watkins  claimed  that  the  firm  "provided 

true  sale  opinions  on  some  of  the  deals"  related  to  the  so- 

1  Condor  and  Raptor  deals.  She  could  not  be  reached  for 

ration.  According  to  one  New  York  corporate  finance  at- 

h  ?y,  true  sale  opinions  are  letters  that  law  firms  write 

y  ling  for  the  fact  that  business  transactions  meet  particular 

r.  requirements.  So,  for  example,  they  might  certify  that  ti- 

e|  is  passed  in  a  particular  deal  or  that  it  was  conducted  be- 

i  two  legally  independent  parties.  Such  documents  would 

i4  been  important  to  Enron,  since  many  of  its  deals  took 

,  j  with  partnerships  in  which  it  held  a  large  stake.  v&E  de- 

to  discuss  the  opinion  letters. 

,  iue  sale  opinions  in  the  energy  sector  are  always  request- 

4y  auditors  before  they  are  willing  to  sign  off  on  the  ac- 

ing  treatment  for  a  particular  deal,  according  to  finance 

eiers.  They  are  also  requested  by  rating  agencies,  which 

u  i  to  assure  lenders  that  both  of  the  participants  in  a  par- 

u-  related-party  transaction  would  be  treated  indepen- 

>  y  in  the  event  one  of  them  went  bankrupt.  Otherwise,  one 

could  be  left  unfairly  holding  the  bag  for  the  failure  of  a 

jany  or  partnership  with  which  it  has  no  ties. 

■cording  to  one  former  Enron  employee,  the  company 

t  not  have  been  able  to  pull  off  many  of  the  transactions 

under  investigation  without  Vinson  &  Elkins'  opinion  let- 

The  company  "opinion-shopped  for  what  it  needed," 

f  this  source.  "If  it  hadn't  gotten  the  opinion  letters,  it 

In't  have  done  the  deals." 

xusations  by  embittered  ex-employees  obviously  have  to 
iken  with  a  grain  of  salt.  There's  still  little  hard  evidence 
t  what  Vinson  &  Elkins  did  or  didn't  do  for  Enron.  But 
firm  turns  out  to  have  worked  hand  in  hand  with  top 
igement,  it  could  be  finding  itself  in  the  same  hot  water 
le  energy  giant's  auditors  and  bankers. 

Mike  France  in  New  York,  with  Wendy  Zellner  in 
as  and  Christopher  Palmeri  in  Los  Angeles 


THE  ACCOUNTANTS 


CAN 

ANDERSEN 

SURVIVE? 

Keeping  the  firm  alive  through  the  probes 
and  lawsuits  will  be  a  monumental  job 

For  partners  and  professionals  in  Arthur  Andersen's  Hous- 
ton office,  there  was  one  sure  way  to  move  up:  Figure  out 
new  ways  to  make  Enron  Corp.  happy.  More  than  100 
staffers  were  devoted  to  the  office's  largest  account,  which 
by  Enron's  calculation  was  worth  more  than  $50  million  a  year. 
Perhaps  it  was  inevitable,  then,  that  as  the  energy-trading  gi- 
ant rose  to  prominence  in  the  '90s,  Andersen's  green-eyeshade 
legions  came  to  bask  in  Enron's  glow.  If  a  top  partner  in  the 
Houston  office  got  a  call  from  ex-Enron  ceo  Jeffrey  K.  Skilling, 
it  "made  his  day,"  says  an  ex-Andersen  exec.  Enron  only  en- 
hanced Andersen's  reputation  as  the  leading  auditing  firm  for 
the  oil-and-gas  business.  "They  were  the  best.  They  were  al- 
ways viewed  as  the  firm  to  go  to  in  Houston,"  says  Stephen  D. 
Newton,  managing  director  at  executive  recruiter  Russell 
Reynolds  Associates  Inc.  A  client-service  team  working  out  of 
Andersen's  marketing  department  met  regularly  with  David  B. 
Duncan,  the  lead  partner  on  the  Enron  account,  to  figure  out 
what  new  tax  advice  or  risk-management  product  they  could 
sell  to  the  energy  giant.  Several  top  Enron  execs,  including  its 
chief  accounting  officer,  had  come  from  Andersen.  Andersen 
even  cut  a  deal  to  handle  some  of  the  "internal"  auditing  work 
for  Enron  along  with  vetting  its  public  reports  for  the  trading 
firm's  audit  committee. 

It  is  now  clear  that  Andersen  will  pay  dearly  for  that  chum- 
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my  relationship.  Its  Houston  office  is  at 
the  center  of  a  growing  scandal  that  could 
cost  Andersen  and  its  partners  billions 
and,  ultimately,  may  lead  to  the  demise  of 
the  firm.  On  Jan.  15,  Andersen  dismissed 
Duncan  for  directing  what  it  describes 
as  a  frantic  two-week  effort  to  destroy 
"thousands"  of  e-mail  messages  and  doc- 
uments related  to  its  audit  of  Enron.  It 
also  put  three  Houston  partners  on  leave 
and  relieved  four  others,  including  D. 
Stephen  Goddard  Jr.,  managing  partner 
who  ran  the  Houston  office,  of  management  responsibilities. 
"This  was  a  painful  decision,  but  it  was  absolutely  the  right 
thing  to  do,"  said  Andersen  ceo  Joseph  F.  Berardino  in  a 
statement.  "We  are  prepared  to  take  all  appropriate  steps 
necessary  to  maintain  confidence  in  the  integrity  of  our  firm." 
An  attorney  for  Duncan  did  not  return  phone  calls.  And  God- 
dard could  not  be  reached. 

But  will  those  moves  be  enough?  Berardino  faces  the  real 
prospect  that  daily  revelations  about  Andersen's  involvement  in 
the  accounting  scandal  have  permanently  damaged  its  reputa- 
tion— and  could  eventually  lead  to  criminal  charges,  such  as  ob- 
struction of  justice.  From  his  statements  about  the  firing  of 
Duncan  and  other  steps  taken  in  Houston,  it's  clear  that  Be- 
rardino wrould  like  to  contain  the  damage  to  that  office.  But  in- 
vestigators are  looking  closely  at  broader  questions  involving 
Andersen's  role  in  Enron's  collapse.  For  instance,  what  did 
Andersen  know  about  the  problems  with  off-balance-sheet 
partnerships  that  inflated  Enron's  income?  Congressional  in- 
vestigators say  that  in  addition  to  warning  Enron  Chairman 
and  ceo  Kenneth  L.  Lay  about 
that  accounting  in  a  memo  last 
August,  Enron  executive  Sher- 
ron  S.  Watkins  also  followed  up 
with  a  phone  call  to  an  Ander- 
sen partner. 

Already,  some  talent  is  trying 
to  jump  ship:  A  Houston-area 
headhunter  says  his  firm  has 
gotten  1,000  resumes  from  top 
Andersen  people  in  one  week. 
Some  industry  observers  figure 
that  Andersen's  fall,  perhaps 
through  a  sale  or  merger,  could 
come  within  a  year.  For  Ander- 
sen to  survive,  says  profession- 
al-services consultant  Dean  Mc- 
Mann,  "they'd  really  have  to 
land  some  very  large  accounts 
in  a  market  wrhere  accounts  don't  change  very  often."  Losing 
accounts  is  also  possible.  Already,  the  audit  committee  at  one 
longtime  client,  R.  R.  Donnelley  &  Sons  Co.,  is  planning  to 
review  its  use  of  the  firm. 

Other  energy  companies  will  be  wratching  closely  as  the 
drama  plays  out.  While  it  is  the  smallest  of  the  Big  Five,  An- 
dersen dominated  in  Houston.  Long  before  Enron,  the  firm  was 
known  as  a  pioneer  for  innovations  such  as  a  way  to  expense 
dry  holes  over  the  life  of  an  oil  field,  says  I.  T.  "Tex"  Corley,  an 
ex-Andersen  partner  who  now7  runs  a  glass-recycling  business. 
Every  year,  Andersen  hosts  Houston's  premier  energy  confer- 
ence at  a  glitzy  hotel,  bringing  in  foreign  oil  ministers,  Wash- 
ington officials,  and  top  executives.  It  had  70%  of  the  city's  oil- 
and-gas  clients,  says  a  former  exec. 

Holding  Andersen  together  through  the  storm  will  be  a 
monumental  job.  The  firm  is  already  the  big-pockets  defendant 
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The  head  of  the  Houston  office  lost 
hislnanagement  responsibility,  and 
the  lead  Enron  partner  was  fired 

STEPHEN  GODDARD  RAN  THE  HOUSTON  OFFICE 

in  some  40  shareholder  lawsuits  in  which  plaintiffs'  lawyer! 
claiming  damages  of  more  than  $32  billion.  Enron,  the  prii| 
defendant,  is  all  but  immune  to  the  actions  because 
bankruptcy  filing.  Bill  Lerach,  managing  partner  at 
Weiss  Bershad  Hynes  &  Lerach  LLP,  a  firm  handling  one 
shareholder  suits,  says:  "I  don't  think  you  ever  want  tr| 
large  entities  go  out  of  business  because  of  litigation,  bi 
clients  have  to  be  appropriately  compensated  for  what 
pened  here." 

Fighting  the  legal  battles — along  with  struggling  wit 
fewyer  than  eight  separate  congressional  probes — is  boui 
take  a  heavy  toll  on  Berardino  and  many  of  his  3,000  part 
If  they  decide  to  settle  the  lawsuits,  it  will  cost  them  deai 
almost  certainly  more  than  the  $110  million  they  paid  to  a 
shareholder  litigation  in  the  liquidation  of  Sunbeam  CorJ 
their  unspecified  share  of  a  $220  million  settlement  of  the! 
lier  Waste  Management  Inc.  case.  Andersen  won't  sayjj 
much  insurance  it  has,  but  another  settlement  of  hunc 
millions  of  dollars  could  be  devastating.  And  if  fraud  is 
much  of  the  cost  won't  be  covered. 

Of  course,  Andersen's  fate  will  turn  on  how  culpal| 

proves  to  be  in  the  collap 


QUESTIONS  FOR  ANDERSEN 

The  firm's  survival  may  hinge  on  the  answers 
investigators  get  on  some  crucial  issues: 

•What  role  did  Andersen's  Houston  office  play  in 
creating  off-balance-sheet  partnerships  that  inflated 
Enron's  income? 

•  Did  Andersen's  Chicago  headquarters  sign  off  on 

those  partnerships?  Was  it  aware  of  the 

questions  raised  about  the  partnership  accounting? 

•Was  anyone  at  Andersen  headquarters — or  Enron — 
involved  in  the  decision  to  destroy  documents? 

•Did  Andersen's  multimillion-dollar  consulting 
contract  with  Enron  color  its  auditing  judgment? 


Enron.     Until     mid-Jan  I? 
Berardino  had  admitted  IV." 
his  firm  made  only  one  \ 
sional  misjudgment  in  aud    .■:„  -, 
which,  he  says,  accounts    fan.": 
relatively  small  part  of  Ei  mat 
earnings  restatements.  Ar  fewest 
says,  the  firm  wTas  not  }  insgi 
certain  crucial  informati 
another  Enron  partners!  rL: 
was  auditing,  wThich  also  1  task 
restatements.  But  revels  let  it  i 
of  document  destruction 
prove  far  more  damning  r 
tice  Dept.  investigators  d  \\ 
that  they  amount  to  obs  t 
tion  of  justice.  And  Wa- 


wTarmng  raises  questions    i 
whether  Andersen  had  a  more  active  role  in  setting  u 
partnerships  than  it  has  conceded. 

Comparisons  have  arisen  between  Andersen's  woes  an  c 
fall  of  Laventhol  &  Honvath  in  1990.  Although  far  sn  ► 
L&H  faced  a  rash  of  shareholder  lawsuits  over  problemal 
dits,  a  nasty  client  bankruptcy,  and  a  loss  of  confidence.  TT 
L&H  partners,  suffering  multimillion-dollar  legal  settlements  | 
ed  to  dissolve.  "The  partners  just  wanted  to  get  away  fro 
pain,"  recalls  ex-L&H  ceo  Robert  N.  Levine,  now  a  a, 
tant  in  Mill  Valley.  Calif.  Unless  Berardino  can  reassure  st. 
clients,  and  a  slew  of  investigators  that  Enron  was  an  i»  } 
affair  in  wiiich  Andersen  played  a  bit  part,  he  may  find  h 
in  a  similar  spot. 

By  Joseph  Weber  in  Chicago,  with  Christopher  Palm 
Los  Angeles,  Louis  Lavelle  and  Nanette  Byrnes  in  New 
and  Wendy  Zellner  in  Dallas 
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COMMENTARY 

By  Howard  Gleckman 


-: 


THERE'S  NO  POSITIVE  SPIN  ON  THIS  ONE,  MR.  LINDSEY 

better  than  I,  is  transparency — the 
ability  of  every  shareholder  to  know, 
more  or  less,  what  every  other  share- 
holder knows. 

But  modern  American  capitalism 
failed  the  owners  of  Enron.  Not  be- 
cause the  company  failed — a  basic 
tenet  of  capitalism  is  the  freedom  to 
succeed  or  flop.  Rather,  it  failed  be- 
cause Enron  management  and  its  audi- 
tor, Arthur  Andersen,  didn't  play  by 
the  rules  that  define  a  market  econo- 
my. And  they  were  allowed  to  get 
away  with  it  for  years. 

The  great  tragedy  is  that  if  the  sys- 
tem had  worked  as  it  should  have,  En- 
ron would  still  be  in  business.  Oh,  it 
never  would  have  seen  its  share  price 
run  up  to  $90.  But  neither  would  it 
have  collapsed. 

Had  Andersen  blown  the  whistle  on 
shaky  financial  transactions  early  on, 
Enron  would  have  been  forced  to  keep 
its  debt  from  spirahng  out  of  control. 
Had  its  outside  directors  actually  rep- 
resented shareholders  and  demanded 
that  management  stop  playing  games 
with  its  books,  Enron  would  be  viable 
today.  Had  the  government  regulated 
Enron  in  the  same  way  as  other  com- 
modity exchanges,  it  would  never  have 
run  up  the  liabilities  it  did. 

In  short,  Enron  would  be  a  thriv- 
ing— though  retrenched — energy  trad- 
ing company  instead  of  a  carcass  left 
to  be  picked  over  by  government  in- 
vestigators and  tort  lawyers.  Thou- 
sands of  employees  would  still  have 


OUTTA  LUCK:  And 

out  of  the  loop 


ven  after  three  decades  in  Wash- 
ington, I  occasionally  hear  some- 
thing so  stunningly  wrongheaded 
that  it  takes  my  breath  away. 
's  what  happened  on  Jan.  6,  when 
"  White  House  economic  adviser 
rence  B.  Lindsey  called  the  Enron 
>.  collapse  a  "tribute  to  American 
alism."  And  all  this  time  I  thought 
lemise  of  what  was  once  the  sev- 
-biggest  company  in  the  nation 
a  massive  failure  of  our  modern 
icet  economy. 

or  Lindsey,  the  great  achievement 
nron's  fall  was  that  the  govern- 

let  it  happen,  despite  the  compa- 
political  connections.  That's  true 
lr  as  it  goes.  And  it  is  nice  to 
w  that  the  U.  S.  isn't,  say,  Ar- 
ina,  where  a  severe  case  of 
y  capitalism  helped  bring  down 
economy. 

ut  Enron  fell  so  far  so  fast  that 
e  was  nothing  its  political  patrons 
i  do.  Once  it  became  clear  that 
company  had  repeatedly  misstat- 
arnings  and,  most  important,  that 
imployees'  401(k)  investments  had 

i  wrated,  Enron  became  radioactive. 

-  he  time  Chairman  Kenneth  L.  Lay 
d  top  Administration  officials  in 

;  ber,  their  response  was  preor- 

8  ed.  The  man  President  George  W. 
i  used  to  call  "Kenny  Boy"  wasn't 
g  to  get  any  help,  despite  years  of 
y  campaign  contributions, 
indsey  may  find  it  praiseworthy 
Washington  didn't  throw  together 


a  last-minute  bailout  of  Enron,  but  he 
ignores  all  that  happened  before  Lay 
made  his  phone  calls. 

You  can  start  in  the  '90s.  That's  when 
the  Commodity  Futures  Trading  Com- 
mission decided  to  let  Enron  and  a 
handful  of  other  companies  run  largely 
unregulated  energy-trading  businesses. 
Then,  two  years  ago,  Enron  used  its  po- 
litical clout  to  get  Congress  to  exempt 
it  from  both  cftc  and  Securities  &  Ex- 
change Commission  regulation  of  what 
had  become,  in  essence,  a  publicly  trad- 
ed hedge  fund  making  its  own  highly 
speculative  investments. 

And,  of  course,  there  were  the  com- 
pany's internal  dealings. 


ENRON'S  FAILURE  U  is  a  tribute  to 
American  capitalism  11 

—  LAWRENCE  B.  LINDSEY,  White  House  economic  adviser 


For  at  least  four  years, 
Enron  misrepresented  its  earnings  by 
$400  million  or  more.  Top  managers 
were  selling  chunks  of  company  stock 
even  as  its  employees  were  barred 
from  doing  so.  And  Enron's  outside  di- 
rectors, the  people  charged  with  the 
responsibility  to  protect  shareholders 
from  the  mistakes  or  avarice  of  man- 
agement, seemed  to  have  missed  it  all. 

Capitalism  works  only  when  it  is 
played  on  a  level  field.  The  essence  of 
efficient  markets,  as  Lindsey  knows 


their  jobs.  Their  401(k)  plans  would 
still  have  considerable  value.  And  mil- 
lions of  investors  would  happily  own  a 
a  solid,  if  unspectacular,  stock. 

No  one  would  ever  have  noticed  if 
the  auditors,  outside  directors,  and 
regulators  had  done  the  right  thing.  It 
all  would  just  have  worked  the  way  it 
was  supposed  to— and  that  would  have 
been  the  real  tribute  to  capitalism. 

Gleckman  covers  economic  policy 
from  Washington. 
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WASHINGTON 


THE  FALLOUT 
FOR  BUSH  AND 
CONGRESS 

How  the  Enron  disaster  will  color  a 
string  of  policy  debates 

The  financial  debacle  that  is  Enron  Corp.  shows 
no  early  signs  of  developing  into  a  cancer-on- 
the-Presidency  crisis  like  scandals  of  the  past. 
Absent  proof  of  White  House  favors  for  the  ill- 
fated  energy  company,  nobody  in  the  Bush  Admin- 
istration seems  likely  to  be  bounced  out  of  office  or 
become  a  political  scapegoat — at  least  not  yet.  In- 
deed, the  President  blithely  dismisses  potential  po- 
litical fallout  from  Enron — instead  joking  about  ter- 
rorist pretzels  and  traipsing  around  the  Heartland 
touting  trade  liberalization.  And  there's  some  reason 
for  his  optimism.  "There  has  to  be  a  smoking  gun  for 
this  to  become  an  issue"  for  Bush,  says  University  of 
Texas  political  scientist  Bruce  Buchanan. 

But  while  the  Administration  seems  to  have  de- 
flected much  of  the  political  heat  from  the  13  Enron 
inquiries  already  under  way,  the  corporate  scandal 
seems  destined  to  leave  a  mark  on  Bush's  Washing- 
ton. Already,  the  issues  raised  by  the  biggest  bank- 
ruptcy in  American  history  have  altered  the  2002 
policy  debate,  from  campaign-finance  reform  to  ener- 
gy, and  have  caused  a  fundamental  rethinking  of  the 
role  of  federal  regulators. 

One  major  reason  for  the  seismic  shift  in  capital  at- 
titudes is  Enron's  high  profile  in  politics.  The  corpo- 
ration and  its  executives  contributed  almost  $5.8  million 
to  political  war  chests  since  1989,  including  $1.9  million 
in  soft  money  to  both  parties.  While  73%  went  to  Re- 
publicans, including  President  Bush — whose  campaign 
and  inauguration  committee  received  $424,000 — Enron 
also  donated  to  prominent  Democrats,  such  as  House 
Minority  Leader  Dick  Gephardt  (Mo.),  Senate  Energy 
Committee  Chairman  Jeff  Bingaman  (N.  M.),  and  Senator 
Chuck  Schumer(N.Y.). 

From  the  days  of  the  first  President  Bush,  Enron  was  a 
case  study  in  how  to  play  the  Washington  game  effectively.  It 
got  into  the  wholesale  electricity  business  in  part  because  it 
successfully  pushed  legislation  in  1992  that  allowed  it  to  do  so. 
It  managed  to  keep  regulators  away  from  its  far-flung  trading 
business  over  the  past  decade  and  has  always  had  a  seat  at 
the  table  when  energy  legislation  was  considered.  In  1996, 
Enron  donated  $100,000  in  soft  money  to  the  Democratic 
Party  after  the  Clinton  White  House  helped  with  troubled 
negotiations  over  a  power  plant  in  India. 


Booi 


Besides  spreading  money  around,  how  did  Enron 
mulate  such  clout?  CEO  Kenneth  L.  Lay's  capital  connec 
date  back  to  the  Nixon  Administration,  when  he  was  a; 
viser  to  the  Federal  Energy  Regulatory  Commission  ar 
Interior  Dept.  official  dealing  with  energy  issues.  ( 
personal  relationships  between  Lay  and  both  Presic  | 
Bush  helped,  as  did  a  compelling  story  line  as  an  innov 
company.  Indeed,  Democrats  from  Clinton  to  former  1 
Governor  Ann  Richards  sought  out  Lay  for  advice,  coun 
and  contributions.  In  the  end,  former  friends  on  Ca^ 


"We  spent  the  last  10  years  breaking  down  walls  betw(  ie< 
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Hill  felt  betrayed  and  deceived  by  the  alleged 
corporate  misconduct  that  cost  thousands  of  work- 
ers their  jobs  and  many  their  retirement  sav- 
ings. The  backlash  could  have  profound  conse- 
quences. Here's  how: 

RETHINKING  DEREGULATION 

■  While  the  Administration  prepares  to  launch 

a  year-long  assault  on  federal  regs  that  it 

believes  are  stifling  economic  growth,  some 

lawmakers  think  the  unshackling  of  industries  is 

coming  to  an  end.  "We  spent  the  last  10  years 

breaking  down  walls  between  businesses,"  says 

Representative  Joe  Barton  (R-Tex.).  "I  think 

that's  over."  Even  some  longtime  deregulation 

advocates   are   rethinking   the   role   of  federal 

watchdogs.  "A  whole  lot  of  little  people  got  hurt 

because  someone  wasn't  watching  out  for  them," 

says  Representative  Charles  W  Stenholm  (D- 

Tex.),  a  leading  Democratic  conservative. 

Office  of  Management  &  Budget  Director 
Mitch  Daniels  calls  Enron  "a  very  graphic  ex- 
ample of  what  can  happen  when  we  don't  have 
enough  transparency  in  the  marketplace.  It  may 
well  eventually  lead  to  further  federal  action." 
One  probable  reform:  a  change  in  accounting 
rules  that,  at  a  minimum,  would  forbid  accoun- 
tants who  audit  a  company  from  contact  with 
their  consultant  colleagues  who  advise  the  same 
company's  managers  about  how  to  increase  prof- 
its. Also  likely  are  regs  that  restrict  companies 
that  use  their  stock  to  match  employee  contri- 
butions to  401(k)  accounts.  In  fact,  a  cap  may 
be  placed  on  the  percentage  of  company  stock 
permitted  in  such  accounts. 

REVIVING  CAMPAIGN  REFORM 


■  The  harsh  spotlight  on  Enron  has  exposed 

how  big  contributors  buy  access  with  generous 

donations.  Supporters  of  the  stalled  McCain- 

Feingold     campaign-finance-reform     bill     are 

hoping  the  scandal  generates  the  momentum 

needed    to    ban    soft    money    and    broaden 

disclosure  requirements.  "Enron  is  a  story  about 

big  dollars  that  influence  public  decisions,"  says 

Representative  Christopher  Shays   (R-Conn.),  a 

reform  leader. 

While  the  campaign-finance  overhaul  passed 
the  Senate  last  year,  it  stalled  in  the  GOP 
House.  Reformers  are  hoping  that  the  anti-En- 
ron backlash  will  help  them  get  the  two  addi- 
<al  signatures  needed  to  force  a  showdown  vote  on  the 
ec  kse  floor.  Still,  even  if  Shays  &  Co.  win  in  the  House,  re- 
al n  opponents,  led  by  House  Majority  Whip  Tom  DeLay 
ffl  'ex.),  will  try  to  scuttle  the  proposal  in  a  House-Senate 
( erence  committee.  (DeLay  has  received  $28,000  in  Enron 
>id  itions  since  1988,  placing  him  fourth  among  House  mem- 
'Vi  I  who  got  gifts  from  the  company.)  Nonetheless,  the  long- 
1  nant  bill  seems  to  have  new  life.  Because  of  Enron,  "cam- 
n  pi-finance   reform  is   back,   alive   and   kicking,"   says 
s  ublican  consultant  Scott  W  Reed. 


A  RENEWED  EMPHASIS  ON  ETHICS 

■  The  Administration  has  thus  far  avoided  the  ethics  problems 
that  dogged  the  Clintonites.  But  Enron's  financial  ties  to  the 
Bush  team  have  refocused  attention  on  potential  conflicts  of  in- 
terest in  the  White  House — even  though  there's  no  evidence 
that  any  official  intervened  when  the  company  was  in  free  fall. 
Among  top  Bush  aides,  chief  economic  adviser  Lawrence  B. 
Lindsey  and  U.  S.  Trade  Rep  Robert  B.  Zoellick  served  on  an 
Enron  advisory  board,  and  new  Republican  National  Commit- 
tee Chairman  Marc  Racicot  lobbied  for  Enron  in  2001. 

Most  problematic  for  the  White  House  is  Enron's  in- 
volvement in  Vice-President  Dick  Cheney's  energy  task 
force  last  year.  Cheney  has  acknowledged  that  he  and  aides 
met  with  Enron  officials  six  times  while  they  were  formu- 
lating the  Administration's  energy  policy.  Democrats,  hungry 
for  an  issue  in  the  2002  midterm  elections,  allege  that 
Enron's  close  ties  to  the  Bushies  bought  special  access  to  the 
corridors  of  power.  In  fact,  a  Jan.  11-14  Gallup  Poll  finds  that 
46%  of  Americans  believe  the  Administration  did  some- 
thing illegal  or  unethical.  So  the  pressure  is  on  the  White 
House  to  shed  light  on  the  inner  workings  of  the  secretive 
Cheney  group.  The  General  Accounting  Office  will  soon 
file  a  lawsuit  to  force  release  of  the  minutes  of  the  task 
force  meetings,  BusinessWeek  has  learned. 

REVISITING  ENERGY  POLICY 

■  Lawmakers  and  lobbyists  alike  believe  that  a  bipartisan 
compromise  is  near  on  legislation.  But  the  attention  on 
Enron  could  alter  the  equation  on  Capitol  Hill.  For  one 
thing,  it's  now  highly  doubtful  that  the  electricity 
deregulation  sought  by  Enron — and  previously  backed  by 
House  Republicans  and  Senate  Dems — will  be  included  in 
the  final  package.  And  it's  less  likely  that  Congress  will 
agree  to  Bush's  proposal  to  drill  in  the  Arctic  National 
Wildlife  Refuge.  The  Enron  fallout  "will  have  a  negative 
impact  on  the  Administration's  push  for  [pro-production] 
energy  legislation,"  concedes  one  business  lobbyist  with 
close  ties  to  the  White  House. 

MAIN  STREET  VS.  WALL  STREET 

■  Democrats  are  preparing  to  use  the  Enron  scandal  as  a 
case  study  in  how  Republicans  allow  powerful  corporations  to 
run  amok  while  workers  suffer  the  consequences.  Indeed, 
Gallup  found  that  63%  of  Americans  believe  that  Big  Business 
has  too  much  influence  over  the  Administration.  But  with 
dozens  of  Democrats  also  benefiting  from  Enron's  largesse, 
that  line  may  be  difficult  to  sell.  Certainly,  the  Enron  debacle 
has  fired  up  GOP  populists  who  have  long  lamented  the  clout  of 
Big  Business.  "Republicans  need  to  deemphasize  some  of  the 
corporate  tax  cuts  and  focus  more  on  individual  reductions," 
says  Cato  Institute  economist  Stephen  Moore. 

While  the  corporation-bashing  rages,  the  White  House  re- 
mains in  damage-control  mode.  "If  the  Administration  will  be 
disciplined  and  just  answer  the  [committees']  questions,  soon- 
er or  later,  it  goes  away,"  says  gop  operative  Charles  Black. 
That  may  be  true  as  far  as  any  whiff  of  scandal  is  con- 
cerned. But  public  policy  will  be  formulated  in  the  shadow  of 
the  Enron  scandal  for  a  long  time  to  come. 

By  Richard  S.  Dunham,  Lee  Walczak,  and  Dan  Carney, 
with  Lorraine  WoeUert  and  Laura  Cohn,  in  Washington 


messes.  I  think  that's  over" 


BusinessWeek  /  January  28,  2002  43 


Special  Report 


ACCOUNTING 
IN  CRISIS 


rfcto 

mldn 
|d  tli 


Reform  is  urgent.  Here's 
what  needs  to  be  done 

A  few  years  ago,  it  would  hardly  have  seemed  possible: 
The  nation's  attention,  from  the  halls  of  Congress  to 
main  street,  has  been  riveted  on  an  accounting  scan- 
dal, a  subject  so  abstruse  it  rarely  makes  the  front 
page.  But  as  the  tawdry  chapters  in  the  Enron  fiasco 
unfold  like  some  penny  dreadful,  with  explosive  rev- 
elations of  hidden  partnerships,  shredded  documents,  and 
shocking  conflicts  of  interest,  it's  clear  that  the  fall  of  Houston- 
based  Enron  is  in  a  class  by  itself. 

Everything  about  this  debacle  is  huge:  a  $50  billion  bank- 
ruptcy, $32  billion  lost  in  market  cap,  and  employee  retire- 
ment accounts  drained  of  more  than  $1  billion.  The  lapses  and 
conflicts  on  the  part  of  Enron's  auditor  Arthur  Andersen 
are  equally  glaring.  Andersen  had  been  Enron's  outside  au- 
ditor since  the  1980s,  but  in  the  mid-1990s,  the  firm  was 
given  another  assignment:  to  conduct  Enron's  internal  audits 
as  well.  In  effect,  the  firm  was  working  on  the  accounting  sys- 
tems and  controls  with  one  hand  and  attesting  to  the  numbers 
they  produced  with  the  other.  And  the  ties  went  even  deep- 
er: Enron's  own  in-house  financial  team  was  dominated  by  for- 
mer Andersen  partners.  Then,  as  the  firm  began  its  last, 
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rapid  plunge  toward  bankruptcy,  the  Andersen  auditors  1   nt  on 
frantically  tossing  records  of  their  work  into  the  shred*    hearir 

For  working  both  sides  of  the  street,  Andersen  wa 
warded  richly.  In  2000,  the  firm  earned  $25  million  in 
fees  from  Enron,  and  another  $27  million  in  consulting 
and  other  work.  Sure,  it's  possible  that  Andersen's  auc 
blocked  all  of  those  connections  from  their  minds  and    i 
aged  still  to  render  an  objective  opinion,  but  even  form 
siders  wonder  how.  "There  were  so  many  people  ir 
Houston  office  who  had  their  finger  in  the  Enron  pi  iber 
former  Andersen  staffer  says.  "If  they  had  somebody    sail 
said  we  can't  sign  this  audit,  that  person  would  get  fire  (ants 

As  shocking  as  Enron  is,  it's  only  the  latest  in  a  diz;   Ltfoi 
succession  of  accounting  meltdowns,  from  Waste  Mar   &\& 
ment  to  Cendant.  Lynn  E.  Turner,  former  chief  accountai 
the  SEC  and  now  a  professor  at  Colorado  State  University 
culates  that  in  the  past  half-dozen  years  investors  hav« 
close  to  $200  billion  in  earnings  restatements  and  lost  m. 
capitalization  following  audit  failures.  And  the  pace  seer'  |# 
be  accelerating.  Between  1997  and  2000,  the  number  o  rec 
statements  doubled,  from  116  to  233. 

That  sorry  record  has  cast  doubt  on  a  once  honored    tk 
fession.  Auditors  have  always  been  in  the  uncomfortabk 
sition  of  having  to  judge  the  financial  integrity  of  the     l 
panies  that  pay  them.  But  in  the  fast-moving  1990s, 
intensifying  pressure  to  produce  ever  rising  earnings 
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:  prices,  Corporate  America  began  to  push  the  accounting 
daries  like  never  before.  And  auditors  were  thrust  into  a 
role  of  enabler.  "They  began  to  emphasize  too  much,  be- 
i  business  partner"  to  the  company,  laments  Phil  Liv- 
:on,  president  of  the  Financial  Executives  Institute, 
le  accounting  industry,  which  largely  regulates  itself, 
steadfastly  resisted  change,  even  in  the  face  of  repeated 
failures  and  scandals.  That's  about  to  change.  The  size 
scope  of  the  Enron  disaster  is  simply  too  huge  to  ignore, 
t  congressional  committees  are  investigating  or  plan- 
hearings  on  the  matter,  and  legislation  is  already  in 
works  to  force  firms  to  abandon  consulting  to  audit 
ts  or  face  much  stiffer  legal  liability.  Securities  &  Ex- 
ge  Commissioner  Harvey  L.  Pitt,  who  himself  has 
ed  for  the  Big  Five,  is  shaping  a  proposal  for  a  new  body 
tuld  remove  discipline  and  investigation  of  audit  fail- 
from  the  current  system  of  professional  peer  review. 
(  Representative  John  D.  Dingell  (D-Mich.),  the  ranking 
rat  on  the  House  Energy  &  Commerce  Committee 
d(|e  hearings  begin  in  early  February:  "How  to  make  ac- 
ants  do  their  jobs  will  be  one  of  our  big  interests." 
en  after  the  fiameout  of  Enron,  the  Big  Five  accounting 
have  yet  to  acknowledge  the  need  for  fundamental 
e  to  their  independence  rules.  Instead,  in  a  joint  state- 
issued  on  Dec.  4,  the  CEOs  of  the  Big  Five  focused 
ly  on  improving  the  rules  of  accountancy.  Industry 
infer  James  S.  Turley,  chairman  of  Ernst  &  Young,  says 
i  rather  than  an  audit  failure,  Enron  "at  its  core  was  a 
less  failure."  The  American  Institute  of  Certified  Public 
untants  (aicpa)  as  well  as  the  other  big  firms  declined  to 
izzjnent  for  this  story. 

an 't  it's  hard  not  to  assign  blame  to  the  industry's 
at  les-old  system  of  peer  review  that  again 
tv  ed  its  ineffectiveness  on  Jan.  3.  That's   ^, 


vtfi  Andersen  announced  that  the 
II  and  its  Houston  office  had 
r  ssfully  passed  the  review 
(([ucted   by   fellow   Big 
firm    Deloitte 

le.  Amazingly,  two 
i  ;s  later  on  Jan. 

Andersen  fired 

ad  Enron  audi- 

ind  put  more 

ton   partners 

eave.    "What 

ies  me,"  says 


The  industry 
has  strenuously 
resisted  calls 
for  change, 
even  in  the  face 
of  repeated 
audit  failures 


University  of  Illinois  accounting 
professor  Andrew  D.  Bailey  Jr., 
"is  that  there's  another  Enron 
coming  around  the  bend." 

To  critics,  there  is  a  basic 
disconnect  between  the  Big 
Five  and  the  broader  public 
outrage.  "The  whole  culture  of 
auditing  is  based  on  disclosure, 
yet  the  practices  of  the  industry 
have  defied  this  in  recent  years 
by  embracing  a  fortress  men- 
tality," says  former  sec  com- 
missioner Arthur  Levitt  Jr.  who 
battled  in  2000  very  publicly 
with  the  industry  over  his  proposal  to  limit  consulting. 

Whatever  shape  the  final  reforms  take,  they  must  reach  to 
the  heart  of  the  conflicts  that  have  damaged  the  auditing  pro- 
fession. As  the  debate  begins,  here  are  seven  proposals  that 
could  go  a  long  way  to  re-establishing  the  public  trust: 

ENACT  SELF-REGULATION  WITH  TEETH 

IThe  Enron  disaster  has  awakened  investors  to  the 
accounting  crisis.  Roger  C.  Hamilton,  a  portfolio 
manager  at  John  Hancock  Value  Funds,  managed  to 
Unload  his  600,000  Enron  shares  at  $14  to  $15  last 
fall  before  the  stock  totally  collapsed,  but  he  still  suf- 
fered a  substantial  loss.  Now  Hamilton's  joining  the  call  for 
government  oversight  of  the  profession:  "Then,  I  think,  they 
would  have  to  play  by  the  rules  of  the  game." 

Under  the  current  system  of  self-policing,  it's  difficult  to  fig- 
ure out  who's  even  in  charge.  Administered  by  the  aicpa,  an 
industry  trade  group,  is  a  series  of  groups  that  are 
supposed  to  monitor  auditor  independence 
-.,    and  audit  quality.  The  Public  Oversight 
Board    (pob)   is   charged 
with  ensuring  that  the 
public    interest    is 
considered  in  the 
oversight  of  audi- 
tors.   But    the 
pob   relies   en- 
tirely on  the  cpa  firms  for  its  funding 
and  has  no  authority  to  investigate,  no 
subpoena  power,  and  no  power  to  punish 
infractions.  An  offshoot,  the  Quality  Con- 
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"The  accounting  profession  is  very  creative  at  taking 


trol  Inquiry  Committee  (qcic),  investigates  the  roughly  50  cas- 
es of  suspected  audit  failure  raised  in  lawsuits  each  year.  It  too 
has  no  subpoena  power  and  works  entirely  from  public  docu- 
ments and  anything  the  firms  may  volunteer.  Separately,  the 
AICPA  runs  a  system  of  peer  review.  Although  smaller  firms 
have  occasionally  been  censured  by  their  peers,  no  Big  Five 
firm  has  ever  failed  a  review. 

Today,  even  the  industry  has  conceded  that  this  system 
needs  work.  According  to  Ernst  &  Young  chief  Turley,  the  Big 
Five  are  working  with  the  sec  to  find  a  way  to  modify  the 
peer-review  process  as  well  as  ways  to  improve  the  quality  of 
disciplinary  proceedings.  "The  idea  that  the  whole  system  is 
broken  is  wrong,"  says  Charles  A.  Bowsher,  chairman  of  the 
pob.  "But  with  the  series  of  alleged  failures  in  the  past  two  or 
three  years,  it  needs  to  be  looked  at  and  strengthened." 

That  won't  be  enough.  In  light  of  the  questions  being 
raised  about  the  profession's  integrity,  there  is  a  rising  call  that 
oversight  be  taken  out  of  the  hands  of  the  cpas.  The  sec's  Pitt 
is  contemplating  transferring  both  auditor  regulation  and  dis- 
cipline to  a  new  self-regulatory  organization  (sro)  staffed  and 
overseen  largely  by  outsiders  who  would  take  over  the  review 
process.  The  group's  board  would  be  dominated  by  public 
members.  But  this  too  may  fall  short  if  it  leaves  the  setting  of 
audit  standards  in  the  hands  of  the  aicpa. 

Former  sec  chief  accountant  Lynn  Turner  wants  any  sro  to 
also  make  its  findings  public.  Turner  says  a  properly  func- 
tioning auditor  sro  would  work  almost  like  the  respected 
National  Transportation  Safety  Board.  "When  an  airplane 
crashes  in  the  morning,  that  night  the  NTSB  is  out  investi- 
gating, and  the  airline  is  right  there  with  them.  Within  a  year 
they  come  out  with  a  report  on  what  went  wrong  and  man- 
date certain  things  get  fixed  so  it  doesn't  happen  again," 
says  Turner.  "That's  what  our  sro  needs  to  do." 

But  while  it  sounds  good,  creating  such  a  body  will  be  far 
from  easy.  First  of  all,  to  have  real  power  it  requires  action  by 
Congress,  which  in  a  shortened  election  year  already  has 
plenty  of  other  things  to  do.  How  it  will  be  funded  is  sure  to 
be  a  topic  of  long  and  hot  debate.  Also,  the  history  of  sros  has 
been  far  from  pristine.  While  the  NTSB  is  highly  effective,  an 
auditor  sro  is  apt  to  be  more  like  the  National  Association  of 
Securities  Dealers,  which  has  had  a  spotty  record  of  regulation, 


critics  say.  And  any  sro  must  be  set  up  in  such  a  way, 
former  senior  official  at  the  SEC,  "that  the  whole  system  I 
hijacked  by  the  firms.  The  accounting  profession  is  very| 
ative  at  taking  over  every  group  that's  ever  tried  to  rein  i  f 

BAR  CONSULTING  TO  AUDIT  CLIENTS 
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2      What  Arthur  Levitt  couldn't  achieve  in  a  ye; 
public  hearings,  speeches,  and  backroom  bar] 
the  Enron  scandal  may  now  accomplish.  'Ten 
|  from  now  the  auditing  profession  will  look  b 
that  debate  on  independence  and  consulting 
missed  opportunity,"  says  Jack  T.  Ciesielski,  a  cpa  and  ei 
of  The  Analyst's  Accounting  Observer.  "Had  they  willi 
gone  along  with  some  changes  then,  maybe  they  wouldn't 
so  bad  now." 

That  accountants  have  become  increasingly  dependen 
consulting  is  clear.  In  1993,  31%  of  the  industry's  fees 
from  consulting.  By  1999,  that  had  jumped  to  51%.  In  200 
example,  PricewaterhouseCoopers  earned  only  40% 
worldwide  fees  from  auditing,  29%  coming  from  manage] 
consulting  and  most  of  the  rest  from  tax  and  corporate  fin 
work,  reports  the  International  Accounting  Bulletin, 
telling,  in  a  study  of  the  first  563  companies  to  file  financia 
ter  Feb.  5,  2001,  the  University  of  Illinois'  Bailey  found  th; 
average,  for  every  dollar  of  audit  fees,  clients  paid  thei 
dependent  accountants  $2.69  for  nonaudit  consulting.  Pi 
Energy,  based  in  Bellevue,  Wash.,  had  the  greatest  imbak   fai 
paying  PricewaterhouseCoopers  only  $534,000  for  its  audit 
over  $17  million  in  consulting  fees.  "That's  30  years  of  i, 
fees  in  one  year  for  nonaudit,"  points  out  Bailey.  Marrioti 
ternational  Inc.  had  a  similar  imbalance.  It  paid  Ande 
just  over  $1  million  for  its  audit,  but  more  than  $30  millioi^iieni 
information  technology  and  other  services. 

The  industry  and  others  argue  that  conflict  of  intere 
rarely  the  subject  of  litigation  and  that  consulting  work 
provide  a  better  understanding  of  the  company  and  impi 
the  audit.  Still,  in  many  people's  minds  the  rising  im 
tance  of  consulting  has  contributed  to  a  decline  in  auc 
skepticism.  It  simply  looks  bad  to  have  Andersen  ean 
more  on  consulting  to  Enron  than  on  auditing. 
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ACCOUNTING  FAILURES 
AREN'T  NEW- 
JUST  MORE  FREQUENT 

Investors  have  lost  close  to 
$200  billion  in  the  past  half- 
dozen  years  in  earnings  re- 
■  statements  and  stock  melt- 
downs  following  audit  failures. 
And  the  pace  seems  to  be  ac- 
celerating. Between  1997  and 
2000,  the  number  of  restate- 
ments jumped  100%,  from  116 
instances  to  233. 
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BAUSCH  AND  LOMB 

OCT. 23, 1995 

A  BusinessWeek  investigation  uncovers 
multiple  accounting  abuses  by  Bausch  & 

Lomb,  sparking  a 
Securities  &  Ex- 
change Commis- 
sion investigation. 
The  company  later 
admitted  that  it 
had  overstated 
income  by  $17.6 
million  and  set- 
tled a  share- 
holder lawsuit 
tor  $42  million. 


billion.  In  August,  the 
suit  with  shareholders 
investigating. 
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that  it  ha 
stated  rev 
fiscal  199^ 
1999  by  o 
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y  group  that  has  ever  tried  to  rein  it  in" 


IATE  ROTATION  OF  AUDITORS 


k       On  September  11,  2001,  while  the  world  was  glued 
m      to  the  television,  Ellen  Seidman,  director  of  the 

Office  of  Thrift  Supervision,  testified  before  the 
■      Senate  banking  committee.  Seidman  was  there  to 

tell  the  story  of  the  failure  of  Superior  Bank,  an 
:>rook  Terrace  (Ill.)-based  savings  and  loan  partly  con- 
ed by  Chicago's  Pritzker  family,  which  had  collapsed 
;tacular  fashion  last  July.  As  part  of  her  presentation, 
man  outlined  the  role  of  auditor  Ernst  &  Young  in  the 
re  of  the  bank  and  its  write-off  of  $270  million  and  ar- 
vigorously  for  auditor  rotation.  That  would  "result  in  a 
>dic  'fresh  look'  at  the  institution  from  an  audit  per- 
ive  to  the  benefit  of  investors  and  regulators,"  she 
Ernst  &  Young  blames  a  large  subprime  loan  portfolio, 
ning  interest  rates,  and  a  deteriorating  economy  for  the 
's  failure. 

ins  of  mandatory  rotation  of  auditors  argue  that  scan- 
like Waste  Management,  where  income  was  overstated 
1.4  billion,  would  never  occur  if  the  auditor  knew  that 
in  a  few  years  it  would  be  out  and  a  competitor  would 
eviewing  its  work.  Opponents  say  that  rotation  could 
te  more  problems,  since  new  auditors  need  time  to 
i  about  a  company.  They  prefer  the  current  system  of 
ging  audit  partners  periodically  but  keeping  the  same 
in  place. 

station  has  the  advantage  of  being  relatively  inexpensive 
lplement.  "It's  a  wonderful  thing,"  says  John  H.  Biggs, 
as  chief  of  pension  giant  tiaa-cref  selects  a  new  auditor 
y  seven  years.  "If  you  want  a  really  good  peer  review, 
s  the  way  to  do  it.  You  would  break  through  all  of  these 
jendence  issues  very  clearly  and  neatly  with  rotation." 

OSE  MORE  FORENSIC  AUDITING 


When  the  pob  began  its 
2000  review  of  auditing 
effectiveness,  it  brought 
in  a  sleuth,  Central 
Michigan     University 


professor  Thomas  R.  Weirich,  to  do  a  study  of  audit  fail- 
ures. In  his  review  of  40  failures  that  led  to  government 
enforcement  actions,  he  found  in  a  number  of  cases  that  the 
Big  Five  auditors  "did  not  take  that  extra  step,  do  that  extra 
work"  that  would  have  uncovered  the  problem.  In  several  cas- 
es, for  example,  at  companies  that  generated  their  book- 
keeping journal  entries  on  computer,  unusual  manual  entries 
would  suddenly  appear  at  yearend,  massaging  the  numbers. 
The  auditors,  Weirich  says,  "didn't  ask  why." 

Some  say  that  any  auditor  should  ask  that  question,  but 
one  way  to  spur  their  skepticism  might  be  to  introduce  some 
forensic  auditing  techniques  into  the  average  audit.  Since 
revenue-recognition  issues  and  the  establishment  of  reserves 
are  two  of  the  most  common  reasons  for  earnings  restate- 
ments, zeroing  in  on  those  hot  spots  could  be  the  subject  of 
such  forensic  review.  The  downside?  Some  fear  that  "forensic" 
audits  might  end  up  little  more  than  an  excuse  for  auditors  to 
raise  their  prices. 

LIMIT  AUDITORS'  MOVES  TO  COMPANIES 

5  The  June  19,  2001,  sec  enforcement  action  against 
Arthur  Andersen  as  auditor  of  Waste  Management 
from  1993  through  1996  paints  a  damning  picture  of 
I  cronyism  at  the  waste  hauler.  Besides  the  fact  that 
Andersen  had  audited  the  firm  since  before  its 
1971  initial  public  offering,  from  1971  until  1997  every  chief  fi- 
nancial officer  and  chief  accounting  officer  at  Waste  Man- 
agement had  previously  been  an  auditor  at  Andersen,  ac- 
cording to  the  sec. 

The  SEC  charges  that  Andersen  audits  had  begun  to 
pick  up  irregularities  as  early  as  the  late  1980s  and  that  in 
"its  original  audits  for  1993  through  1996,  the  engagement 
team  had  identified  and  documented  numerous  accounting 
issues  underlying  misstatements  that  the  restatement  ul- 
timately addressed."  But  those  discoveries  did  not  pre- 
vent Andersen  from  giving  Waste  Management's  inaccurate 
financials  their  blessing.  When  Waste  Management  finally 
came  clean  in  February,  1998,  it  wiped  out  $1.4  billion  in 
previous  earnings. 

Of  course,  many  companies  have  similar  rotation  be- 


ANT 


1999 

;rees  to  pay  $2.83  billion  to  share- 
er  internal  audits  revealed  CUC 
al — which  merged  with  HFS  to 
ant  in  1997 — inflated  income  by 
)n  through  traud  and  accounting 
dant  later  accepts  a  $335  million 
from  CUC  auditor  Ernst  &  Young. 


SUNBEAM 

MAY  15.2001 

The  SEC  files  suit 
against  Albert  J. 
Dunlap  and  four 
other  former  Sun- 
beam executives, 
alleging  account- 
ing fraud.  Earlier, 
auditor  Arthur  An- 
dersen settled  a 
shareholder  suit  for 
$110  million,  while 
Dunlap  settles  for 
$15  million  in  Jan- 
uary, 2002. 


WASTE  MANAGEMENT 

JUNE  19, 2001 

Arthur  Andersen  agrees  to  pay  a  $7  million 
fine  after  the  SEC  charges  it  with  issuing 
false  and  misleading  reports  on  behalf  of 
Waste  Management.  The  reports  overstated 
income  from  1992  to  1996  by  more  than 
$1  billion.  Andersen  also  paid  part  of  a 
$229  million  settlement  with  shareholders. 
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tween  their  accounting  staff  and  audit  firms  and  never  run 
into  problems.  And  there  are  legal  obstacles  to  limiting 
people's  freedom  to  work  where  they  like.  But  there  is 
still  the  concern  that  the  numbers  might  not  be  scruti- 
nized with  the  necessary  vigor  when  your  old  partners 

are  adding  them  up.  Henry  R. 
Silverman,  ceo  of  Cendant 
Corp.,  a  franchising  company 
based  in  New  York,  was  em- 
broiled in  the  1998  accounting 
scandal  at  cue  International, 
a  direct  marketer  Silverman's 
company  had  merged  with  that 
was  later  found  to  have  inflat- 
ed pretax  income  by  $500  mil- 
lion. Silverman  has  a  policy  of 
not  hiring  people  from  his  au- 
ditor, Deloitte  &  Touche.  "It 
goes  to  the  perception  of  in- 
dependence," says  Silverman. 
"It  might  not  have  anything 
to  do  with  reality,  but  perception  becomes  reality." 


The  numbers 
may  not  be 
scrutinized  with 
as  much  vigor 
when  your  old 
partners  are 
adding  them  up 


REFORM  THE  AUDIT  COMMITTEES 

6  In  1999,  an  sec  blue-ribbon  commission  recom- 
mended that  audit  committees  be  made  up  solely  of 
independent  directors,  each  of  whom  should  be  fi- 
|nancially  literate,  with  at  least  one  having  ac- 
counting or  financial  management  expertise.  But 
when  the  U.  S.  stock  exchanges  moved  on  the  recommenda- 
tions and  adopted  new  rules  for  listed  companies,  they  were 
something  else  entirely. 

Under  the  New  York  Stock  Exchange  rules,  directors  on 
the  company  payroll  are  permitted,  former  employees  and 
their  families  can  be  allowed  after  three  years,  and  audit 
committee  members  with  a  "significant  business  relation- 
ship" with  the  company  are  also  acceptable  if  the  board  de- 
termines the  ties  won't  interfere  with  their  judgment. 

Had  the  sec  recommendations  been  adopted  verbatim, 
half  of  Enron's  six-member  audit  committee  likely  would 
have  been  barred  from  service.  One  member  has  a  $72,000- 
a-year  consulting  contract  with  the  company,  and  two  others 
are  employed  by  universities  that  have  received  significant 
charitable  contributions  from  Enron,  its  Chairman  Kenneth 


L.  Lay,  and  their  foundations.  "The  problem  for  corpor 
rectors  is  that  a  lot  of  companies  are  doing  what  Enron 
says  Russell  S.  Reynolds  Jr.,  chairman  and  ceo  of  the  ] 
rectorship  Search  Group  Inc.  "Nobody  but  maybe  the 
has  the  slightest  idea  what  the  magnitude  of  the  dea 
are,  and  the  audit  committees  certainly  don't.  It's  a  hell 
mess."  Chairman  Dick  Grasso  says  the  NYSE  will  look  to| 
sec  for  guidance  on  any  further  changes. 

CLEAN  UP  THE  ACCOUNTING  RULES 

7  Accounting  has  become  increasingly  complex 
as  business  has.  "Accounting  standards  havt  j 
come  so  complicated  that  the  challenge  is  unJ 
|  standing  the  complicated  accounting  princi  j 
rather  than  understanding  the  basic  aspects 
company,"  complains  a  comptroller  of  a  major  indus| 
conglomerate. 

To  many,  the  industry  standard  setter,  the  Financial 
counting  Standards  Board,  is  too  slow  to  respond  to  ch?| 
with  new  rules.  It  has  been  considering  rules  on  special- [ 
pose  entities — the  partnerships  that  were  at  the  heai 
Enron's  troubles — for  more  than  20  years.  As  the  debatd 
international  accounting  standards  heats  up  over  the  lj 
few  years,  front-and-center  should  be  a  drive  toward 
ing  them  clear,  pertinent,  and  timely.  In  need  of  urgeni| 
tention  are  clear-cut  rules  on  materiality  and  how  pro 
ma  numbers  are  tallied  and  how  that  relates  back  to  j 
income.  Pitt  of  the  sec  is  one  who  plans  to  push  fo  j 
overhaul  of  fasb.  His  goal:  to  get  standards  mad< 
"months,  not  decades." 

Would  all  of  this  have  prevented  the  implosion  at  En{ 
Perhaps  not.  For  all  the  rules  and  overseers  that  ma 
created  in  its  wake,  there  is,  of  course,  no  substitute  I 
personal  integrity.  "You're  trying  to  regulate  human  | 
havior,  and  that's  going  to  be  difficult  at  best  and  o  | 
times  impossible,"  says  Cendant's  Henry  Silverman, 
it  may  be  impossible  to  legislate  good  behavior,  a  bt 
monitor,  the  right  rules,  and  some  punishment  for  unet 
acts  would  help.  Certainly  they  would  go  a  long  wajj 
ward  restoring  the  public's  confidence  in  the  bruised] 
diting  profession. 

By  Nanette  Byrnes  in  New  York  with  Mike  McNar 
Washington,  Diane  Brady  and  Louis  Lavelle  in  New 
Christopher  Palmeri  in  Los  Angeles,  and  bureau  repc 


ENRON 


DEC. 2, 2001 

Enron  files  the  largest  bankruptcy  petition 
in  U.S.  history  amid  revelations  of  off-bal- 
ance-sheet partner- 
.      ^B^^  sn'Ps  neaded  by 
MTw  ^  company  execs 

jA  w^^S^k  ^ and  ot*ier  ac~ 

jA    t'*L^HX  jw^  counting  irregu- 

^^^r  •  M  ^  a\  wee^s  earlier, 

'  f*  '  /       jAl  Enron  had  re- 

stated  earnings 
back  to  1997, lop- 
ping off  almost 
$600  million  in  profits. 


SUPERIOR  BANK 

DEC. 10, 2001 

The  Pritzker  fami- 
ly agrees  to  pay 
the  FDIC  $460 
million  without 
admitting  liability 
after  the  failure 
of  Superior  Bank. 
The  prominent 
Chicago  family 
had  been  part- 
owners  of  Superi- 
or. Meanwhile, 
regulators  begin  investigating  possible 
miscalculations  of  the  bank's  assets. 


DOLLAR  GENERAL 

JAN. 15.  2002 

Shares  of  Dollar  General  drop  13%  after 
company  reduced  earnings  for  the  past 
three  years  by  almost  $200  million.  The  ij 
tailertook  a  fourth-quarter,  2000,  charg<] 
$162  million  to  settle  shareholder  suits 
over  its  accounting  missteps. 
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Quality  and  reliability  have  made  NEC  a  world  leader  in  viewing  solutions.  From  the  largest  plasma  screens 
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develop  broadband  and  mobile  Internet  solutions  that  deliver  optimum  performance.  For  more  information  visit 
www.necus.com  or  call  1.800.338.9549. 
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MGM:  ON  THE  BLOCK 
OR  ON  THE  PROWL? 

THE  HOTTEST  DRAMA  IN 
Hollywood  is  whether  the  fa- 
bled Metro-Goldwyn-Mayer  is 
up  for  sale  or  looking  for  ac- 
quisitions, mgm  execs  have  re- 
tained investment  bankers 
Goldman  Sachs  and  for 
months  have  said  they  intend 
to  get  critical  mass  through 
acquisitions  or  a  merger.  The 
studio,  majority-controlled  by 
billionaire  Kirk  Kerkorian,  re- 
fused to  confirm  published  re- 
ports that  it  has  put  itself  on 
the  auction  block  for  an  esti- 
mated $7  billion.  In  recent 
months,  mgm  has  held  talks 
with  Sony,  DreamWorks  skg, 
and  others  about  its  library 
of  more  than  4,100  movies,  in- 
cluding the  James  Bond  and 
Pink  Panther  series.  It  has 
also  bought  or  launched  more 
than  a  dozen  cable  channels 
worldwide  on  which  to  run  its 
films.  Last  year,  MGM  also 
paid  $825  million  for  20%  of 
Rainbow  Media,  which  owns 
U.  S.  cable  channels  including 


CLOSING    BELL 


FALLING  DOW 

When  it  took  over  Union  Car- 
bide last  year,  Dow  Chemical 
hoped  to  gain  market  share 
and  economies  of  scale. 
Turns  out  it  also  acquired  a 
docket  of  asbestos  liability. 
After  settling  a  Texas  lawsuit 
against  Carbide  on  Jan.  9, 
Dow  shares  fell  29%,  closing 
at  $24.55  on  Jan.  16.  Dow 
calls  its  liability  immaterial. 


22- 
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DOW 
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Data:  Bloomberg  Financial  Markets 


Bravo  and  American  Movie 
Classics. 

AN  INTEL  INSIDER 
MOVES  UP 

INTEL  VETERAN  PAUL  OTELLINI 

became  heir  apparent  at  the 
giant  Santa  Clara  (Calif.) 
chipmaker  by  being  named 
president  and  chief  operating 
officer.  Otellini,  head  of  In- 
tel's core  microprocessor  busi- 
ness since  1998,  fills  a  coo 
post  that  has  been  vacant  for 
nearly  four  years.  With  Intel 
struggling  to  find  its  way  out 
of  the  worst  semiconductor 
sales  slump  in  history,  Otelli- 
ni, 51,  will  oversee  the  day- 
to-day  development  and  de- 
livery of  new  products  and 
technologies,  ceo  Craig  Bar- 
rett, 62,  who  gives  up  his  ti- 
tle as  president,  will  focus  on 
corporate  strategy  and  long- 
term  planning. 


TAKING  AIM 
ATTYCO-AGAIN 

TWO  YEARS  AFTER  ITS  STOCK 

was  shellacked  by  short-sell- 
ers, Tyco  International  is 
once  again  under  fire.  On  Jan. 
15,  its  stock  plunged  8.5%  af- 
ter Tyco  warned  that  because 
of  weakness  in  its  electron- 
ics business,  earnings  would 
rise  only  14%  to  17%  in  the 
quarter  ending  Mar.  31,  in- 
stead of  the  23%  expected  by 
analysts.  And  the  stock  has 
fallen  some  20%  since  Jan.  1, 
amid  rumors  of  possible  SEC 
investigation  of  its  account- 
ing. Sources  close  to  the 
matter  deny  that  the  sec  is 
investigating,  and  Tyco  dis- 
missed the  rumors. 

A  WTO  BLOW 
FOR  UNCLE  SAM 

THE  COSTLIEST  TRADE  DISPUTE 

ever  between  the  U.S.  and 
the  European  Union  is  near- 
ing  an  end.  On  Jan.  14,  a 
World  Trade  Organization  ap- 
peals panel  ruled  that  the 


CITIGROUP  TAPPED  ITS  CON 

sumer-lending  chief, 
Robert  Willumstad,  as 
president  on  Jan.  15. 
Willumstad,  56,  fills     ^**r 
a  spot  vacant  ^ 

since  James  Di- 
mon,  now  Bank 
One  chairman, 
was  ousted  in 
1998.  The  move 
helps  silence  criti- 
cism that  ceo  San- 
ford  Weill,  68,  has  no 
succession  plan,  but  it 
doesn't  guarantee  Willum- 
stad the  top  job.  The  re- 
served exec  has  run  Citi- 
group's  global  consumer 
division  since  December, 

2000.  The  unit,  whose  in- 
come grew  more  than  20% 
in  the  first  nine  months  of 

2001,  contributed  to  Citi- 
group's  relatively  stable 


earnings.  Willumstad  no\ 
takes  on  added  financial 
and  human-resources  du- 
^    ties.  A  onetime  Chei 
ical  Bank  executi 
Willumstad  has 
worked  with 
Weill  for  15 
years,  first  at 
Commercial 
Credit,  which  h 
came  Travelers 
Group.  He's  the  la 
remaining  high-profi 
Weill  loyalist  at  the  com 
pany.  Last  year,  vets 
Joseph  Plumeri  and  Jay 
Fishman  left  to  head  in- 
surance firms.  But  Weill 
isn't  heading  out  soon. 
"You'll  learn  about  my  s' 
cession  plans  when  the 
company  decides  to  name 
a  successor,"  says  Weill. 
Heather  Timmo 
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U.S.  tax  code  contains  a 
$4  billion-a-year  export  sub- 
sidy that  violates  internation- 
al trade  law.  The  U.S.  now 
has  tough  choices:  higher  Eu- 
ropean tariffs  on  U.  S.  exports 
or  lower  U.S.  tariffs  on  Eu- 
ropean imports.  Other  options 
include  ending  the  U.S.  ex- 
port subsidy,  resulting  in  a  tax 
increase  on  U.S.  multination- 
als, or  doing  away  with  all 
foreign-source  income  taxes, 
which  means  a  big  loss  for  the 
U.  S.  treasury.  The  WTO  is  ex- 
pected to  decide  by  Mar.  28 
the  amount  of  penalty  tariffs 
that  Europe  can  levy  on  U.  S. 
exports. 


DEFLATING  THOSE 
PRO  FORMA  FIGURES 

COMPANIES  THAT  WANT  TO  PUFF 

up  earnings,  take  heed.  On 
Jan.  16,  the  Securities  &  Ex- 
change Commission  for  the 
first  time  went  after  "pro  for- 
ma" numbers — earnings  and 
revenue  figures  that  don't  fol- 


low generally  accepted 
counting  principles.  The 
charged  Trump  Hotel  & 
no  Resorts  with  fraud  in  ( 
nection  with  its  1999  tl 
quarter,  when  it  reported 
erating  earnings   of  63 
share.  The  company's  pi 
release  noted  that  the 
forma   number   exclude 
one-time  charge  of  $81.4  i 
lion  but  didn't  disclose  t 
it  included  a  one-time 
$17.2  million.  Trump  Ho 
agreed  to  cease  and  de 
from  improperly  repo: 
earnings  without  admitt 
or  denying  the  charges 
wasn't  fined. 


ETCETERA... 


-•- 


■  AT&T  will  pay  $2.6  bil 
to  consulting  firm  Accent 
to  help  it  cut  costs. 

■  Jeff  Mallett  resigned 
president  and  coo  of  Yah' 

■  Nucor  dropped  its  opp 
tion  to  U.S.  Steel's  plan 
take  over  seven  steelmak 
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I  TED  BY  RICHARD  S.  DUNHAM 


HY  HIGH  TECH  HAS  FALLEN  OFF 
WASHINGTON'S  A-LIST 


uring  the  high-tech  boom  years,  when  Washington  dis- 
covered campaign  gold  in  Silicon  Valley,  lawmakers  com- 
peted to  play  Santa  to  computer  and  software  companies, 
that  was  then.  Except  for  a  two-year  extension  of  the 
■atorium  on  new  Internet  sales  taxes,  the  bills  that  Silicon 
ley  got  behind  and  that  got  passed  in  2001  were  mostly 
nstream  initiatives,  like  mandator}'  tests  for  elementary 
x>l  kids. 

Tiings  aren't  likely  to  improve  anytime  soon.  The  tech-re- 
d  issues  that  Washington  will  debate  in  2002 — from  stok- 
demand  for  high-speed  data  networks 
rotecting  online  privacy — are  com- 
and  divisive.  And  amid  election-year 
tics,  techies  will  have  a  tough  time 
b  their  nonpartisan  agenda.  "We're 
going  to  get  a  lot  of  'at  bats'  this 
r"  says  William  T.  Archey.  president 
he  American  Electronics  Assn. 

a  very  upbeat  lent,  but  a 

ic  one.  The  tech-led  downturn  has 
med  the  industry's  rock-star  status, 
fiscal  reality  has  forced  some  tech  ti- 
scale  back  their  Washington  pres- 
.  Faced  with  a  recession,  once-fawn- 
lawmakers  are  more  interested  in 

croeconomic  stimulus  than  just  lending  

con  Valley  a  hand.  "Leadership  is  favoring  bills  that  have 
ad  business  appeal.  Representative  Bob  Goodlatte 

a  tech  champion. 
Vhat's  more,  the  September  11  attacks  elevated  security 
r  economic  concerns,  scuttling  an  industry-backed  move  to 
ralize  export  controls  on  computers  and  software.  The  FBI 
I  Pentagon  say  the  curbs  are  needed  to  keep  sophisticated 
dpment  out  of  the  hands  of  terrorists.  House  leaders 
to  revisit  the  issue  soon,  but  opposition  remains  stiff, 
sides  that,  the  ascendancy  of  George  W  Bush  has  been 
1  blessing.  A  proposal  to  allow  faster  write-offs  of 


BUI  Gatet 


computers  and  other  capital-equipment  purchases — and  thus 
stoke  demand — is  part  of  the  bogged-down  stimulus  package. 
But  the  Clintonites'  unabashed  adulation  of  the  geek  set  has 
given  way  to  a  muted  admiration  from  the  new  team.  "The 
Clinton-Gore  Administration  cared  about  technology  out  of 
proportion  to  its  political  importance,  and  this  Administration 
doesn't,"  says  tech  lawyer  Stewart  A.  Ba- 

Broadband,  the  techies'  high-profile  issue  for  2002,  is  tricky, 
too,  though  not  for  partisan  reasons.  "Just  as  putting  a  person 
on  the  moon  was  a  national  goal,  getting  broadband  to  all 
Americans  and  small  businesses  should 
have  the  same  effort  behind  it,"  argues 
Cisco  ceo  John  T.  Chambers.  He  and  fel- 
low execs  are  seeking  incentives  to  rev 
up  demand  for  high-speed  Net  service, 
currently  used  by  only  11%  of  L 
households.  Wider  use  of  broadband 
could  create  a  market  for  movies-on-de- 
mand and  other  high-bandwidth  applica- 
tions. That,  in  turn,  execs  say,  wfll  trig- 
ger new  sales  of  PCs  and  other  gear. 
Trouble  is,  there's  no  consensus  yet  on  a 
policy  prescription. 

On  other  fronts,  tech  is  playing  de- 
fense. Companies  fear  privacy  legislation 
wfll  limit  their  ability  to  market  to  Net 
customers.  And  hardware  makers  are  aghast  at  Senate  Com- 
merce Committee  Chairman  Ernest  F.  Hollings'  (D-S.C.) 
push  to  mandate  technology  to  thwart  copying  of  movies 
and  musk.  "We  don't  want  the  government  saying  we  have  to 
have  certain  kinds  of  technology  in  computer  i  Ralph 

Hellmann  of  the  Information  Technology  Industry  Councfl, 

With  So  million  donated  by  software  and  Net  companies 
and  their  execs  in  the  first  nine  months  of  2001,  high  tech  is 
stfll  ponying  up  the  cash  that  buys  access.  But  as  techies  are 
discovering,  money  alone  won't  buy  happiness  in  Washington. 

By  Amy  Borrus 


CAPITAL  WRAPUP 


TIMULUS  HITS  A  SNAG 


President  Bush's  economic  stimulus 
Ian  may  be  about  to  lose  a  key  Sen- 
te  backer.  The  top  Republican  on  the 
inance  Committee.  Iowa's  Charles  E. 
Stassley.  says  if  Congress  can't  pass  a 
kage  by  Feb.  1.  it  ought  to  just  for- 
it.  "As  time  goes  on,  there  is  lea 
eed  for  it  and  more  danger  in  passing 
rassley  says.  Even  without  the 
he  predicts,  an  extension  of  un- 
ployment  benefits  and  restoration  of 
ial  interest  tax  breaks  that  ex- 
on  Dec.  31  will  be  approved. 


A  PERFECT  10 

►  While  Ken  Lay  may  disagree,  it  of- 
ten pays  to  have  friends  in  high 
places.  Just  ask  actress  Bo  Derek.  The 
onetime  starlet,  now  a  pet-care-prod- 
uct entrepreneur,  has  been  picked  for 
a  coveted  six-year  term  on  the 
Kennedy  Center's  governing  board. 
Derek,  a  rare  Republican  in  HoL 
wood,  has  developed  a  close  friendship 
with  Deputy  White  House  Chief  of 
Staff  Josh  Bolten.  Derek  accompanied 
Bolten  to  the  Kennedy  Center  Honors 
gala  on  Dec   . 


WORE  BUCKS  FOR  THE  FDA 

►  The  drug  industry  has  been  fretting 
that  without  a  Food  &  Drug  Adm: 
tration  commissioner  in  place  to  plead 
its  case,  the  FDA  wfll  lose  out  in  Bu- 
upcoming  2003  budget.  But  sources 
say  the  agency  is  actually  slated  for 
the  "biggest  increase  in  year  of- 

ficials credit  Health  &  Human  S- 
Secretary  Tommy  G.  Thompson  with 
realizing  that  the  agency's  budget 
hasn't  kept  up  with  its  new  responsi- 
bfli  h  as  protecting  the  food 

supply  from  terror 
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CHINA 


BANKS  UNDER 
A  CLOUD 


Scandal  at  Bank  of 
China  highlights 
questions  about 
China's  Big  Four 

For  more  than  a  decade,  Wang 
Xuebing  shone  as  one  of  the 
brightest  stars  in  Chinese  finance. 
In  1993,  he  took  over  as  head  of 
the  Bank  of  China,  the  country's  sec- 
ond-largest, and  two  years  ago  began 
running  another  of  the  Big  Four  banks, 
China  Construction  Bank  (CCB).  He  was 
part  of  an  elite  cadre  of  officials  sin- 
gled out  by  Premier  Zhu  Rongji  to  re- 
structure China's  tottering  state-owned 
banks.  Indeed,  as  an  official  with  Cabi- 
net-level rank  Wang  stood  close  to  the 
center  of  power. 

Now  Wang  has  been  fired  from  his 
post  and  detained  on  suspicion  of  cor- 
ruption— a  charge  that  could  result  in 
the  death  penalty.  On  Jan.  11,  after  re- 
peated denials  from  China  Construction 
Bank  officials  that  anything  was  amiss, 
Beijing  confirmed  rumors  that  Wang 

WANG 
XUEBING 


IM 


had  been  removed  as  head  of  the  bank. 
People  in  China  and  Hong  Kong  fa- 
miliar with  the  situation  say  that  Wang 
is  being  investigated  in  connection  with 
a  $23  million  loan  linked  to  his  wife. 
The  loan,  say  sources,  was  arranged 
through  Bank  of  China's  Hong  Kong  of- 
fice in  1994,  when  Wang  was  in  charge. 
The  loan  was  secured  by  vastly  insuffi- 
cient collateral,  and  was  not  repaid — 
until  the  bank  itself  covertly  covered 
the  cost  through  its  New  York  office. 
Because  of  the  American  connection, 
the  affair  is  also  being  investigated  by 
U.S.  authorities.  BusinessWeek  has 
learned  that  Bank  of  China  may  soon 
agree  to  pay  a  fine  of  more  than  $10 
million  to  the  U.S.  and  to  the  People's 
Bank  of  China  (pboc),  the  central  bank. 
Wang  did  not  respond  to  requests  for 
an  interview  and  did  not  answer  a  de- 
tailed list  of  questions  sent  to  him.  But 
at  a  Jan.  15  press  conference,  pboc  Gov- 
ernor Dai  Xianglong  confirmed  that 
Wang  had  been  removed  from  his  job 
and  that  a  probe  was  under  way:  "Wang 
Xuebing  had  direct  responsibility  for 
loan  cases  that  happened  in  some  Bank 
of  China  branches  . . .  the  relevant  de- 
partments will  continue  investigating 
the  problem  of  comrade  Wang  Xuebing." 
The  case  promises  to  have  far-reach- 
ing repercussions.  Bank  of  China  had 
planned  to  list  its  highly  profitable  Hong 
Kong  and  Macao  operations  on  the  New 
York  and  Hong  Kong  stock  exchanges 
by  the  middle  of  the  year.  "This  will 
heighten  investor  skepticism  and  raise 
questions,"  says  a  financial-industry  ex- 
ecutive in  Hong  Kong.  "The  IPO  will 
not  be  successful  unless  these  questions 
are  answered."  The  landmark  deal  was 
expected  to  raise  between  $2  billion  and 
$5  billion.  The  blue-chip  firms  of  Gold- 
man, Sachs  &  Co.  and  UBS  Warburg 
are  two  of  the  underwriters. 


The  Wang  case  is  the  latest  in  I 
ries  of  scandals  that  underscore! 
banking  sector's  weak  system  of  I 
trols.  The  pboc  said  early  this  m| 
that  it  was  censuring  all  of  the  Big 
banks,  which  control  two-thirds  ol 
country's  banking  assets,  and  was 
ishing  686  members  of  their  staffs. 
Wang's  reputed  offense  pales  in 
tary  terms  beside  another  recent  i\ 
dal.  Chinese  and  Canadian  authoi 
are  hunting  for  a  number  of  ex-I 
of  China  managers  who  they  bell 
stole  a  staggering  $480  million  frcj 
Guangdong  branch  between  1992] 
last  year.  Hong  Kong  police  say  th 


Wang  was  seen  as  one  of  China's 
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THE  BANK  OF  CHINA, 
BY  THE  NUMBERS 

FOUNDED  In  1912.  the  year 
China  became  a  republic. 

OWNED  by  China's  government, 
but  plans  to  split  off  the  Hong 
Kong  and  Macao  operations  in  a 
$2  billion-to-$5  billion  share 
offering  this  year. 

TOTAL  ASSETS  $382  billion 
at  the  end  of  2000.  ranking  it 
among  the  world's  30  largest 
banks. 

PROFITS  $1.3  billion,  pretax, 
in  2001. 

NONPERFORMING  LOANS 

Equaled  29°o  of  total  loans  at 
the  end  of  2000.  Under  6°o  is 
the  international  norm. 

BRANCHES  12.967  in  main- 
land China.  443  in  Hong  Kong 
and  Macao,  and  1 17  outside 
of  China. 


jse  suspects  have  fled  to  Canada. 
.Tie  charges  against  Wang  are  espe- 
ly  bad  news  for  the  stock  listing  be- 
se  they  involve  the   Hong  Kong 

]nch.  At  least  one  key  meeting  con- 
ning the  suspect  $23  million  loan  took 
jfe  at  the  bank's  glittering  70-story 
ng  Kong  headquarters.  The  Hong 
ag  branch's  First  Deputy  General 
nager,  Liang  Xiaoting,  was  arrested 

r !  last  year  and  is  now  being  detained 

i  Beijing  along  with  Wang,  according  to 
eral  sources.  Efforts  to  reach  Liang 
re  unsuccessful. 
Hie  idea  of  Wang's  getting  involved 

j,  'uch  proceedings  is  shocking  to  many. 


HONG  KONG  OFFICE: 

Will  investors  steer 
clear  of  the  IPO? 

Wang  had  a  reputation 
as  a  financial  reformer 
who  put  a  sharp  focus 
on  profitability.  In  an  in- 
terview with  Business- 
Week last  February, 
Wang  preached  the 
need  for  banks  to  em- 
phasize earnings  over 
size.  "When  I  asked 
questions  about  perfor- 
mance, [employees']  an- 
swers usually  centered 
around  loan  growth,"  he 
complained.  "My  ques- 
tion is:  How  much  prof- 
it are  you  generating  for 
me?...  I  don't  think  our 
employees  understand 
the  real  importance  of 
profitability." 

Former  employees 
say  he  was  serious 
about  instituting  re- 
forms. "He  was  very 
up-front  in  terms  of  re- 
form measures,"  says  a 
former  Construction 
Bank  executive,  point- 
ing to  stepped-up  ef- 
forts to  upgrade  CCB's 
creaky  computer  net- 
work and,  oddly 
enough,  build  stronger 
internal  controls.  Wang 
was  also  chairman  of 
China  International 
Capital  Corp.,  the  coun- 
try's only  international 
investment  bank,  which 
is  34%-owned  by  Mor- 
gan Stanley. 
Wang's  troubles  apparently  began 
back  in  1995  with  the  publication  of  an 
article  in  the  muckraking  Hong  Kong 
weekly,  Next  Magazine,  about  the  $23 
million  loan.  To  this  day,  it  is  not  clear 
exactly  under  what  circumstances  the 
money  was  borrowed  or  how  it  was 
spent.  In  the  end,  however,  the  loan, 
which  originated  in  Los  Angeles,  was 
paid  back  not  by  the  borrowers  but  by 
a  new  loan  issued  by  Bank  of  China  it- 
self, through  its  New  York  branch. 

A  series  of  real  estate  documents  ex- 
amined by  BusinessWeek  show  that  a 
Taiwanese  singer,  Steven  Liu,  and  his 
actress  wife,  Nicole  Chang,  assembled 


16  parcels  of  land  in  Riverside  County, 
California,  between  1986  and  1990,  pay- 
ing $1.65  million.  The  Bank  of  China's 
Los  Angeles  branch  apparently  valued 
them  at  much  more,  since  on  Oct.  20, 

1994,  it  extended  the  $23  million  loan  to 
Liu  and  Chang,  secured  by  the  prop- 
erties. Less  than  two  months  later,  on 
Dec.  15,  a  corporation  that  sources  say 
was  one-quarter  owned  by  Wang's  wife, 
Zong  Lulu,  bought  the  properties  for 
$1.5  million.  Chinese  investigators  sus- 
pect that  Wang  was  involved  in  arrang- 
ing the  loan  and  that  some  of  the  pro- 
ceeds ended  up  in  his  wife's  hands.  In 

1995,  Bank  of  China's  New  York  office 
repaid  the  loan  after  Next  raised  ques- 
tions about  it,  according  to  someone  fa- 
miliar with  the  probe.  Neither  Liu, 
Chang,  nor  Zong  Lulu  could  be  reached 
for  comment. 

Initially,  Wang  deflected  the  charges 
by  claiming  that  they  were  fabricated 
by  anti-China  forces.  But  after  the  New 
York  branch  paid  off  the  loan,  disgruntled 
employees  there  brought  this  to  the  at- 
tention of  U.  S.  regulators.  After  an  in- 
vestigation by  the  Office  of  the  Comp- 
troller of  the  Currency  (occ),  which 
oversees  banks,  U.S.  authorities  threat- 
ened to  close  the  bank's  New  York 
branch.  Since  then,  U.S.  and  Chinese 
regulators  have  been  quietly  hashing  out 
a  settlement.  BusinessWeek's  sources  say 
Bank  of  China  will  have  to  pay  more 
than  $10  million  to  the  occ  and  the  Peo- 
ple's Bank  of  China.  Officials  at  the  OCC 
and  the  pboc  declined  to  comment. 

Beijing's  willingness,  however  belated, 
to  go  after  one  of  its  most  senior  offi- 
cials shows  a  continued  desire  to  clean 
up  its  banking  establishment.  But  other 
Chinese  banks  will  continue  to  rely 
more  on  moral  suasion  to  police  them- 
selves than  on  a  Western-style  system 
of  audits  and  government  surveillance. 
That  means  rigorous  and  honest  corpo- 
rate governance  will  be  a  sometime 
thing.  "China's  economy  is  rapidly  out- 
growing its  regulatory  institutions,"  says 
Joy  deep  Mukherji,  an  analyst  at  Stan- 
dard &  Poor's  in  New  York.  "Contin- 
ued reform  depends  increasingly  on 
bringing  practices  more  into  line  with 
international  norms."  But  it  could  be 
years  before  effective  new  safeguards 
are  in  place.  Prospective  investors  in 
China's  banks  should  heed  the  warning. 

By  Mark  L.  Clifford  in  Hong  Kong, 
with  Alysha  Webb  in  Shanghai,  Dexter 
Roberts  in  Beijing,  and  Petti  Fong  in 
Vancouver 


lancial  reformers.  Now,  he  could  get  the  death  penalty 
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MAKING  OVER  YSL 

IS  NO  STROLL  DOWN  THE  CATWALK 

But  Gucci  is  making  steady  progress  in  sprucing  up  the  brand 


When  movie  star  Nicole  Kidman 
turned  up  for  the  opening  night  of 
the  Cannes  Film  Festival  last  May 
clad  in  a  black  silk  strapless  dress  with 
ruffles — the  work  of  designer  Tom  Ford 
for  Yves  Saint  Laurent — she  sparked 
a  global  run  on  the  $6,500  frock. 
That  was  good  news  for  Gucci 
Group  Chief  Executive  Do- 
menico  De  Sole,  who  paid 
$1  billion  in  December, 
1999,  for  the  tarnished 
YSL  ready-to-wear  and 
perfume  businesses. 
Two  years  of  the  Gucci 
treatment — a  special 
blend  of  De  Sole"s 
hard-nosed  manage- 
ment and  Ford's 
impeccable  design 
instincts — have  re- 
stored much  of  the 
brand's  lost  luster. 
"The  fall  and  spring 
collections  have  had 
nothing  short  of  a 
spectacular  response 
from  clients,"  says 
Ronald  L.  Frasch. 
chairman  and  CEO  of 
exclusive  New  York 
retailer  Bergdorf 
Goodman. 

The  YSL  makeover 
is  a  vital  step  in  trans- 
forming Gucci  from 
a  single-brand  luxury 
house  into  a  multibrand 
powerhouse.  It  hasn't 
been  a  stroll  down  the  cat- 
walk, though.  To  cement  his 
control  over  YSL,  De  Sole  had 
to  slash  away  at  a  thicket  of  li- 
censing agreements  that  provided 
up  to  75%  of  the  fashion  house's  rev- 
enues yet  devalued  its  image  by  im- 
printing the  YSL  logo  on  everything  from 
cheap  sunglasses  to  baseball  caps.  "It 
was  really  painful,"  recalls  the  ceo.  "We 
stalled  from  zero."  Meanwhile  Ford,  al- 
ready under  pressure  to  create  a  winning 
new  image  for  YSL,  had  to  contend  with 
ill-concealed  disapproval  from  the  brand's 
founder,  fashion  legend  Yves  Saint  Lau- 
rent. Now.  the  65-year  old  designer's  de- 
cision to  retire  and  close  his  money-losing 


haute-couture  atelier  will  make  it  easier 
for  De  Sole  and  Ford  to  put  their  own 
stamp  on  YSL's  mainstream  operations. 

Analysts  expect  2001  revenues  at  the 
relaunched  fashion  business  to  total  $90 
million  for  the  fiscal  year  ending 
Jan.  31,  down  slightly  from  2000 
but  ahead  of  target  given  the 
plunge  in  licensing  income. 
Still,  heavy  investments  in 
new  boutiques  and  five 
budget-busting   Paris 


NEW  LOOK  FOR 
A  FASHION  HOUSE 

BRAND  CONTROL  Gucci  terminated 
152  licenses  for  YSL  products,  halt- 
ing a  slide  in  quality  and  reputation. 

NEW  DESIGNS  Ready-to-wear 
collection  was  relaunched 
under  the  aegis  of  Gucci  creative 
director  Tom  Ford. 

STORES  Opened  27  new  stores, 
hiking  own-store  sales  by  over 
100%  since  August.  Plans  to  add 
an  additional  eight  in  2002. 

ACCESSORIES  Introduced  new 
line  of  leather  goods.  Restructured 
$475  million  perfume  and  cosmetics 
division. 

Data:  BusinessWeek 
KIDMAN  IN  YSL:  THE  GOWN  WAS  A  HIT 


fashion  shows  have  led  to 
an  estimated  $75  million 
loss  in  2001.  Full-year  profits 
are  not  expected  to  materialize 
until  2004 — a  year  later  than  first 
forecast,  prompting  grumblings  from 
some  analysts  that  Gucci  paid  too  much 
for  YSL.  "They  underestimated  where 
the  brand  had  fallen  to."  says  Dana  E. 
Cohen  of  Banc  of  America  Securities  in 
New  York.  But  the  perfumes  and  cos- 
metics unit,  YSL  Beaute,  is  already  in 
the  black:  For  2001,  it  is  expected  to 
register  an  operating  profit  of  $43  million 
on  sales  of  $475  million. 

De  Sole  and  Ford,  who  boosted  Gucci 
revenue  tenfold,  to  $2.4  billion  from  1994. 


hope  to  spur  dramatic  growth  at 
Ford  must  keep  producing  fashion 
for  ysl,  which  he  has  positioned  [ 
more  glamorous  alternative  to  G| 
hard-edged  sexiness.  Example:  a 
cotton  bare-shoulder  peasant  bl 
priced  at  $1,143.  It  hit  stores  inf 
and  sold  out  in  weeks,  inspiring  a  j 
able  knock-offs  by  mass-market 
facturers  such  as  Spain's  Zara. 

De  Sole's  next  test  is  to  general 
sales  in  high-margin  accessories 
handbags,  eyeware.  watches,  per^ 
and  cosmetics.  "They  have  to  find 
to  apply  the  same  trickle-down 
at  ysl  [as  at  Gucci],"  says 
Branchini,  president  of  Milan 
consultancy  InterCorporate.  I 
goods  account  for  less  than  10*7 
at  YSL,  compared  with  45%  at  the| 
ci  division.  Already  ysl's  Momba 
African-inspired  handbag  with 
handle  and  a 
price    tag, 
spring  fashion 
"We    sold    80! 
our    order    in  I 
first    week,' 
Bergdorfs  Fi 
No  questior 
management 
lenge — and 
risks — for  De 
and  Ford  are 
bigger   than     I 
they  had  runnl 
single-brand 
ny.  The  two 
invest     heavil; 
grow  seven       | 
companies  pu 
over   the 
months,  inch 
the  fashion  hot 
Alexander  Mc 
and  Stella 
ney     and     leal 
goods  maker 
ga  Veneta.  De 
a  58-year-old  former  tax  lawyer 
joined  Gucci's  U.S.  operations  in 
says  the  shopping  spree  may  not 
"In  difficult  times,  you  get  inter 
breaks,"  says  De  Sole,  who  point£| 
that  while  some  of  his  heavily  indf 
competitors  are  suffering.  Gucci 
ting  on  a  $1.5  billion  war  chest. 

Meanwhile,  De  Sole  is  already 
ing  cost  savings  from  combined 
room  operations,  ysl's  Mombasa 
for  example,  was  produced  by  Gil 
Tuscan  network  of  skilled  leather  cil 
men.  Smart  designs,  great  execui 
The  YSL  brand  is  starting  to  recat| 
its  star  allure. 

By  Gail  Edmondson  in  Flo)\ 
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mg  at  a  smart  business 
an  happen  anywhere, 
.rocess  first  requires 
ion;  information  that 
i  from  multi- 
•  Hirces,  then  analyzed  and 
ed  before  it  can  be  used  to 
.intage. 


The  challenge  today  is  twofold. 
One:  how  do  you  get  the 
infrastructure  in  place  to  access 
disparate  data  sources  and 
create  and  distribute  actionable 
information?  And,  two:  also 
meet  the  demands  to  reduce 
costs  and  increase  productivity? 


WHAT  KIND  OF  DECISIONS  ARE  REQUIRED 
IN  TODAY'S  BUSINESS  CLIMATE? 
SMART  ONES. 


You  turn  to  Crystal  Decisions'". 
Our  enterprise-wide  reporting, 
analysis  and  web-based  informa- 
tion delivery  solutions  have  a 


itlilk'/jll  I  r-  XM  A  lH*L •11 


our  customers  better  utilize 
information  to  competitive 
advantage  and  profit. 


At  Crystal  Decisions,  the  makers 
of  Crystal  Reports,  we've  met  the 
standards  of  our  key  partners  like 
SAP,  IBM,  Microsoft  and  Baan. 
We're  confident  we  can  meet 
yours.  To  find  out  how,  visit  us  at: 
www.crystaldecisions.com/ent/005/ 
or  call  1-866-821-3525. 


Analyze.  Report.  Share. 


crystal  decisions 

A  SEAGATE  COMPANY 
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FREDDY  HEINEKEN'S  RECIPE 
MAY  BE  SCRAPPED 

To  thrive,  the  brewer  could  be  forced  to  try  big  acquisitions 


He  was  the  marketing  whiz 
who  dressed  Heineken 
beer  in  green.  He  was  the 
visionary  who  understood  that 
a  good  brew  could  travel  and 
proved  it  by  turning  a  venera- 
ble Dutch  lager  into  the  best- 
known  beer  brand  in  the 
world — the  sudsy  equivalent 
of  Marlboro  or  Coca-Cola. 
Through  it  all,  Alfred  "Freddy" 
Heineken  turned  his  control- 
ling one-quarter  stake  in  the 
family  business  into  a  $4  billion 
fortune,  Holland's  biggest.  And  father's  stake 

when  he  died  in  early  Janu- 

ary  at  78,  he  left  behind  one  of  Eu- 
rope's storied  family-controlled  empires. 


DE  CARVALHO: 

Inherits  her 


But  family  companies,  even  rich  ones 
like  $8.7  billion  Heineken,  tread  uphill  in 
the  global  economy.  For  years,  Heineken 
has  had  to  limit  acquisitions  and  rule 
out  mergers  in  order  to  leave  Freddy 
Heineken  in  control.  Now,  as  his  for- 
tune passes  to  his  daughter,  Charlene  de 
Carvalho,  a  housewife  and  mother  of 
five  in  London,  the  rules  could  change. 
"This  could  be  Heineken  unchained," 
says  Michael  Kraland,  the  Dutch  presi- 
dent of  Trinity  Capital  Partners,  a  Paris 
investment  firm. 

Heineken  officials  insist  that  nothing 
will  change  in  the  way  the  brewer  does 
its  business.  They  say  the  April  retire- 
ment of  Chief  Executive  Karel  Vuur- 
steen  and  his  replacement  by  longtime 
No.  2  Thony  Ruys,  54,  spells  continuity. 


And  Heineken's  son-in-law, 
Michel  de  Carvalho,  a  vice- 
chairman  of  Schroder  Salomon 
Smith  Barney  in  London  and 
Heineken  board  member, 
speaks  for  his  wife,  saying: 
"We  won't  deviate  from  the 
old  man's  principle." 

Trouble  is,  the  old  man's 
principle  looks  increasingly  out 
of  date.  In  Heineken's  key  Eu- 
ropean and  American  markets, 
demand  is  flat.  This  is  pushing 
growth-hungry  brewers  to  buy 
their  rivals.  Heineken  has 
—  been  snapping  up  bite-size  na- 
brewers  from  Italy's  Moretti  to 


tional 

Spain's  Cruzcampo.  But  in  big  deals  it's 
getting  outflanked  by  its  chief  rival  in 
Europe,  Belgium's  Interbrew.  In  two 
years,  Interbrew  has  dished  out  $5.5  bil- 
lion for  brands  such  as  Germany's  Beck's 
and     Britain's 


Whitbread  and 
Bass.  Now  In- 
terbrew is  vy- 
ing with  Hei- 


GROWTH  SLOWS 
AT  HEINEKEN 


LOTS  OF  GREEN:  Heinek] 
far  has  treated  investoi 

neken  for  the  global  No.l 
tion  behind  U.  S.-base| 
heuser-Busch  Cos. 

So  it's  decision  time 
family.  To  stay  in  the 
game,  Heineken  will  neej 
ey — lots  of  it.  Vuursteen  I 
the  blue-chip  company  c;| 
row  what  it  needs,  even 
lions    of    dollars    for 
takeovers.    But   as   He| 
takes  on  rivals  in  crucial 
markets  from  China  to| 
America,  it  will  need  all 
ibility  it  can  get.  If  He 
execs  don't  have  the  power  to 
shares  to  raise  cash  for  an  acquisitj 
to  use  shares  as  takeover  currenj 
venerable  Dutch  brewer  could  losel 
bidding  wars  and  see  growth  st 
But  if  the  company  takes  either  o^ 
routes,  the  family's  grip — it  contrc 
over  half  of  the  holding  companj 
in  turn  holds  a  hair  more  than 
Heineken  stock — would  no  longer 
cisive.  Vuursteen,  who  works    i 
Heineken  family's  old  portrait-line 
room,  now  part  of  the  Amsterdamj 
quarters,  acknowledges  that  "in  thl 
term,  nobody  knows  what  will  ha]| 
Heineken's  conservative  approaj 
served  shareholders'  interests  just 
to  now.  With  its  dominance  of  El 
and  a  luxury  niche  of  2.2%  of  Ami 
vast  market,  Heineken  has  raked  ij 
ble-digit  earnings  and  sales  grow 
much  of  Vuursteen's  nine-year  til 
Schroder  Salomon  Smith  Barne^l 
diets  a  15%  earnings  rise  for  201 
$711  million.  And  the  stock,  while 
20%  in  the  past  14  months,  is  ri 
double  the  level  of  four  years  ago.] 
For  now,  the  family  control  prtj 
Heineken  from  a  takeover.  Withov 
defense,  analysts  say,  Heineken 
find  itself  consumed  by  Anheuser  II 
or  even  Coca-Cola.  More  likely,  [ 
neken  will  look  to  bulk  up,  financi 
^^^h  quisitions — at  least  for  the 
;   year  or  two — with  bank 
Targets?  They  could  range 
Philip  Morris  Cos.'Miller  II 
ing  Co.  to  the  family-contf 
i   empires  of  South  America I 
if  Heineken  finds  itself  gef 
outbid  again  by  feisty  II 
brew,  Freddy  Heineken's  f  I 
business    could    be    in     I 
change. 

By  Stephen  Bake] 
Amsterdam,  with  Chrii 
White  in  Paris  and  CI 
Khermouch  in  New  York 
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WHAT  KIND  OF  DECISIONS  DOES  SAP  MAKE? 
SMART  ONES. 


a  smart  business 
can  happen  anywhere. 

rst  requires 
on;  information  that 
D  be  gathered  from 
ources,  then  analyzed 
oefore  it  can  be 


used  to  your  advantage. 
SAP,  the  world  leader  in  e-busi- 
ness platforms,  is  focussed  on 
finding  new  ways  to  help  their 
customers  lower  costs  and 
increase  revenues. 


That  s  why  SAP  chose 
Crystal  De  orting 

technology  and  expe' 
help  their  customers  bev 
utilize  information  through 
formatted  reporting  for 
competitive  advantage. 


Crystal  Decisions,  makers  of 
Crystal  Reports  ,  met  SAP's  demand- 
ing standards.  We're  confident  we 
can  meet  yours.  To  see  how,  call 
us  at  1-866-821-3525  or  sign  up 
for  a  seminar  at: 
www.crystaldecisions.com  ent  005 


nalyze.  Report.  Share. 


crystal  decisions 


SEAGATE  COMPANV 


International  Outlook 


EDITED  BY  ROSE  BRADY 


PAKISTAN:  SO  FAR,  MUSHARRAF 
IS  PLAYING  A  CLEVER  HAND 


As  Pakistan's  General  Pervez  Musharraf  wrapped  up  his 
televised  speech  on  Jan.  12,  bursts  of  automatic  fire 
could  be  heard  in  the  streets  of  Karachi — believed  to  be 
shots  of  protest  from  supporters  of  the  religious  schools  Pak- 
istan's President  was  vowing  to  rein  in. 

The  reaction  was  a  sharp  reminder  that  Musharraf  is  walk- 
ing a  dangerous  tightrope  as  he  tries  to  avoid  all-out  war  with 
India  one  month  after  its  government  accused  Pakistani- 
linked  terrorists  of  attacking  the  Parliament  in  New  Delhi. 
Musharraf  s  declaration  that  Pakistani  groups  involved  in  ter- 
rorism and  religious  extremism  would  not  be  tolerated — cou- 
pled with  hundreds  of  arrests  days  later — have  somewhat 
placated  Indian  officials,  who  say  they  may  soon  start  pulling 
back  some  of  the  550,000  Indian  troops  on  Pakistan's  border  if 
Musharraf  puts  his  words  into  action. 
The  radical  elements  of  Pakistani  soci- 
ety, however,  remain  deeply  suspicious 
of  Musharraf  s  attempts  to  curb  terrorism 
and  turn  Pakistan  into  what  he  calls  a 
"progressive  Islamic  welfare  state." 

Yet  in  any  struggle  for  power  in  Pak- 
istan, two  forces  count  for  far  more  than 
the  anger  of  the  street — the  army  and 
Inter-Services  Intelligence,  the  military 
intelligence  agency.  Both  the  army  and 
the  ISI  have  long  backed  separatist  vio- 
lence in  Kashmir,  the  territory  whose 
control  Pakistan  disputes  with  India.  No 
surprise,  then,  that  many  analysts  have  figured  Musharrafs 
control  of  the  army  and  the  ISI  might  weaken  as  he  took  on 
extremists  and  the  crisis  with  India  progressed.  Talk  of  a 
coup  against  Musharraf  has  been  frequent. 

Musharraf,  however,  has  played  his  hand  cleverly.  Al- 
though he  is  standing  up  to  extremists,  he  is  keeping  support 
for  Kashmiri  Muslims  as  key  policy  goals  for  Pakistan.  "He 
hasn't  compromised  on  Kashmir,"  says  retired  General 
Hameed  Gul,  a  former  isi  chief.  That  means  "Musharraf 


MUSHARRAF:  Will  India  pull  back? 


does  enjoy  the  support  of  the  army  and  the  isi,"  he 
Musharraf  likely  consulted  key  generals  on  his  speech, 
he  has  also  been  tough  with  the  top  brass.  The  Presiden  | 
been  careful  to  remove  powerful  figures  who  could  provide  ! 
cal  point  for  resistance.  Since  Pakistan  withdrew  its  suppor 
the  Taliban  in  Afghanistan,  he  has  tightened  his  grip  on  thl 
installing  a  loyal  follower,  Lieutenant  General  Ehsan  ul-Haj 
the  agency's  chief.  Haq  replaced  Lieutenant  General  Ma 
Ahmed,  believed  to  be  pro-Taliban.  Musharraf  has  also 
fled  the  military  command  structure,  replacing  key  gen<l 
with  his  own  men.  He's  made  it  clear  that  the  army  wonl 
neglected  as  $600  million  in  aid  from  Washington  pours  inj 
Pakistan  gets  $12  billion  in  foreign  debt  rescheduled.  Mi; 
raf  has  pledged  to  combat  poverty,  but  the  aid  also  fire 
other  funds  for  the  military,  which 
70%  of  the  state  budget  each  year. 
Now  Musharraf  is  hoping  that  the 
sure  from  New  Delhi  and  Washingtori 
let  up.  "The  crucial  concern  that  the 
tary  [has]  is  that  Pakistan  not  be  pi 
down  the  slippery  slope  of  one  cor 
sion  after  another  to  the  Indians," 
Stephen  P.  Cohen,  an  expert  on  S<| 
Asia  at  the  Brookings  Institution  ti 
tank.  Musharraf  will  score  big  poin 
India  pulls  its  troops  back.  He  might  i 
renew  his  request  for  U.  S.  military 
logical  quid  pro  quo  for  helping  the  1|| 
go  after  the  al  Qaeda  terrorist  network. 

Beyond  the  immediate  crisis,  Musharraf  must  de<] 
whether  to  hold  elections  planned  for  Parliament  and 
Minister  in  October.  Of  course,  if  he  averts  war  and  keeps! 
army  in  check,  he  will  be  stronger  than  ever.  That  will  rrJ 
it  easier  for  him  to  fulfill  his  own  goal  of  remaining  in  poj 
as  President,  even  as  Pakistan  inches  back  toward  demo 

By  Naween  Mangi  in  Karachi,  with  Manjeet  Kripalanl 
Bombay 


GLOBAL  WRAPUP 


FRENCH  MAGISTRATES  PROTEST 

►  The  resignation  on  Jan.  13  of  French 
magistrate  Eric  Halphen,  who  had 
headed  an  anticorruption  probe  of  Pres- 
ident Jacques  Chirac,  has  sparked  con- 
cerns that  France's  judicial  system  is 
bowing  to  political  pressure.  An  appeals 
court,  accusing  Halphen  of  procedural 
errors,  removed  him  last  fall  from  the 
Chirac  case,  which  focuses  on  alleged 
corruption  during  the  President's 
tenure  as  mayor  of  Paris  in  the  1980s 
and  early  1990s.  Halphen  now  says  he 
was  wiretapped,  followed,  and  secretly 


filmed  while  working  on  the  case. 

In  the  wake  of  his  resignation,  na- 
tional magistrates'  organizations  have 
denounced  the  appeals-court  ruling 
and  warned  that  efforts  to  root  out 
corruption  are  being  compromised.  Al- 
though the  Chirac  investigation  contin- 
ues under  another  magistrate's  direc- 
tion, the  President  enjoys  immunity 
while  in  office  and  is  seeking  reelec- 
tion this  year  to  a  five-year  term. 

JAPANESE  DONOR  FATIGUE? 

►  As  Tokyo  prepares  to  host  an  inter- 
national conference  on  Jan.  21  to 


drum  up  reconstruction  money  for 
Afghanistan,  the  U.N.  and  two  othel 
agencies  have  released  their  estimat| 
ed  cost  of  the  project — $15  billion 
over  10  years.  Key  donors  are  likeljl 
to  be  the  U.  S.,  the  European  Union! 
Saudi  Arabia,  and  Japan,  which  mayl 
foot  some  20%  of  the  bill.  Checkbooll 
diplomacy  is  losing  popularity  in  cas| 
strapped  Japan,  however.  After  10 
years  as  the  world's  single  most  gerl 
erous  donor  nation,  Japan  has  slashtl 
its  overseas  aid  budget  by  10%,  to  %  \ 
billion,  for  the  fiscal  year  starting 
Apr.  1,  2002. 
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BusinessWeek 


Many  mutual-fund  investors  don't  know  which 
way  to  turn.  Little  wonder:  After  every  quar- 
ter of  gains  in  the  past  two  years,  the  market 
has  come  right  back  with  three  months  of 
devastating  losses.  And  the  obvious  strategies 
of  exploiting  gaping  disparities  of  value — be- 
tween large-cap  and  small-cap  stocks,  for  ex- 
ample, or  between  growth  and  value  stocks — 
have  run  their  course  as  the  differences  have 
narrowed.  Even  the  superior  returns  of  bonds 
over  stocks  in  the  past  couple  of  years  are 
unlikely  to  be  repeated  soon. 
So  what  should  investors  do  now?  The  worst  tactic  is  to  sit 
on  the  sidelines,  even  if  "you're  so  terrified  that  you  have  to 
pick  your  stomach  off  the  floor," 
says  Mary  Lisanti,  chief  invest- 
ment officer  for  domestic  equi- 
ties at  ing  Pilgrim  Investments 
Inc.  "That's  what  buying  low  is 
all  about." 

And  that's  where  our  Mutual 
Fund  Scoreboard  comes  in.  If 
you're  searching  for  funds  with 
solid  track  records  and  seasoned 
managers,  the  17th  edition  of 
the  Scoreboard  is  a  good  start- 
ing point.  It  is  prepared  for 
BusinessWeek  by  Standard  & 
Poor's  (both  are  owned  by  The 
McGraw-Hill  Companies).  We've 
sifted  through  a  database  of 
3,493  equity  funds  and  found  an 
elite  group  that  produces  the 
best  returns  for  the  least  risk. 
Only  150  in  total — fewer  than 
1  in  20  funds — make  the  cut 
and  earn  our  overall  A  rating 
(table,  page  62).  Others  get  the 
top  grade  for  being  among  the 
best  funds  in  their  category 
(table,  page  64). 

The  A-rated  funds  are  the 
pick  of  the  long-term  buys. 
They're  not  surefire  winners 
year  in  and  year  out,  but  they 
have  the  best  risk-adjusted  re- 
turns over  five  years.  How  do 
we  know?  We've  adjusted  each 
fund's  pretax  returns  for  the 
amount  of  risk  the  manager  ran 
to  achieve  the  results.  Month 
by  month,  over  five  years,  we 
check  whether  the  fund  man- 
aged to  beat  the  risk-free  return  on  Treasury  bills.  Each 
time  it  fails,  it  earns  negative  marks.  The  bigger  the  sum  of 
the  negative  numbers,  the  higher  the  fund's  risk  of  losses. 

Results  for  the  605  largest  funds  start  on  page  70.  Ranging 
from  the  $79  billion  Fidelity  Magellan  Fund  to  the  $596  mil- 
lion Templeton  Global  Smaller  Companies  Fund,  they  repre- 
sent almost  90%  of  the  assets  of  all  the  funds  in  our  database, 
shown  in  its  entirety  online  at  www.businessweek.com/mu- 
tualfunds.  The  online  returns — and  ratings — are  interactive 
and  updated  monthly. 

The  A-list  runs  the  gamut  from  the  racy  to  the  reserved, 
reflected  in  five  levels  of  risk  ratings,  from  very  high  to 
very  low.  If  you're  game  for  a  wild  ride,  you  might  choose  one 
of  only  two  tech  funds  that  won  top  scores  this  year.  The  Ki- 
netics Internet  Fund  earned  a  36%  annualized  return  over 
five  years,  the  highest  of  all  the  A-rated  funds.  Although  the 


In  a  tough  year, 

surefooted  managers 

keep  going  strong 


payoff  has  been  spectacular,  investors  have  been  whip 
The  fund  earned  219%  in  1999  but  lost  51.5%  the  foil 
year,  making  it  the  only  A  fund  to  get  a  "very  high" 
ing.  Since  then,  the  managers  have  toned  down  thei 
picks  by  buying  household  names,  such  as  Washingtol 
Co.  and  Liberty  Media,  AT&T's  spin-off.  Last  year,  tl 
lost  9.6% — about  a  third  as  much  as  its  peers. 

Most  of  our  A-list  funds  are  at  the  other  extreme, 
or  very-low  risk  levels.  Three  funds  run  by  Wells 
Management,  a  unit  of  Wells  Fargo  Bank,  are  practic 
autopilot,  racking  up  annual  returns  of  between  8j 
11.7%  over  five  years:  Growth  Balanced,  Moderate  Bj 
and  Strategic  Income.  These  funds  invest  in  other  Wei 
run  by  a  variety  of  managers.  They  start  with  preset 

tions  of  stocks  and  bone 
use  computer  models  t<| 
the  mix.  The  aim  is  to 
smooth  ride.  By  contr 
you  go  with  the  star- 
system,  you  may  have 
years,"  says  Wells'  Dire 
Asset    Allocation    GaU 
Blomster,  who  design* 
models  in   1989.  "But 
have  more  volatility." 

Many  managers  of  tor 
funds     have     earned 
stripes  by  taking  the  red 
traveled.  Consider  Fr.j 
Resources'     Mutual 
funds,  which  had  a  hare] 
attracting   and    keepir 
vestors  in  the  late  1990s! 
the  return  to  favor  of | 
investing,  the  funds'  lonj 
track    record    has 
through,  and  a  handful] 
A  ratings.  "Now  investcj 
alize  they  were  throwing 
real  businesses  for  ge 
schemes,"  says  Chief  I J 
ment  Officer  David  Wi| 
He  and  his  team  select 
using  the  same  criteria 
have  for  the  15  years  tl| 
has  been  with  Mutual 
Often,  they  get  their  be| 
vestment  ideas  from  the 
ket's  daily  new-low  list) 
team  is  especially  ke(l 
unloved  or  deeply  discol 
stocks,  such  as  bankrupt! 
fornia  utility  Pacific  G| 
Electric  and  companies  grappling  with  restructuring  pail 
eluding  E.W  Scripps,  Federated  Department  Stores| 
White  Mountains  Insurance. 

Many  of  the  best-performing  funds  are  all-weather 
that  excel  no  matter  what  the  market  climate.  Their  I 
agers  are  rarely  content  to  follow  the  pack,  which  is  curl 
buying  up  cyclical  consumer  and  industrial  stocks,  antici]| 
a  boom  once  the  U.S.  economy  kicks  into  gear.  Sec 
Schermerhorn,  the  manager  of  two  A-rated  funds — Lil 
Growth  Income  and  Liberty  Utility — says  he  doesn't  bal 
a  hope  and  a  prayer  for  future  returns.  "I'm  buying  A 
that  are  paying  us  today,  vs.  trying  to  speculate  w[ 
company  is  going  to  make  three  or  four  years  from  now.  | 
Schermerhorn,  who  manages  $3.5  billion  in  large-cap 
stocks  for  Fleet  Asset  Management.  He  likes  such  s 
as  Allegheny  Energy,  a  diversified  utility  company  that! 
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a  4%  yield  while  expanding  earnings  a  modest  6%.  Unlike 
other  utility  managers,  who  loaded  up  on  emerging  telecom- 
related  issues,  Schermerhorn  stayed  away — and  he's  still 
bearish  on  the  sector. 

The  Scoreboard's  details  of  cash  holdings  highlight  which 
managers  have  full  faith  in  the  U.S.  stock  market.  Lately, 
some  have  more  stashed  away  in  greenbacks  than  in  stocks. 
"It's  better  to  spend  time  avoiding  problems  than  trying  to 
find  that  big  winning  stock,"  argues  Manu  P.  Daftary,  manager 
of  the  $360  million  Quaker  Aggressive  Growth  Fund.  In 

1999,  when  the 
bull  was  raging, 
he  had  60%  of 
the  fund's  assets 
in  cash.  Yet  the 
fund  surged  99%  that  year  because  two-thirds  of  its  invest- 
ments were  in  tech  stocks,  such  as  Check  Point  Software 
Technologies  Ltd.  and  Powerwave  Technologies  Inc.  Last 
year,  Daftary  was  as  much  as  90%  in  cash  but  halved  that  in 
the  fourth  quarter  when  he  bought  beaten-down  tech  and 
drug  stocks,  such  as  Abbott  Laboratories,  Rational  Software, 
and  Network  Associates,  betting  "a  little  bit  early"  on  an 
eventual  tech-sector  rebound. 

It  helps  to  know  which  funds  make  big  concentrated  bets, 
too.  You  can  find  that  information  in  the  Scoreboard,  which 
gives  the  percentage  of  assets  accounted  for  by  a  fund's  top 
10  stocks.  Mutual-fund  managers  who  buy  a  limited  number 
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"One  cause  of  failure 
is  being  afraid  to  fail; 
you  have  to  take 
judicious  chances  " 

RAJEEV  BHAMAN 

Oppenheimer  Funds 


"We're  not  seel 
the  fastest-gro) 
We're  looking  for | 
steady  growth  " 

SANDI GLEASON 

Kayne  Anderson  Rudnkk 


Best  in  Show 


These  equity  funds  each  earned  an  A  for  delivering  the  best  risk-adjusted  total  returns  over  the  past  five  ye 


FUND 


AVERAGE  ANNUAL 
TOTAL  RETURN  (%)* 


CATE60RY 
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FUND 


AVERAGE  ANNUAL 
TOTAL  RETURN  (%)* 


CATEGORY 
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AIM  BASIC  VALUE  A  16.7 

AIM  GLOBAL  HEALTH  CARE  A  16.5 

AMCAPA  16.1 

ARK  SMALL  CAP  EQUITY  RETAIL  A**  22  2 

ADVISORS  INNER  CIRCLE  FMC  SELECT**  16.7 


Large-cap  Value 
Health 
All  Cap 

Small-cap  Growth 
All  Cap 


Low 
Low 
Low 
High 
Very  Low 


FIDELITY  SELECT  BIOTECHNOLOGY  21.5 

FIDELITY  SELECT  BROKERAGE  &  INVEST.**  21.1 

FIDELITY  SELECT  HEALTH  CARE  15.9 

FIDELITY  SELECT  INSURANCE**  18.6 

FIRST  AMERICAN  MICROCAP  Y**  25.4 


Health 
Financial 
Health 
Financial 
Small-cap  Growth 


UMl 


!" 


Hig 

Hig 

Low 

Avejmrr 

Hig 


UE 


AMERICAN  CENTURY  EQUITY  INC.  INV.  14.4 

AMERICAN  BALANCED  A  11.8 

AMERISTOCK  17.1 

ARIEL**  15.8 

ARIEL  APPRECIATION  17.0 


All  Cap 

Domestic  Hybrid 
Large-cap  Value 
Small-cap  Value 
Mid-cap  Value 


Very  Low 
Very  Low 
Low 
Low 
Low 


FIRST  EAGLE  FUND  OF  AMERICA  Y**  13.8 

FIRST  GROWTH  &  INCOME  I  14.7 

F0UNTAINHEAD  SPECIAL  VALUE**  19.8 

GAMERICA  CAPITAL  A**  18.8 

GABELLI  ASSET  15.0 


Mid-cap  Blend 
Large-cap  Blend 
Mid-cap  Blend 
Small-cap  Value 
All  Cap 


ARMADA  SMALL  CAP  VALUE  I  15.8 

ATLAS  ASSETS  GLOBAL  GROWTH  A**  15.5 

BRAZOS  SMALL  CAP  Y  18.2 

BRIDGEWAY  AGGRESSIVE  INVESTORS  I**  25.6 

BRIDGEWAY  ULTRA  SMALL  COMPANY**  18.8 


Small-cap  Value  Low 

World  Average 

Small-cap  Growth  Average 

Mid-cap  Growth  High 

Small-cap  Blend  Average 


GABELLI  EQUITY  INCOME  AAA**  11.7 

GABELLI  INVESTOR  ABC**  9.6 

GABELLI  VALUE  A  18.5 

GALAXY  SMALL  CAP  VALUE  TRUST**  14.0 

GROWTH  FUND  OF  AMERICA  A  18.1 


Large-cap  Value 
Small-cap  Value 
Mid-cap  Value 
Small-cap  Value 
Large-cap  Growth 


CALAMOS  GROWTH  A**  26.8 

CALIF.  INVESTMENT  S&P  MID  CAP  INDEX**  16.5 

CLIPPER  18.2 

CREDIT  SUISSE  GLOB.  HEALTH  SCI.  CMN.**  18.2 

DODGE  &  COX  BALANCED  12.9 


All  Cap 

Mid-cap  Blend 
Mid-cap  Value 
Health 
Domestic  Hybrid 


High 
Average 
Very  Low 
Average 
Very  Low 


J.  HANCOCK  SMALL  CAP  VALUE  A**  20.4 

HARTFORD  CAPITAL  APPRECIATION  A  22.0 

HEARTLAND  SELECT  VALUE**  14.2 

HENNESSY  CORNERSTONE  GROWTH**  17.2 

HERITAGE  CAPITAL  APPREC.  A**  17.7 


Small-cap  Value 
All  Cap 

Mid-cap  Value 
Small-cap  Growth 
Large-cap  Growth 


DODGE  &  COX  STOCK  15.6 

DRESDNER  RCM  GLOBAL  HEALTH  CARE**  25.7 

DREYFUS  MIDCAP  VALUE**  18.6 

DREYFUS  INDEX  FUNDS  MIDCAP  INDEX**  15.5 

EATON  VANCE  WLD WD.  HEALTH  SCIENCES  A  23.4 


Large-cap  Value 
Health 

Mid-cap  Value 
Mid-cap  Blend 
Health 


Low 

Average 

Average 

Average 

Average 


INVESC0  LEISURE  INV. 
JANUS  BALANCED 
JANUS  CORE  EQUITY 
JANUS  GROWTH  &  INCOME 
JENSEN** 


21.1  Miscellaneous 

12.9  Domestic  Hybrid 

15.8  Large-cap  Growth 

15.8  Large-cap  Growth 

15.0  Large-cap  Growth 


ENTERPRISE  SMALL  COMPANY  VALUE  A**  14.4 

EXCELSIOR  VALUE  &  RESTRUCTURING  16.3 

FBR  SMALL  CAP  FINANCIAL  A**  16.2 

FMI  FOCUS**  35.0 

FENIMORE  ASSET  MGMT.  TR.  VALUE**  14.0 


Small-cap  Value  Very  Low 

Large-cap  Value  Average 

Financial  Low 

Small-cap  Growth  Average 

Small-cap  Value  Low 


KAYNE  ANDRSN  RUDNICK  SMALL  MID  CAP**  13.8 

KINETICS  INTERNET**  35.9 

LEGG  MASON  EQUITY  TRUST  VALUE  PRIM.  16.7 

LEUTHOLD  CORE  INVESTMENT**  10.9 

LIBERTY  ACORN  Z  15.6 


Small-cap  Blend 
Technology 
Large-cap  Blend 
Domestic  Hybrid 
Small-cap  Value 


FIDELITY  ADVISOR  HEALTHCARE  B**  15.7 

FIDELITY  ADVISOR  MID  CAP  T  18.1 

FIDELITY  BALANCED  11.7 

FIDELITY  DIVIDEND  GROWTH  15.4 

FIDELITY  EXPORT  &  MULTINATIONAL  17  0 

FIDELITY  LOW  PRICED  STOCK  15.1 

FIDELITY  MID  CAP  STOCK  18.7 
FIDELITY  SELECT  AIR  TRANSPORTATION**       17.4 


Health 

Mid-cap  Growth 
Domestic  Hybrid 
Large-cap  Value 
Small-cap  Growth 

Small-cap  Value 
Mid-cap  Growth 
Miscellaneous 


Low 

Average 
Very  Low 
Low 
Average 

Very  Low 

Average 

Average 


LIBERTY  GROWTH  &  INCOME  B 
LIBERTY  UTILITIES  A 
LONGLEAF  PARTNERS 
LORD  ABBETT  MID  CAP  VALUE  A 
MFS  VALUE  A 

MS  MID  CAP  VALUE  INSTL** 
MAIRS  &  POWER  BALANCED** 
MAIRS  &  POWER  GROWTH 


15.0  Large-cap  Value 

14.0  Utilities 

14.8  Large-cap  Value 
17.7  Mid-cap  Value 

14.9  Large-cap  Value 

16.0  Mid-cap  Blend 

12.0  Domestic  Hybrid 

15.2  Mid-cap  Value 


IBS! 

m  m 

Hig 
Low  i 

LOW  KCtfEi 

Ver*  mi 
Verj  kwi 
Low  m 
Low 
Ave  m< 

Higi  ibnhi 
Ave  i 

Low» 

Ave  bj: 
Ave  m 

Lowjfc 
VerjF 

LOWI; 

Avefc; 

Low  | 

LowL 
Veoh 
Ave  I* 
Verft 

LOW*: 

ii.V,'.      • 

Veritas 
Lowt 

Low?,, 

LUl1       | 

Ave  Ik 

Ver)fr 
Low 
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of  stocks  expose  investors  to  more  risk.  Sandi  L.  Gleason,  co- 
manager  of  the  Kayne  Anderson  Rudnick  Small  Mid  Cap 
Fund,  for  instance,  makes  big  bets  on  a  few  small  and  midsize 
companies.  But  companies  in  her  portfolio  are  expanding 
earnings  at  a  healthy  18%  annual  clip — even  though  she 
looks  mainly  for  even-keeled  results.  "We're  not  seeking  the 
fastest-growing  companies,  or  the  cheapest,"  says  Gleason, 
whose  A-rated  fund  has  about  40  stocks,  including  IMS  Health, 

a  market-data  company,  and 


low-cost  financial-services  out- 
fit National  Commerce  Finan- 
cial. "We're  looking  for  steady 
growth." 

Even  if  their  investing 
style  is  out  of  favor  tem- 
porarily, A-rated  funds  often 
make  a  strong  comeback  in 
the  long  haul.  Funds  that  buy 
health-care  and  biotech  stocks, 
for  example,  were  down  an 
average  12.5%  last  year,  after 
whirlwind  gains  of  55%  in  2000.  So  there's  a  chance  to  buy 
longstanding  winners,  such  as  A-list  stalwart  Eaton  Vance 
Worldwide  Health  Sciences  fund,  on  the  cheap.  The  fund 
has  an  annual  23.4%,  five-year  return,  though  it  faltered 
with  6.6%  losses  last  year.  Manager  Samuel  D.  Isaly  bal- 
ances the  fund's  holdings  between  fledgling  and  mature  com- 


"I'm  buying  stocks 
that  are  paying  us 
today,  vs.  trying  to 
speculate...." 

SCOn  SCHERMERHORN 

Liberty  Funds 


AVERAGE  ANNUAL 
TOTAL  RETURN  (%)* 


CATEGORY 


RISK 


110  CAP  VALUE  INV 


iROWTH** 
I'ALUE 


14.5  Mid-cap  Value  Low 

15.3  Large-cap  Value  Low 

10.6  Domestic  Hybrid  Very  Low 

15.4  All  Cap  Low 
25.0  Small-cap  Value  Low 


5H  ASSET  BLDR.  MID  CAP  VAL.  B  13.9 

I  HEALTHCARE  B**  19.0 

«CH  MASTER  SMALL  CAP  VAL.  B  17.8 

HP  16.0 

I  CAP  EQUITY  A**  23.0 


Small-cap  Value  Low 

Health  Low 

Small-cap  Growth  Average 

Large-cap  Value  Average 

Small-cap  Growth  High 


CONZ  12.3 

5C0VERYZ  11.8 

ftOPEANZ**  15.6 

ERF.  MID  CAP  GROWTH**  19.4 

ROWTH**  24.6 


Mid-cap  Value  Very  Low 

World  Very  Low 

Europe  Very  Low 

Mid-cap  Growth  High 

Small-cap  Growth  Average 


1 BERMAN  GENESIS  INV. 

14.2 

Small-cap  Value 

Low 

ICK  PSE  TECH.  100 IDX.  A** 

22.3 

Technology 

High 

1 QUITY  A  INCOME  1" 

16.8 

Domestic  Hybrid 

Very  Low 

[ELECT  1** 

26.7 

Mid-cap  Value 

Low 

MANUAL  ALERT  C 

22.6 

All  Cap 

Average 

FUND 


AVERAGE  ANNUAL 
TOTAL  RETURN (%)*   CATEGORY 


RISK 


ROYCE  PENNSYLVANIA  MUTUAL  INV.**  14.1 

ROYCE  TOTAL  RETURN**  12  5 

ROYCE  TRUST  A  GIFTSHARES  INV.**  23  1 

SALOMON  BROTHERS  CAPITAL  II**  17.0 

SENTINEL  SMALL  COMPANY  A**  16.9 


Small-cap  Value 
Small-cap  Value 
Small-cap  Value 
All  Cap 
Small-cap  Value 


Low 

Very  Low 
Low 
Low 
Low 


SEQUOIA  16.5 

SMITH  BARNEY  AGGRESSIVE  GROWTH  A  26.3 

SMITH  BARNEY  SECURITY  &  GROWTH  A**  13.5 

SAP  MIDCAP  400  DEPOSITARY  RCPT.**  15.7 

STATE  STREET  RESEARCH  AURORA  A  21.4 


Large-cap  Value  Low 

Large-cap  Growth  Average 

Domestic  Hybrid  Low 

Mid-cap  Blend  Average 

Small-cap  Value  Low 


STRONG  OPPORTUNITY  INV.  14.5 

THOMPSON  PLUMB  BALANCED**  13.8 

THOMPSON  PLUMB  GROWTH**  20.1 

THORNBURG  VALUE  A  16  5 

TOUCHSTONE  EMERGING  GROWTH  A*  217 


Mid-cap  Blend 
Domestic  Hybrid 
All  Cap 

Large-cap  Blend 
Small-cap  Growth 


Low 

Very  Low 
Low 
Low 
Average 


TRANS  AMERICA  PREMIER  BALANCED  INV.*  15.9 

TURNER  MID  CAP  GROWTH  21.4 

TURNER  SMALL  CAP  VALUE**  16.6 

TWEEDY  BROWNE  GLOBAL  VALUE  12.9 

U.S.  GLOBAL  LEADERS  GROWTH**  14.2 


Domestic  Hybrid 
Mid-cap  Growth 
Small-cap  Value 
World 
Large-cap  Blend 


Low 
High 
Average 
Very  Low 
Low 


!  QUEST  BAL.  VALUE  B 

t 

!  CAP  VALUE** 
JSSANCE  C 
INCOME  EQUITY  INC. 


15.1  Domestic  Hybrid  Very  Low 

19.8  Mid-cap  Blend  Low 
18.6  Large-cap  Value  Low 
21.4  Mid-cap  Value  Low 

13.9  Large-cap  Blend  Very  Low 


VAN  KAMPEN  COMSTOCK  A 
VAN  KAMPEN  EQUITY  INCOME  A 
VANGUARD  CAPITAL  OPPORTUNITY 
VANGUARD  HEALTH  CARE 
VANGUARD  PRIMECAP 


15.7  Large-cap  Value  Low 

13.4  Domestic  Hybrid  Very  Low 

20.7  Mid-cap  Growth  High 

23.6  Health  Very  Low 

17.0  Mid-cap  Growth  Average 


BALANCED  11.9 

I  ICE  CAPITAL  APPRECIATION  12  1 

BICE  FINANCIAL  SERVICES**  16.3 

llCE  HEALTH  SCIENCES  17.7 

IICE  MID-CAP  VALUE**  13  4 


Domestic  Hybrid 
Domestic  Hybrid 
Financial 
Health 
Mid-cap  Value 


Very  Low 
Very  Low 
Average 
Average 
Low 


VANGUARD  WELLESLEY  INCOME  10.0 

WM  GROWTH  FUND  OF  THEN  WEST  A*  *  21.4 

WADDELL  &  REED  ADV.  ACCUMULATIVE  A**  15.2 

WADDELL  &  REED  ADV.  SCI.  &  TECH.  A  20  9 

WASATCH  CORE  GROWTH  22.3 


Domestic  Hybrid 
All  Cap 

Large-cap  Value 
Technology 
Small-cap  Blend 


Very  Low 

Average 

Low 

High 

Average 


TAL  RETURN** 
BRESSIVE  GROWTH** 
I  GROWTH  A 
ENT  VALUE  EQUITY** 
LL  CAP  GROWTH*' 


I  PRICED  STOCK 
UNITY  INV.** 


13.8 
26.6 
22.9 
14.0 
20.7 

19.7 

18.7 


World 

Small-cap  Growth 
Small-cap  Growth 
Large-cap  Value 
Small-cap  Growth 


Small-cap  Value 
Small-cap  Value 


Low 

Very  Low 
High 
Low 
High 

Average 
Average 


WASATCH  MICRO  CAP** 
WASATCH  SMALL  CAP  GROWTH 
WEITZ  PARTNERS  VALUE 
WEITZ  VALUE 
WELLS  FARGO  GROWTH  BALANCED  I 


WELLS  FARGO  MODERATE  BALANCED  I** 
WELLS  FARGO  STRATEGIC  INCOME  I** 


34.6 
22.0 
21.6 
21.0 
11.7 

10.0 

8.6 


Small-cap  Growth 
Small-cap  Growth 
All  Cap 
All  Cap 
Domestic  Hybrid 

Domestic  Hybrid 
Domestic  Hybrid 


Low 

Average 
Very  Low 
Very  Low 
Very  Low 

Very  Low 
Very  Low 


pretax  return,  appreciation  plus  reinvestment  of  dividends  and  capital  gains    Data:  Standard  &  Poor's 


*Fund  data  in  BusinessWeek  Online 
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r 


Best  of  Breed 


Rated  against  their  peers,  these  funds  each  earned  an  A  for  five-year,  risk-adjusted  total  returns.  Not  all 
categories  have  ratings,  since  some  lack  enough  funds  with  the  history  needed  to  perform  a  ratings  review. 


FUND 

AVERAGE  ANNUAL 
TOTAL  RETURN  (%)* 

ALL  CAP 

CALAMOS  GROWTH  A" 

26.8 

WEITZ  PARTNERS  VALUE 

21.6 

WEITZ  VALUE 

21.0 

DIVERSIFIED  EMERGING  MARKETS 

DREYFUS  EMERGING  MARKETS  **  3.9 

EVERGREEN  EMERGING  MARKETS.  GR.  A"  -1.9 

OPPENHEIMER  DEVELOPING  MARKETS  A"  8.4 

DIVERSIFIED  PACIFIC/ASIA 

MERRILL  LYNCH  PACIFIC  B"  2.3 

DOMESTIC  HYBRID 

AMERICAN  BALANCED  A  11.8 

DODGE  A  COX  BALANCED  12.9 

FIDELITY  BALANCED  11.7 

JANUS  BALANCED  12.9 

LEUTHOLD  CORE  INVESTMENT"  10.9 

MAIRS  A  POWER  BALANCED"  12.0 

MERGER  10.6 

OAKMARK  EQUITY  A  INCOME  I"  16.8 

OPPENHEIMER  QUEST  BAL.  VALUE  B  15.1 

PAX  WORLD  BALANCED  11.9 

T.  ROWE  PRICE  CAPITAL  APPRECIATION  12.1 

SMITH  BARNEY  SECURITY  A  GROWTH  A"  13.5 

THOMPSON  PLUM  BALANCED**  13.8 

TRANSAMERICA  PREMIER  BALANCED  INV.**  15  9 

VAN  KAMPEN  EQUITY  INCOME  A  13.4 

VANGUARD  WELLESLEY  INCOME  10.0 

WELLS  FARGO  GROWTH  BALANCED  I  11.7 

WELLS  FARGO  MODERATE  BALANCED  I**  10.0 

WELLS  FARGO  STRATEGIC  INCOME  I**  8.6 

VANGUARD  LIFESTRATEGY  INCOME  8.4 


EUROPE 

MERRILL  LYNCH  EUROFUND  B** 
MUTUAL  EUROPEAN  Z" 


9.0 
15.6 


FINANCIAL 
FBR  SMALL  CAP  FINANCIAL  A** 


16.2 


FOREIGN 
AMERICAN  CENTURY  IHTL.  DISCOVERY  INV. 
ARTISAN  INTERNATIONAL 
FIDELITY  DIVERSIFIED  INTERNATIONAL** 
FIRST  EAGLE  SOGEN  OVERSEAS  A** 
JANUS  ASPEN  INTL.  GROWTH  INSTL. 
JULIUS  BAER  INTERNATIONAL  EQUITY  A** 
NATIONS  INTL.  VALUE  INV.  A** 
PILGRIM  INTL.  SMALL  CAP  GROWTH  A** 
PILGRIM  INTERNATIONAL  VALUE  A 
PUTNAM  INTERNATIONAL  GROWTH  A 
PUTNAM  INTERNATIONAL  VOYAGER  A 
SCHWAB  MARKETMANAGER  INTL.** 
UMB  SCOUT  WORLWIDE** 


11.9 

13.3 

9.2 

9.4 

10.3 

14.0 

13.2 

15.6 

12.3 

10.4 

12.8 

8.4 

8.4 


HEALTH 
VANGUARD  HEALTH  CARE 


23.6 


INTERNATIONAL  HYBRID 

CAPITAL  INCOME  BUILDER  A  9.6 


FUND 


AVERAGE  ANNUAL 
TOTAL  RETURN  (%)* 


LARGE-CAP  BLEND 
FEDERATED  CAPITAL  APPREC.  A 
FIRST  GROWTH  A  INCOME 
GATEWAY 
GMO  U.S.  CORE  III 

LEGG  MASON  EQUITY  TRUST  VALUE  PRIM. 
MASTERS  SELECT  EQUITY** 
MOSAIC  EQUITY  TR.  INVESTORS** 
PARNASSUS  INCOME  EQUITY  INC.** 
SSGA  GROWTH  A  INCOME** 
THORNBURG  VALUE  A 
U.S.  GLOBAL  LEADERS  GROWTH** 
VICTORY  DIVERSIFIED  STOCK  A 


15.2 
14.7 
7.9 
13.T 
16.7 
13.5 
12.7 
13.9 
13.8 
16.5 
14.2 
14.3 


LARGE-CAP  GROWTH 
ABN  AMRO  CHICAGO  GR.  A  INC.  N** 
AMAHA  GROWTH** 
AMSOUTH  LARGE  EQUITY  A** 
ARK  CAPITAL  GROWTH  RETAIL  A** 
BRAMWELL  GROWTH** 
DREYFUS  APPRECIATION 
EATON  VANCE  TAX-MGD.  GROWTH  1.1  B 
EXETER  TAX  MANAGED  A** 
GE  PREMIER  GROWTH  EQUITY  A** 
GROWTH  FUND  OF  AMERICA  A 
HERITAGE  CAPITAL  APPRECIATION  A** 
HERITAGE  GROWTH  EQUITY  A** 
JANUS  CORE  EQUITY 
JANUS  GROWTH  A  INCOME 
JENSEN** 

MSF  CORE  GROWTH  A**  OAK  GROWTH 
SMITH  BARNEY  AGGRESSIVE  GROWTH  A 
WELLS  FARGO  LARGE  COMPANY  GROWTH  I 
WHITEHALL  GROWTH  SVC.  ** 


13.4 
15.0 
14.1 
15.0 
13.0 
10.8 
11.6 
13.1 
14.7 
18.1 
17.7 
18.1 
15.8 
15.8 
15.0 
15.3 
26.3 
14.7 
14.5 


LARGE-CAP  VALUE 
AIM  BASIC  VALUE  A 
AMERISTOCK  GROWTH** 
DODGE  A  COX  STOCK 
EXCELSIOR  VALUE  &  RESTRUCTURING 
FIDELITY  DIVIDEND  GROWTH 
GABELLI  EQUITY  INCOME  AAA** 
LIBERTY  GROWTH  A  INCOME  B 
LONGLEAF  PARTNERS 
MATTHEW  25** 
MFS  VALUE  A 
MUHLENKAMP 
PBHG  LARGE  CAP  VALUE** 
SEQUOIA 

VAN  KAMPEN  COMSTOCK  A 
WADDELL  A  REED  ADV.  ACCUMULATIVE  A 


16.7 
17.1 
15.6 
16.3 
15.4 
11.7 
15.0 
14.8 
15.3 
14.9 
16.0 
18.6 
16.5 
15.7 
15.2 


19.8 
19.8 


MID-CAP  BLEND 
FOUNTAINHEAD  SPECIAL  VALUE** 
OSTERWEIS** 

MID-CAP  GROWTH 
BRIDGEWAY  AGGRESSIVE  INVESTOR  I** 
FIDELITY  ADVISOR  MID  CAP  T 
FIDELITY  MID  CAP  STOCK 


25.6 
18.1 
18.7 


AVERAGE  ANNUAL 
TOTAL  RETURN  {% 


TURNER  MID  CAP  GROWTH  21.4 

VANGUARD  CAPITAL  OPPORTUNITY  20.7 

VANGUARD  PRIMECAP  17  0 

MID-CAPVALUE 

CLIPPER  18.2 

GABELLI  VALUE  A  18.5 

OAKMARK  SELECT  I  26.7 

PIMCO  RENAISSANCE  C  21.4 


MISCELLANEOUS 
INVESCO  LEISURE  INV. 


21.1 


NATURAL  RESOURCES 


AMERICAN  GAS  INDEX* 


10.8 


PACIFIC/ASIA  EX-JAPAN 
MATTHEWS  ASIAN  GROWTH  A  INCOME**         6.5 
PHOENIX  ABERDEEN  NEW  ASIA  A**  -4.1 

PRECIOUS  METALS 


FIRST  EAGLE  SOGEN  GOLD* 


-6.9 


REAL  ESTATE 
SECURITY  CAPITAL  U.S.  REAL  ESTATE** 


WASATCH  CORE  GROWTH* 


10.0 
19.9 


SMALL-CAP  BLEND 
BRIDGEWAY  ULTRA  SMALL  COMPANY** 


WASATCH  CORE  GROWTH* 


18.8 
22.3 


SMALL-CAP  GROWTH 
ARK  SMALL  CAP  EQUITY  RETAIL  A** 
FMI  FOCUS** 

FIDELITY  EXPORT  A  MULTINATIONAL 
FIRST  AMERICAN  MICROCAP  Y** 
MERRILL  LYNCH  MASTER  SM.  CAP  VALUE  B 
NEEDHAM  GROWTH** 
QUAKER  AGGRESSIVE  GROWTH** 
RS  DIVERSIFIED  GROWTH  A 
TOUCHSTONE  EMERGING  GROWTH  A** 
WASATCH  MICRO  CAP** 
WASATCH  SMALL  CAP  GROWTH 


22.2 
35.0 
17.0 
25.4 
17.8 
24.6 
26.6 
22.9 
21.7 
34.6 
22.0 


SMALL-CAP  VALUE 
GAMERICA  CAPITAL  A** 
MERIDIAN  VALUE 
ROYCE  LOW  PRICED  STOCK 
ROYCE  OPPORTUNITY  INV.** 
ROYCE  TRUST  A  GIFTSHARES  INV.** 
STATE  STREET  RESEARCH  AURORA  A 


18.8 
25.0 
19.7 
18.7 
23.1 
21.4 


TECHNOLOGY 

KINETICS  INTERNET** 

44.2 

WADDELL  &  REED  ADV.  SCI.  A  TECH.  A 

20.9 

*1997-2001.  appreciation  plus  reinvestment  of  dividends  and  capital  gains  before  taxes     "Fund  data  in  BusinessWeek  Online 


UTILITIES 

LIBERTY  UTILITIES  A  14.0 

STRONG  DIVIDEND  INCOME**  1 1.8 

WORLD 

ATLAS  ASSETS  GLOBAL  GROWTH  A**  1 5.5 

MUTUAL  DISCOVERY  Z  1 1.8 

PURISIMA  TOTAL  RETURN**  13.8 

TWEEDY  BROWNE  GLOBAL  VALUE  12.9 

OPPENHEIMER  GLOBAL  A  14.8 

Data:  Standard  &  Poor's 
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Here's  how  BusinessWeek  rates  the  largest  equity  funds 

FUND 

ASSETS 

BILLIONS 

OVERALL 
RATING 

AVERAGE 
ANNL.  TOTAL 
RETURN  {%)* 

INVESTMENT 
CATEGORY 

CATEGORY 
RATING 

FIDELITY  MAGELLAN 
VANGUARD  500  INDEX 
INVESTMENT  COMPANY  OF  AMERICA  A 
WASHINGTON  MUTUAL  INVESTORS  A 

$78.79 
72.49 
54.00 
48.13 

B 
B 

B+ 
B+ 

11.0 

10.7 
13.0 
12.2 

Large-cap  Growth 
Large-cap  Blend 
Large-cap  Value 
Large-cap  Value 

B 

B 

B+ 

B 

GROWTH  FUND  OF  AMERICA  A 
FIDELITY  GROWTH  A  INCOME 
FIDELITY  CONTRAFUND 
NEW  PERSPECTIVE  A 

35.40 
34.20 
31.83 
27.39 

A 

B+ 
B 
B 

18.1 
10.4 
10.5 
12.0 

Large-cap  Growth 
Large-cap  Blend 
Large-cap  Growth 
World 

A 

B+ 
B+ 
B+ 

EUROPACIFIC  GROWTH  A 

AMERICAN  CENTURY  ULTRA  INV. 

JANUS 

FIDELITY  GROWTH  COMPANY 

26.81 
26.45 
25.75 
22.40 

C 
C 
C 
B 

7.4 

9.9 

9.5 

13.7 

Foreign 

Large-cap  Growth 
Large-cap  Growth 
Large-cap  Growth 

B+ 
C 
C 
B 

VANGUARD  WINDSOR  II  INV. 
VANGUARD  WELLINGTON  INV. 
FIDELITY  BLUE  CHIP  GROWTH 
FIDELITY  EQUITY-INCOME 

22.10 
21.86 
21.85 
21.63 

B 

B+ 
C 
B 

10.4 

10.6 

9.7 

10.1 

Large-cap  Value 
Domestic  Hybrid 
Large-cap  Growth 
Large-cap  Value 

B 

B+ 

B 

B 

JANUS  WORLDWIDE 
FIDELITY  PURITAN 
INCOME  FUND  OF  AMERICA  A 
FUNDAMENTAL  INVESTORS  A 

21.44 
20.19 
19.74 
19.09 

C 

B+ 
B+ 
B+ 

9.8 

9.4 

9.3 

11.7 

World 

Domestic  Hybrid 
Domestic  Hybrid 
Large-cap  Blend 

B 

B+ 
B 
B+ 

*1997-2001,  appreciation  plus  reinvestment  of  dividends  and  capital  gains  before  taxes 

Data:  Standard  &  Poor's 

lies,  mostly  based  in  the 
3.  He  forecasts  a  perfor- 
nce  surge  in  the  next 
years  as  the  Food 
Drug  Administration — 
ich  dragged  its  heels 
h  drug  approvals  last 
ir — gets  its  act  together, 
lere's  a  record  backlog" 
x>tential  drugs  to  hit  the 
rket,  he  says.  William 
ggia  of  the  Touchstone 
jerging  Growth  Fund 
is  bullish  on  the  health 
tor,  betting  a  third  of  the 
,d's  assets  on  biotech, 
lth-service,  and  medical 
ice  stocks.  His  A-rated 
all-cap  fund's  annual  re- 
ti  is  22%  for  five  years, 
investors  with  a  contrari- 
bent  also  can  scour  the 
ist  for  global  funds  with 
d  five-year  records  that 
e  hit  hard  times.  "The 
gest  advantage  is  that 
ose]  markets  are  less  ex- 
isive,"  says  Nicholas  P. 
gen,  a  global  strategist 
J.  P.  Morgan  Chase  &  Co. 

argues  that  although  the  U.  S.  market  may  be  the  first  on 
feet,  Europe  may  zoom  higher  and  faster,  since  stocks 
re  never  got  as  frothy.  Two  top  European  funds  are  Merrill 
nch  Euro  Fund  and  Mutual  European.  Other  A-rated  funds 
re  excelled  in  riskier  emerging  markets,  including  the  $250 
lion  OppenheimerFunds  Developing  Markets  Fund.  "One 
se  of  failure  is  being  afraid  to  fail;  you  have  to  take  judicious 
inces,"  says  its  manager,  Rajeev  Bhaman,  who  has  earned  an 
tualized  17.6%,  three-year  return.  He  too  has  a  strong  con- 
rian  streak.  Other  managers  are  now  piling  into  surging 
ssian  and  Chinese  markets,  but  Bhaman  sees  too  much  po- 
2il  and  financial  volatility.  Instead,  he's  buying  utility  and  Con- 
ner stocks  in  India  and  Korea,  where  "incomes  are  rising  and 
>ple  are  in  consumption  mode." 
Since  management  fees  come 
it  out  of  an  investor's  pocket, 
critical  to  monitor  them  dur- 
down  markets.  We  also  track 
it  in  the  Scoreboard.  The  av- 
ige  expense  ratio  is  1.42%. 
cent  s&P  studies  show  that 
higher  fees  a  fund  charges, 
worse  it  tends  to  perform. 
Although  there's  a  growing 
bate  about  how  mutual  funds 
ould  be  taxed  in  the  future 
ige  117),  investors  must  live 
th  the  rules  for  now.  The 
oreboard  lists  untaxed  capital 
ins — and  losses — for  funds, 
is  can  help  investors  avoid  tax 
s  on  those  funds  with  big  ex- 


The  Giants 


isting  gains  or  get  a 
free  ride  on  potentially 
well-performing  funds 
with  big  carry-forward 
losses  (page  113).  Also, 
pre-  and  aftertax  total 
returns  for  the  past 
one,  three,  five,  and 
ten  years  are  provided 
where  available.  That's 
a  useful  tool  to  help 
you  figure  out  wheth- 
er you  have  got  the 
appropriate  funds  in 
either  taxable  or  tax- 
sheltered  accounts. 

The  Scoreboard  also 
gives  each  fund's  av- 
erage price-earnings 
ratio,  a  stock-valuation 
measure  that  shows 
how  sensitive  a  man- 
ager is  to  paying  steep 
prices.  As  usual,  you'll 
find  data  on  assets  un- 
der management  and 
sales  charges.  Manager 
changes  also  are  high- 
lighted: While  a  fund 

may  have  had  stellar  results  in  the  past  five  years,  a  departure 

could  give  an  early  signal  of  trouble  ahead  (page  68). 

An  economic  recovery  and  a  rebound  from  one  of  the 

worst-ever  corporate  profit  slumps  are  surely  in  the  cards. 

But  with  no  clear 

road  map  to  the 

markets    so    far, 

"it's  going  to  be  a 

lot  tougher  from 

here  on  in,"  says  Franklin's  Winters.  "You're  going  to  have  to 

turn  over  a  lot  of  stones."  BusinessWeek  just  made  that 

process  a  whole  lot  easier.  Read  on. 

By  Mara  Der  Hovanesian  in  New  York 
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The  Fund  Categories 

Precious  metals  and  small-value  shine,  while  growth  and  tech  hit  the  skids 


BusinessWeek  online 


Go  to  our  Web  site  at 
businessweek.com/mutual 
ds  for  Scoreboard  ratings  for 
an  additional  2,900  funds 


AVERAGE  ANNUAL  TOTAL  RETURN (%)* 
CATEGORY                                    2001     1999-2001  1997-2001  1992-2001 

PRECIOUS  METALS 

19.9 

1.0    -12.9 

-3.3 

SMALL-CAP  VALUE 

15.3 

12.3       11.2 

12.5 

REAL  ESTATE 

10.1 

10.3        6.4 

9.4 

MID-CAP  VALUE 

6.8 

9.9       10.3 

13.1 

MISCELLANEOUS 

2.1 

3.4        9.5 

12.5 

SMALL-CAP  BLEND 

1.6 

11.7        9.8 

12.4 

DIVERSIFIED  EMERGING  MKTS 

-2.1 

6.2      -5.1 

NA 

PACIFIC/ASIA  EX-JAPAN 

-2.2 

5.7      -7.7 

4.5 

FINANCIAL 

-2.3 

6.9       13.7 

17.4 

LATIN  AMERICA 


-4.0 


DOMESTIC  HYBRID 

-4.10 

2.4 

7.4 

9.3 

LARGE-CAP  VALUE 

-4.5 

2.8 

9.3 

11.9 

MID-CAP  BLEND 

-5.9 

9.3 

11.2 

12.7 

INTERNATIONAL  HYBRID 

-6.9 

1.1 

4.7 

7.0 

ALL  CAP 

-8.4 

4.8 

10.4 

11.8 

NATURAL  RESOURCES  —11.4 

HEALTH  -12.7 


8.9        0.7 

2.4 7.4 

2.8  9.3 
9.3  11.2 
11     "4.7" 

4.8 10.4 

14.7""     4.5 
16.1 15.5 


3.0 

9.3 

11.9 

12.7 

7.0' 

ii'I 

9.9 
13.6 


AVERAGE  ANNUAL  TOTAL  RETURN  (%)* 
CATEGORY                                  2001      1999-2001    1997-2001  1992-2001 

SMALL-CAP  GROWTH 

-13.1 

8.2 

8.0 

9.4 

LARGE-CAP  BLEND 

-13.2 

-0.6 

8.9 

11.4 

WORLD 

-17.4 

2.0 

6.2 

9.2 

DIVERSIFIED  PACIFIC/ASIA 

-19.9 

1.2 

-7.4 

1.0 

UTILITIES 

-20.8 

-C.5 

8.2 

8.7 

MID-CAP  GROWTH 

-20.8 

6.1 

9.8 

11.3 

FOREIGN 

-21.0 

-1.4 

2.2 

6.1 

LARGE-CAP  GROWTH 

-21.7 

-2.9 

8.5 

10.2 

EUROPE 

-22.1 

-3.5 

5.3 

8.8 

JAPAN 

-28.8 

-2.2 

-3.6 

-2.7 

COMMUNICATIONS 

-34.3 

-5.5 

7.7 

14.2 

TECHNOLOGY 

-35.7 

-1.0 

10.1 

17.5 

U.S.  DIVERSIFIED  EQUITY 

-9.9 

4.5 

98 

11  7 

INTERNATIONAL  EQUITY 

-16  7 

1.2 

1.9 

70 

ALL  EQUITY 

—1 12 

3.9 

7.9 

10.9 

SAP  500 

-11.9 

-1.0 

10.7 

12.9 

'Appreciation  plus  reinvestment  of  dividends  and  capital  gains  before  taxes 


Data:  Standard  &  Poor's 
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ULRICH  STIENEN  worked  with  Deutsche 
Bank  to  develop  db-markets  eTrade  —  a  fast, 
reliable  service  that  lets  clients  conduct 
foreign  exchange  and  money  market 
transactions  online.  This  increased  volume 
growth  and  reduced  transaction  costs. 
Danke  schon,  Ulrich. 
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GARY  WRIGHT,  an  IBM  Distinguished 
Engineer,  worked  with  Washington  state  to 
develop  Transact  Washington!"  It's  a  Web- 
based  security  gateway  that  allows  citizens 
to  do  business  with  the  state  —  while  at  the 
same  time  helps  to  keep  private  data  private. 
Gary's  big  with  the  state  of  Washington. 


EOPLE  WHO  GET  GOVE 


PEOPLE  WHO  GET  IT.  PEOPLE  WHO  GET  IT  DONE. 

ibm.com/e-business/people 


WHEN  THE  MANAGER  TAKES  A  HIKE 

Relax.  Most  mutual  funds  have  teams  of  pros-and  proteges 


Since  star  manager  Price  left  Mutual 
Series  funds  in  '98,  more  vets  have  left, 
yet  those  remaining  have  done  well 

MUTUAL  SERIES'  DIAMOND,  POTTO,  AND  WINTERS 


A  word  to  the  wise: 
Don't  get  overwrought 
about  who's  managing 
your  mutual  fund. 
That  marquee  name  who  did 
so  well  last  year  will  proba- 
bly jump  to  some  fancy 
hedge  fund  before  you  know 
it.  And  the  one  who  rode 
the  market  to  the  bottom 
could  be  sent  packing,  too. 

It  used  to  be  that  mutu- 
al-fund investors  saw  a  fa- 
vored manager's  departure 
as  the  end  of  the  fund's 
magic.  But  changes  at  the 
nation's  largest  fund  compa- 
nies are  now  routine,  says 
William  Dougherty  of  Kanon 
Bloch  Carre,  a  Boston  in- 
vestment adviser.  "They 
don't  like  to  have  any  stars 
to  shine  or  control  the  image 
of  the  fund,"  he  says. 
"There's  tremendous  control 
on  these  people  to  just  man- 
age the  assets  and  stick  to 
the  fund's  mandate." 

Sometimes,  the  arrival  of  new  talent  can  look  like  a  buy- 
ing opportunity,  as  the  Pioneer  Value  Fund  does  now.  In 
Richard  E.  Dahlberg's  nearly  three  years  at  the  wheel,  the 
fund's  performance  was  mediocre.  When  he  left  in  Novem- 
ber, 2001,  to  join  Grantham,  Mayo,  Van  Otterloo  &  Co.,  Pi- 
oneer parachuted  in  one  of  its  successful  team  leaders,  John 
Carey,  who  has  run  the  firm's  flagship  large-cap  blend  Pio- 
neer Fund  since  1986 — boasting  10-vear  annualized  returns 
of  13.7%. 

Rather  than  jump  ship  at  the  first  dip,  give  the  new 
helmsman  some  slack  to  prove  his  or  her  abilities.  For  one 
thing,  an  overhasty  departure  could  lead  not  only  to 
regrets  if  the  new  team  finds  its  footing  but  also  an  un- 
necessary tax  hit  from  the  sale  of  a  long-term  holding. 
It's  worth  sticking  around  for  up  to  a  year,  "unless  things 

turn  really  hor- 
rendous," says 
Peter  Di  Teresa, 
a  senior  analyst 
at  Morningstar 
Inc.  "But  I'd  keep  pretty  close  tabs  on  [the  fund]." 

Prospects  are  usually  worse  if  the  departing  manager  was 
a  solo  act  rather  than  part  of  a  team.  Peter  Lynch,  the  leg- 
endary manager  of  Fidelity  Investment's  Magellan  Fund, 
was  a  hard  act  to  follow,  as  would  be  William  H.  Miller  III  if 
he  chose  to  leave  the  A-rated  Legg  Mason  Equity  Trust 
Value  fund.  That's  why  many  fund  companies  now  use  teams 
to  try  to  ensure  an  orderly  succession  of  people  with  the  same 
investing  philosophy. 

Franklin  Resources'  Mutual  Series  Funds,  for  instance, 
were  all  the  rage  when  veteran  manager  Michael  Price  ran 
them.  He  sold  the  funds  to  Franklin  in  November,  1996,  and 
left  active  management  in  October,  1998.  Investors'  fears 
were  assuaged  when  Price's  proteges  took  the  reins  and  con- 
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tinued  to  do  well — foi 
six  make  this  year's  A] 
Last  September,  when  t| 
more  of  the  original  st 
left,  investors  had  the  d| 
concerns.  Mutual  Series 
moted  analysts  and  hi 
replacement  managj 
while  veteran  managers  | 
Diamond,  David  Wint 
and  Susan  Potto  have  si 
around. 

But  even  with  a  care  | 
planned  succession,  tl 
can   be   weak   transit! 
Erin  Sullivan,  the  for 
manager  of  Fidelity's 
gressive  Growth  Fund,| 
to  start  her  own  hedge 
after  earning  triple-digit] 
turns  in  1999.  Under 
cessor  Robert  C.  Bertell 
the  fund  posted  a  47% 
in  2001,  making  it  on<[ 
the  worst  in  its  class—  | 
did  better. 

This  issue  of  the  ani 
BusinessWeek  Scorebcl 
flags  recent  manager  changes.  If  the  manager  of  }l 
mutual  fund  has  left,  don't  lose  your  cool.  Just  put  the  1 
on  a  watch  list.  Compare  its  performance  with  otj 
prospects'  in  its  category  as  the  year  progresses.  Look 
this  way:  You  don't  have  to  wait  for  your  fund  compan  j 
act  if  your  fund's  new  manager  isn't  doing  well.  You  can  | 
that  manager  and  hire  another  one. 

By  Mara  Der  Hovanesian  in  New  !  I 


Fund-Manager  Churn: 
A  Plus  or  Minus 


FUND/NEW  MANAGEMENT 

FIDELITY  SELECT  SOFTWARE  Christian  Zann 

■  Zann,  formerly  of  Select  Natural  Gas,  is  backed  by ; 
worldwide  team  of  240  analysts 

PIONEER  VALUE  John  Carey  and  team 

■  Carey  has  run  the  flagship  Pioneer  Fund  since  1986  J 
with  annualized  10-year  returns  of  13.7% 

BERGER  SELECT  Jay  Tracey 

■  The  firm's  second  worst  performing  fund  is  due  to  be 
merged  in  April  into  Tracey's  Berger  Growth,  the  sixth  wonl 


WESTC0RE  SELECT  Todger  Anderson  and  William  Chester 
■  Anderson  also  runs  Westcore  Midco  Growth,  which 
has  been  beaten  over  5  and  10  years  by  half  of  its  peer| 

Data:  FundAlarm.com,  Morningstar  Inc. 
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KLING  OR  STILL?           1 

Equity  Funds 

MUTUAL  FUND  SCOREBOARD 


How  to  Use  the  Tables 

BUSINESS  WEEK  RATINGS 

Overall  ratings  are  based  on  five- 
year,  risk-adjusted  returns.  They  are 
calculated  by  subtracting  a  fund's 
risk-of-loss  factor  (see  RISK)  from 
historical  pretax  total  return.  Catego- 
ry ratings  are  based  on  risk-adjusted 
returns  of  the  funds  in  that  category. 
The  ratings: 

A  SUPERIOR 


B+ 


VERY  GOOD 


B 


ABOVE  AVERAGE 


c 

AVERAGE 

c- 

BELOW  AVERAGE 

D 

POOR 

F 

VERY  POOR 

MANAGEMENT  CHANGES 

X  indicates  the  fund's  manager 
has  held  the  job  at  least  10 
years;  A  indicates  a  change  since 
Dec.  31,  2000. 
S&P  500  COMPARISON 
The  pretax  total  returns  for  the 
Standard  &  Poor's  500-stock  in- 
dex are  as  follows:  2001, 
-11.9%;  three-year  average 


(1999-2001),  -1.02%;  five-year 
average  (1997-2001),  10.7%; 
10-year  average  (1992-2001), 
12.9%. 
CATEGORY 

Each  U.S.  diversified  fund  is  clas- 
sified by  market  capitalization  of 
the  stocks  in  the  portfolio  and  by 
the  nature  of  those  stocks.  If  the 
average  market  cap  is  greater 
than  $10  billion,  the  fund  is 
large-cap;  from  $2  billion  to  $10 
billion,  mid-cap;  less  than  $2  bil- 
lion, small-cap.  All-cap  funds  are 
those  that  don't  follow  a  fixed- 


capitalization  policy.  "v^ 
funds  are  those  whose 
have  price-to-earnings 
to-book  ratios  lower  thatl 
age  of  the  stocks  in  theJ 
capitalizations.  "Growth! 
have  higher  than  averag^ 
p-b  ratios.  "Blend"  func 
those  in  which  the  ratic 
about  average.  Hybrids 
and  bonds,  and  possibly 
sets.  World  funds  gener^ 
elude  U.S.  stocks;  foreif 
do  not.  Sector  and  regie 
eign  funds  are  as  indical 


FUND 


OVERALL  RATING 


CATEGORY 


RATING       SIZE 


FEES 


2001  RE 


(COMPARES  RISK-ADJUSTED  PERFORMANCE 
OF  EACH  FUND  AGAINST  ALL  FUNDS) 


(COMPARES  RISK-ADJUSTED  PERFORMANCE 
OF  FUND  WITHIN  CATEGORY) 


ASSETS 
SMIL 


%CHG. 
2000-2001 


SALES 
CHARGE  (%) 


EXPENSE 
RATIO  (%) 


PRE- 
TAX 


ABN  AMRO  MONTAG  &  CALDWELL  GROWTH  I  (a)  B+  Large-cap  Growth 

AIM  AGGRESSIVE  GROWTH  A  D  Small-cap  Growth 

AIM  BALANCED  A  C  Domestic  Hybrid 

AIM  BASIC  VALUE  A  A  Large-cap  Value 

AIM  BLUE  CHIP  A  C  Large-cap  Blend 


B+ 

C 
D 
A 
D 


1184.9 
2639.2 
2319.2 
1863.9 
2221.7 


-10 
-27 
-5 
514 
-24 


No  load 
5.50** 
4.75** 
5.50** 
5.50** 


0.77 

1.04t 
0.96t 
1.321 
1.19t 


-13.1 
-26.0 
-11.3 
0.1 
-22.9 


AIM  CAPITAL  DEVELOPMENT  A 
AIM  CHARTER  A  X 
AIM  CONSTELLATION  A 
AIM  GLOBAL  HEALTH  CARE  A 
AIM  INTERNATIONAL  EQUITY  A 


C 

c- 

D 

A 
D 


Small-cap  Blend 
Large-cap  Growth 
All-cap 
Health 
Foreign 


C 
C- 
D 
C 

c- 


619.0 

3406.9 

10583.7 

631.2 

1403.1 


-8 
-32 
-32 

28 
-33 


5.50** 
5.50** 
5.50** 
4.75** 
5.50** 


1.28t 
1.06T 
1.08t 
1.73t 
1.44t 


-8.7 

-23.1 

-23.6 

4.7 

-22.4 


-13  J 
-26 

-12  i 

0 
-22 


-8 

-23. 

-23 

1 

-22 


AIM  SMALL  CAP  GROWTH  A 

B+ 

Small-cap  Growth 

B+ 

602.2 

14 

5.50** 

1.13t 

-13.8 

-13  1 

AIM  SUMMIT  1 

C- 

Large-cap  Growth 

D 

1912.5 

-32 

8.50 

0.72 

-33.8 

-33 

AIM  VALUE  B 

C 

Large-cap  Growth 

C 

9232.2 

-26 

0.00** 

1.77t 

-13.6 

-13 

AIM  WEINGARTEN  A   X 

D 

Large-cap  Growth 

D 

4134.7 

-44 

5.50** 

1.03t 

-34.1 

-341 

ALGER  CAPITAL  APPRECIATION  B   A 

C- 

Large-cap  Growth 

C- 

614.0 

-30 

0.00** 

2.11t 

-18.7 

-18. 

ALGER  LARGECAP  GROWTH  B  (b)  A 

c 

Large-cap  Growth 

B 

614.0 

-22 

0.00** 

1.96t 

-12.9 

-12. 

ALLIANCE  A 

D 

Mid-cap  Blend 

F 

700.5 

-18 

4.25** 

1.04t 

-18.1 

-18j 

ALLIANCE  GROWTH  &  INCOME  B 

B+ 

Large-cap  Value 

B+ 

3628.8 

48 

0.00** 

1.67t 

-2.5 

-3. 

ALLIANCE  GROWTH  B 

C- 

Large-cap  Growth 

D 

2434.1 

-A3 

0.00** 

1.97t 

-25.1 

-25.1 

ALLIANCE  PREMIER  GROWTH  B 

C- 

Large-cap  Growth 

C 

5788.9 

-34 

0.00** 

2.13t 

-24.5 

-24.  J 

ALLIANCE  TECHNOLOGY  B 

D 

Technology 

C 

3098.5 

-34 

0.00** 

2.20t 

-26.4 

-26. 

AMCAP  A   X 

A 

All-cap 

B 

7436.7 

1 

5.75** 

0.67 1 

-5.0 

-5.1 

AMER.  CENTURY  BALANCED  INV. 

B 

Domestic  Hybrid 

C 

679.3 

-14 

No  load 

0.97 

-3.7 

-4. 

AMER.  CENTURY  EQUITY  GROWTH  INV.  X 

B 

Large-cap  Growth 

B 

1481.2 

-22 

No  load 

0.67 

-11.0 

-11. 

AMER.  CENTURY  EQUITY  INCOME  INV. 

A 

All-cap 

B+ 

765.7 

129 

No  load 

1.00 

11.3 

10. 

AMER.  CENTURY  GIFTRUST  INV.  & 

F 

Small-cap  Growth 

D 

921.1 

-35 

No  load 

1.00 

-35.4 

-35. 

AMER.  CENTURY  GROWTH  INV. 

C 

Large-cap  Growth 

B 

6280.4 

-27 

No  load 

1.00 

-18.7 

-18. 

AMER.  CENTURY  HERITAGE  INV. 

C 

Mid-cap  Growth 

B 

1250.0 

-29 

No  load 

1.00 

-25.6 

-25.1 

AMER.  CENTURY  INCOME  &  GROWTH  INV.   X 

B 

Large-cap  Blend 

B+ 

4405.3 

-18 

No  load 

0.67 

-8.4 

-8.1 

AMER.  CENTURY  INTL.  DISC.  INV. 

C 

Foreign 

A 

1021.3 

-35 

0.00* 

1.36 

-21.8 

-21. 

AMER.  CENTURY  INTL.  GROWTH  INV. 

C 

Foreign 

B+ 

3317.1 

-26 

No  load 

1.20 

-26.8 

-26. 

AMER.  CENTURY  SELECT  INV. 

B 

Large-cap  Growth 

B+ 

4988.9 

-24 

No  load 

1.00 

-18.2 

-18. 

AMER.  CENTURY  SMALL-CAP  VALUE  INV. 

Small-cap  Value 

1005.3 

NM 

No  load 

1.25 

30.5 

29. 

AMER.  CENTURY  ULTRA  INV. 

C 

Large-cap  Growth 

C 

26453.2 

-22 

No  load 

0.99 

-14.6 

-14.' 

AMER.  CENTURY  VALUE  INV. 

B+ 

All-cap 

B 

1809.1 

28 

No  load 

1.00 

12.9 

12. 

AMER.  CENTURY  VISTA  INV. 

D 

Small-cap  Growth 

C- 

1239.8 

-35 

No  load 

1.00 

-27.6 

-27. 

AMERICAN  BALANCED  A   X 

A 

Domestic  Hybrid 

A 

8511.9 

50 

5.75** 

0.69t 

8.2 

6. 

AMERICAN  MUTUAL  A  X 

B+ 

Large-cap  Value 

B 

8836.3 

8 

5.75** 

0.59t 

6.7 

5. 

AMERISTOCK 

A 

Large-cap  Value 

A 

1127.6 

802 

No  load 

0.83 

2.3 

2.i 

ARIEL  APPRECIATION   X 

A 

Mid-cap  Value 

B+ 

707.3 

119 

No  load 

1.26t 

16.2 

15. 

ARMADA  EQUITY  GROWTH  1 

B 

Large-cap  Growth 

B+ 

840.4 

-27 

No  load 

0.93t 

-16.3 

-16.! 

ARMADA  LARGE  CAP  VALUE  1  (c) 

B 

Large-cap  Value 

C 

679.3 

5 

No  load 

0.97t 

-3.8 

-5. 

ARMADA  SMALL  CAP  VALUE  1 

A 

Small-cap  Value 

B+ 

638.1 

55 

No  load 

1.20T 

17.3 

15.i 

ARTISAN  INTERNATIONAL 

B+ 

Foreign 

A 

5269.7 

19 

No  load 

1.22 

-15.9 

-16.i| 

ARTISAN  MID  CAP 

Mid-cap  Growtn 

1729.4 

190 

No  load 

1.31 

-3.0 

-3^ 

'Includes  redemption  fee.  "Includes  deferred  sales  charge 

.  tl2(b)-l  plan  In  effect.  NA= 

=Not  available.  NM= 

=Not  meanmgfu 

. 

(a)  Formerly  Alleghany  Funds:  Montag  &  Caldwell  Growth/I. 

(b)  For 

merly  Alger  Fund:  Growth  Portfolio/B.  (c) 

Formerly  Armada  Equity 

Income  Fund/I. 
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,  1ARGE 

of  buying  a  fund.  Many 
e  this  "load"  out  of  the 
estment,  and  for  ratings 
.    returns  are  reduced  by 
nrges.  Loads  may  be 
withdrawals. 

I   RATIO 

V  its  expenses  as  a  per- 
jverage  net  assets  for 
lost  recent  fiscal  year. 
s  now  much  sharehold- 
er management.  Foot- 
jte  the  inclusion  of  a 
Ian,  which  spends 
iier  money  on  marketing, 
fcgeis  1.42%. 

KOTAL  RETURN 

•  gain  to  investors,  in- 
vestment of  dividends 
tal  gains  at  month-end 

<  TOTAL  RETURN 

irn  adjusted  for  federal 


taxes.  Assumes  ordinary  income 
is  taxed  at  the  31%  tax  rate.  Cap- 
ital gains  are  assumed  long-term 
and  taxed  at  20%. 

YIELD 

Income  distributions  as  a  percent 
of  net  asset  value,  adjusted  for 
capital-gains  distributions. 

HISTORY 

A  fund's  returns  relative  to  all 
other  equity  funds  for  five  one- 
year  periods,  which,  from  left  to 
right,  are  1997,  1998,  1999, 
2000,  and  2001.  The  numbers 
designate  which  quintile  the  fund 
was  in  during  the  period:  D  for 
the  top  quintile,  B  for  the  sec- 
ond, and  so  on.  No  number  indi- 
cates that  there  is  no  data  for 
that  period. 

TURNOVER 

Trading  activity,  the  lesser  of  pur- 
chases or  sales  divided  by  aver- 
age monthly  assets. 


CASH 

Portion  of  fund  assets  not  invest- 
ed in  stocks  or  bonds.  A  negative 
number  means  the  fund  has  bor- 
rowed to  buy  securities. 

UNTAXED  GAINS 

Percentage  of  assets  in  portfolio 
that  are  unrealized  and  undistrib- 
uted capital  gains.  A  negative  fig- 
ure indicates  losses  that  may  off- 
set future  gains. 

P-E  RATIO 

The  average  price-earnings  ratio 
of  the  fund  derived  from  each 
stock  price  divided  by  reported 
per-share  earnings. 
TOP  10  STOCKS 

The  percentage  of  fund  assets 
that  represents  the  10  largest 
holdings.  The  higher  the  number, 
the  more  concentrated  the  fund, 
and  the  more  dependent  on  the 
performance  of  a  relatively  small 
number  of  stocks. 


LARGEST  HOLDING 

Comes  from  the  latest  available 
fund  reports. 

RISK 

Potential  for  losing  money  in  a 
fund,  or  risk-of-loss  factor.  For 
each  fund,  the  three-month  Trea- 
sury bill  return  is  subtracted  from 
the  monthly  total  return  for  each 
of  the  60  months  in  the  ratings 
period.  When  a  fund  has  not  per- 
formed as  well  as  Treasury  bills, 
the  monthly  result  is  negative. 
The  sum  of  these  negative  num- 
bers is  divided  by  the  number  of 
months.  The  result  is  a  negative 
number,  and  the  greater  its  mag- 
nitude, the  higher  the  risk  of  loss. 
This  number  is  the  basis  for 
BusinessWeek  ratings,  category 
ratings,  and  the  RISK  column. 
BEST  AND  WORST  QUARTERS 
Highest  and  lowest  quarterly  re- 
turns of  the  past  five  years. 


ANNUAL  TOTAL  RETURNS  (%)    HISTORY     PORTFOLIO  DATA 


RISK 


TELEPHONE 


5  YEARS 
PRETAX  AFTERTAX 

10  YEARS 
PRETAX  AFTERTAX 

RESULTS  VS 
ALL  FUNDS 

TURNOVER  CASH  UNTAXED 
%     GAINS  % 

P/E    TOP  10 
RATIO  STKS.  % 

LARGEST  HOLDING 

LEVEL 

BEST 

WORST 

:  ■< 

COMPANY  (%  ASSETS) 

QTR     %  RET 

QTR      %  RET 

|5 

11.7     10.6 

NA        NA 

DDBBB 

Low 

-75 

1 

NA 

85 

Pfizer  (10) 

Average 

IS98    27.1 

I  01    -15.5 

800-443-4725 

12 

5.4       3.8 

14.7      13.5 

□□BBS 

Low 

5 

-11 

29 

17 

Abercrombie  &  Fitch  (2) 

High 

IB99    31.4 

III  01    -24.7 

800-347-4246 

15 

7.2       6.1 

10.6       9.5 

BBBBB 

Average 

2 

-5 

26 

18 

S&P  500  Futures  (6) 

Low 

IS99    16.2 

III  01    -12.2 

800-347-4246 

Ii5 

16.7      16.1 

NA        NA 

BBBDB 

Average 

7 

-5 

21 

31 

H&R  Block  (4) 

Low 

II  99    21.1 

III  01    -17.3 

800-347-4246 

1 

8.6       8.5 

10.7       9.7 

ddbbb 

Low 

2 

-12 

30 

31 

General  Electric  (5) 

Average 

1 2  98    24.5 

I  01    -20.1 

800-347-4246 

10.6 

10.0 

NA 

NA 

BBBBB 

Average 

8 

23 

23 

12 

Microchip  Technology  (1) 

High 

IB99 

30.9 

III  98 

-20.9 

800-347-4246 

1          6.8 

5.4 

9.1 

7.5 

BDBBB 

Average 

4 

-5 

27 

35 

General  Electric  (4) 

High 

IB98 

26.1 

III  01 

-21.7 

800-347-4246 

3         5.8 

4.1 

11.1 

9.8 

□FJBQ0 

Average 

5 

1 

28 

22 

Microsoft  (4) 

High 

1399 

36.6 

III  01 

-23.3 

800-347-4246 

i       16.5 

13.4 

12.5 

10.1 

BBBDD 

High 

2 

24 

NA 

46 

Tenet  Healthcare  (6) 

Low 

IS98 

21.6 

III  98 

-11.3 

800-347-4246 

3         1.4 

0.9 

NA 

NA 

BBDBB 

Average 

8 

-11 

NA 

22 

Teva  Pharmceutical  (3) 

Average 

IB  99 

43.1 

I  01 

-16.3 

800-347-4246 

1        18.5 

17.8 

NA 

NA 

□BDBB 

Low 

5 

3 

30 

12 

Lifepoint  Hospitals  (2) 

High 

IB99 

38.1 

III  01 

-24.4 

800-347-4246 

3         7.3 

5.0 

9.7 

7.4 

BDBBB 

Average 

3 

-19 

31 

25 

Genzyme  (3) 

High 

IB  99 

37.1 

I  01 

-30.3 

800-347-4246 

2         8.8 

7.1 

NA 

NA 

BDBBB 

Average 

7 

-1 

26 

34 

First  Data  (4) 

Average 

IB98 

27.1 

III  01 

-16.0 

800-347-4246 

1         3.5 

1.3 

6.5 

4.2 

HDBBH 

High 

3 

-41 

30 

26 

Freddie  Mac  (3) 

High 

IB98 

28.0 

I  01 

-27.7 

800-347-4246 

3         9.9 

8.6 

NA 

NA 

BDDBB 

High 

8 

-46 

25 

45 

AIG  (5) 

High 

IB  99 

40.3 

Iff  00 

-26.6 

800-992-3863 

5       11.5 

9.2 

13.4 

11.6 

BQBBB 

Average 

7 

-17 

29 

41 

Pfizer  (4) 

High 

IB  98 

25.0 

III  01 

-18.4 

800-992-3863 

4.1 

1.8 

9.5 

6.3 

DBBBB 

Average 

5 

-3 

22 

30 

Ebay (3) 

High 

IB99 

26.4 

III  01 

-25.5 

800-221  -5672 

5       13.3 

11.2 

12.9 

10.4 

BBBDB 

Average 

4 

2 

17 

36 

Citigroup  (5) 

Low 

IB98 

22.9 

III  98 

-14.1 

800-221-5672 

8         4.0 

1.8 

10.2 

8.2 

BDBBB 

Average 

0 

-30 

23 

40 

Tyco  international  (5) 

High 

IB98 

28.6 

I  01 

-23.8 

800-221-5672 

3         8.5 

7.3 

NA 

NA 

DDBBB 

High 

1 

-52 

23 

51 

MBNA  (7) 

High 

IB  98 

30.8 

III  01 

-20.0 

800-221-5672 

3         9.6 

8.7 

NA 

NA 

BDDBB 

Low 

9 

-23 

28 

49 

First  Data(6) 

Very  High 

IB  99 

44.3 

III  01 

-35.4 

800-221-5672 

16.1 

13.0 

13.9 

10.9 

DDBBB 

Low 

25 

20 

25 

21 

Medtronic  (3) 

Low 

IB98 

22.0 

III  01 

-15.4 

800-421-0180 

a        7.0 

4.6 

6.8 

4.7 

□BDBB 

Average 

6 

2 

17 

21 

S&P  500  (2) 

Low 

II  97 

12.3 

III  01 

-7.8 

800-345-2021 

B         9.9 

8.4 

12.3 

10.3 

DBBBB 

Average 

0 

0 

18 

27 

General  Electric  (4) 

Average 

IB  98 

23.1 

III  01 

-15.4 

800-345-2021 

D       14.4 

11.4 

NA 

NA 

BBBDD 

High 

0 

8 

15 

33 

Union  Pacific  Deferrable  Equity  (5)  Very  Low 

IB  98 

14.2 

III  98 

-6.2 

800-345-2021 

5       -2.8 

-4.0 

8.4 

6.6 

BBDBB 

Average 

0 

^ 

28 

27 

Affiliated  Computer  Svcs.  (4) 

Very  High 

IB99 

56.3 

IB  00 

-35.1 

800-345-2021 

B       10.6 

7.8 

8.4 

5.7 

annua 

Average 

0 

-8 

27 

33 

Pfizer  (6) 

Average 

IB99 

23.6 

I  01 

-19.3 

800-345-2021 

5         9.5 

6.9 

11.1 

8.8 

HOODS 

Average 

0 

-5 

25 

31 

Affiliated  Computer  Svcs.  (5) 

Average 

IB99 

40.4 

III  98 

-21.2 

800-345-2021 

A       10.8 

9.6 

13.0 

11.4 

DDBBB 

Average 

0 

5 

16 

26 

Citigroup  (3) 

Average 

IB98 

22.2 

III  01 

-13.4 

800-345-2021 

D       11.9 

10.8 

NA 

NA 

□BDBB 

High 

0 

2 

NA 

23 

Biovail  (4) 

High 

IB  99 

50.9 

III  98 

-19.9 

800-345-2021 

B         7.8 

6.0 

10.3 

8.6 

BBDBB 

High 

0 

-23 

NA 

27 

Novo  Nordisk  (4) 

Average 

IB  99 

48.2 

III  98 

-17.9 

800-345-2021 

P       10.4 

7.9 

9.2 

6.6 

DDBBB 

Average 

0 

8 

24 

33 

Pfizer  (4) 

Average 

IB  98 

22.4 

I  01 

-14.6 

800-345-2021 

5          NA 

NA 

NA 

NA 

BDD 

High 

0 

10 

NA 

20 

Wisconsin  Energy  (3) 

IB01 

17.9 

III  01 

-8.9 

800-345-2021 

1          9.9 

7.5 

11.6 

9.9 

BDBBB 

Average 

5 

16 

20 

37 

Pfizer  (7) 

High 

IB99 

32.1 

I  01 

-17.5 

800-345-2021 

7        11.9 

9.3 

NA 

NA 

BBBDD 

High 

0 

8 

17 

33 

FPL  Group  (4) 

Low 

II  99 

18.5 

III  99 

-11.0 

800-345-2021 

5         4.2 

2.4 

7.6 

5.6 

BBDBB 

Average 

0 

-19 

20 

36 

First  Health  Group  (6) 

High 

IB99 

72.2 

III  98 

-27.5 

800-345-2021 

B       11.8 

9.2 

11.9 

9.3 

BBBDD 

Average 

6 

2 

24 

15 

AT&T  (2) 

Very  Low 

II  97 

10.0 

III  99 

-5.2 

800-421-0180 

5       11.0 

8.1 

12.3 

9.4 

BBBBO 

Low 

19 

15 

NA 

18 

Bank  of  America  (3) 

Very  Low 

IB98 

12.4 

III  99 

-7.6 

800-421-0180 

5       17.1 

16.3 

NA 

NA 

DDBDD 

Very  Low 

9 

-24 

18 

43 

Sara  Lee  (4) 

Low 

IB98 

18.3 

III  01 

-10.1 

800-394-5064 

2       17.0 

14.9 

14.2 

12.4 

DBBOD 

Low 

6 

18 

NA 

38 

MBIA(5) 

Low 

IB  98 

23.4 

III  98 

-12.9 

800-292-7435 

2       11.5 

10.3 

10.9 

9.4 

DDBBB 

Low 

NA 

25 

NA 

35 

Pfizer  (5) 

Average 

IB98 

22.9 

I  01 

-16.1 

800-622-3863 

0         8.8 

7.4 

NA 

NA 

BBBDB 

Average 

NA 

11 

23 

28 

Fannie  Mae  (3) 

Low 

II  97 

12.6 

III  01 

-10.8 

800-622-3863 

B       15.8 

13.7 

NA 

NA 

DBBOD 

High 

4 

19 

23 

22 

Arch  Coal  (2) 

Low 

IB01 

19.3 

III  98 

-17.6 

800-622-3863 

6       13.3 

11.8 

NA 

NA 

BDDBB 

Average 

5 

-22 

NA 

28 

Lloyds  TSB  (3) 

Average 

IB  99 

49.1 

III  98 

-18.8 

800-344-1770 

NA 

NA 

NA 

NA 

DDDB 

High 

9 

-2 

NA 

26 

Intuit  (4) 

IB  99 

37.7 

III  01 

-22.5 

800-344-1770 

Data:  Standard  &  Poor's 

' 
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MUTUAL  FUND  SCOREBOARD 


FUND 


OVERALL  RATING 


CATEGORY 


RATING       SIZE 


FEES 


2001 


(COMPARES  RISK-ADJUSTED  PERFORMANCE 
OF  EACH  FUND  AGAINST  ALL  FUNDS) 


IXMWBRISKMIIJSieiPBtfOMINKE 
DFFUOWmW  SATEGOW 


ASSETS 

ML 


%CHG 


S-i.ES 
BUDGE  X 


EXPOS 

Ron  v 


PRE- 
TAX 


ASAF  JANUS  CAPITAL  GROWTH  B 
AXP  BLUE  CHIP  ADVANTAGE  A 
AXP  DIVERSIFIED  EQUITY  INCOME  A 
AXP  EQUITY  SELECT  A 
AXP  EQUITY  VALUE  A 


C- 

C 

c 
c 


Large-cap  Growth 
Large-cap  Growth 
Large-cap  Value 
Mid-cap  Growth 
Large-cap  Value 


C 

c- 

B 
C- 


599.5 
1594.6 
1615.3 
1240.9 
1132.0 


-29 

9 

-15 

20 


0.00** 

5.75 

5.75 

5.75** 

5.75 


2.22+ 
0.85t 
0.95+ 
0.95+ 

0.95+ 


-28.9 

-17.0 

2.7 

-12.7 

-4.4 


AXP  GLOBAL  GROWTH  A 

AXP  GROWTH  A 

AXP  MANAGED  ALLOCATION  A 

AXP  MUTUAL  A 

AXP  NEW  DIMENSIONS  A  X 


D  World 

D  Large-cap  Growth 

C  International  Hybrid 

C-  Domestic  Hybrid 

C  Large-cap  Growth 


D 

F 
C 
F 
B 


747.4 
3288.6 

-1236.3 
1676.2 

12871.4 


-39 
-38 
-18 
-28 
-19 


5.75 
5.75 
5.75 
5.75 
5.75 


1.22+ 
0.99T 
0.97+ 
0.87t 
1.00+ 


-22.3 
-31.3 
-5.1 
-12.7 
-15.5 


AXP  SMALL  COMPANY  INDEX  A  C  Small  cap  Value 

AXP  STOCK  A  C  Large-cap  Blend 

AXP  STRATEGY  AGGRESSIVE  A  D  Mid-cap  Growth 

AXP  UTILITIES  INCOME  A  B  Utilities 

BARCLAYS  GLOBAL  INV.  S&P  500  STOCK  B  Large-cap  Blend 


D 

C- 

D 

C 
B 


652.3 
2362.9 
1014.3 
1412.7 
1425.6 


13 
-22 
-32 
-15 
-28 


5.75 
5.75** 
5.75** 
5.75 
No  load 


0.87" 
0.87+ 
1.10+ 
1.03? 
0.20 


5.4 
-13.9 
-32.9 
-23.0 
-12.1 


BARON  ASSET  X  C-  Small-cap  Growth 

BEAR  STEARNS  S&P  STARS  A  B  Large-cap  Blend 

BERGER  GROWTH  D  Urge-cap  Growth 

BERGER  SMALL  CAP  VALUE  INV.  Small-cap  Value 

BERGER  SMALL  COMPANY  GROWTH  INV.  D  Small-cap  Growth 


B 
B+ 

F 

C- 


2691.0 

-45 

No  load 

1.36+ 

-10.1 

1191.2 

0 

5.50** 

1.50+ 

-13.9 

847.0 

-38 

No  load 

1.13+ 

-32.5 

1620.1 

83 

No  load 

1.08+ 

20.0 

717.9 

-33 

No  load 

1.27- 

-33.8 

BERNSTEIN  INTERNATIONAL  VALUE  II  Foreign 

BERNSTEIN  TAX  MGD.  INTERNATIONAL  VALUE  C  Foreign 

BRANDYWINE  X  C  All-cap 

BRAZOS  SMALL  CAP  Y  A  Small-cap  Growth 

BRINSON  TACTICAL  ALLOCATION  A  (d)  B  Domestic  Hybrid 


B+ 

C 
B- 

C 


1505.4 

2550.8 

4258.8 

850.8 

952.4 


-16 

-11 

-23 

-9 

13 


No  load 
No  load 
No  load 
No  load 
4.50** 


1.28 
1.25 
1.06 
1.03 
0.84+ 


-12.9 
-12.5 
-20.6 
-9.0 
-12.5 


- 


- 
-1 

-a 


-• 


CAPITAL  INCOME  BUILDER  A  X 
CAPITAL  WORLD  GROWTH  &  INC  A 
CDC  NVEST  TARGETED  EQUITY  A  (e)  X 
CLIPPER   X 
COHEN  &  STEERS  REALTY  SHARES    X 


B+  International  Hybrid 

B+  World 

C  Large-cap  Blend 

A  Mid-cap  Value 

C  Real  Estate 


A 

B+ 

D 

A 
C 


8234.4 

10345.8 

972.8 

2468.0 

1372.3 


14 

-3 

-30 

119 

11 


5.75** 

5.75** 
5.75" 
No  load 
No  load 


0.67+ 

0.79? 

1.16? 

1.09 

1.07 


4.7 

-5.0 

-16.2 

10.3 

5.7 


COLUMBIA  BALANCED 
COLUMBIA  COMMON  STOCK 
COLUMBIA  GROWTH 
COLUMBIA  SPECIAL 
CONSULTING  GROUP  CAP.  INTL.  EQ. 


B- 

C 
C 

c 
c- 


Domestic  Hybrid 
Large-cap  Growth 
Large-cap  Growth 
Mid-cap  Growth 
Foreign 


B 
B 

C 

c 

c 


981.2 
676.3 
1347.0 
775.9 
667.1 


-10 
-23 
-29 
-23 
-49 


No  load 
No  load 
No  load 
No  load 
No  load 


0.65 
0.75 
0.65 
0.99 
1.03 


-7.4 
-17.6 
-21.4 
-21.0 
-24.6 


CONSULTING  GROUP  LARGE-CAP  GROWTH  C-  Large-cap  Growth 

CONSULTING  GROUP  LARGE-CAP  VAL.  EQ.  B  Large-cap  Value 

CONSULTING  GRP.  SMALL  CAP  GROWTH  D  Small-cap  Growth 

CREDIT  SUISSE  CAPITAL  APPRECIATION  CMN.  (f)  B  Large-cap  Growth 

CREDIT  SUISSE  EMERGING  GROWTH  CMN.  (g)  D  Mid-cap  Growth 


C- 
C 
C- 
B  + 
D 


1667.2 

1528.0 

696.4 

963.5 

950.1 


-15 
-18 
-36 
-35 
-45 


No  load 
No  load 
No  load 
No  load 
No  load 


0.77 
0.78 
1.06 
0.98 
1.19 


-20.7 
-4.8 
-13.3 
-24.4 
-24.8 


DAVIS  NY  VENTURE  A  B 

DELAWARE  DECATUR  EQUITY  INCOME  A  C 

DELAWARE  TREND  A  C 

DEUTSCHE  EQUITY  500  INDEX  PREMIER  B 

DEUTSCHE  FLAG  COMMUNICATIONS  A  (h)  C- 


Large-cap  Value 
Large-cap  Value 
Small-cap  Growth 
Large-cap  Blend 
Communications 


DEUTSCHE  INTERNATIONAL  EQUITY 
DODGE  &  COX  BALANCED   X 
DODGE  &  COX  STOCK  X 
DOMINI  SOCIAL  EQUITY  X 
DOW  INDUSTRIALS  DIAMONDS 


C- 

A 
A 
B 


Foreign 

Domestic  Hybrid 
Large-cap  Value 
Large-cap  Growth 
Large-cap  Value 


B 

10240.5 

14 

4.75** 

0.89+ 

-11.4 

C- 

1132.5 

-10 

5.75** 

1.12+ 

-3.7 

B 

732.6 

-9 

5.75** 

1.34? 

-14.9 

B 

1417.4 

-39 

No  load 

0.10 

-12.0 

C 

739.8 

^5 

5.50** 

1.05+ 

-29.5 

C 

813.2 

-57 

No  load 

1.50 

-25.4 

A 

5862.1 

24 

No  load 

0.53 

10.0 

A 

8768.5 

66 

No  load 

0.54 

9.3 

B 

1207.1 

-11 

No  load 

0.93+ 

-12.8 

2897.6 

40 

No  load 

0.18 

-4.6 

DRESDNER  RCM  BIOTECHNOLOGY  N 

Hearth 

659.1 

-19 

No  load 

1.50+ 

-24.7 

"21 

DREYFUS 

c- 

Large-cap  Value 

F 

1868.0 

-17 

No  load 

0.71 

-10.1 

-1« 

DREYFUS  APPRECIATION   X 

B+ 

Large-cap  Growth 

A 

3427.9 

-12 

No  load 

0.88 

-10.7 

-ij 

DREYFUS  BASIC  S&P  500  STOCK  INDEX 

B 

Large-cap  Blend 

B 

1399.1 

-23 

No  load 

0.20 

-12.1 

-id 

DREYFUS  DISCIPLINED  STOCK 

C 

Large-cap  Blend 

C 

2508.2 

-21 

No  load 

1.00+ 

-13.3 

-13 

DREYFUS  FOUNDERS  DISCOVERY  F 

C 

Small-cap  Growth 

B 

802.1 

-23 

No  load 

1.25+ 

-17.8 

-n 

DREYFUS  FOUNDERS  GROWTH  F 

D 

Large-cap  Growth 

D 

905.3 

-60 

No  load 

1.06+ 

-24.9 

-2' 

DREYFUS  GR.  &  VAL.  EMERGING  LEADERS 

B+ 

Small-cap  Blend 

B+ 

1295.2 

4 

0.00* 

1.29 

-9.9 

-id 

DREYFUS  GROWTH  &  VALUE  MIDCAP  VALUE 

A 

Mid-cap  Value 

B+ 

1210.5 

375 

0.00* 

1.15 

17.1 

1! 

DREYFUS  GROWTH  &  INCOME 

C 

Large-cap  Value 

D 

1123.8 

-17 

No  load 

0.96 

-6.1 

-t 

DREYFUS  INDEX  S&P  500  INDEX 

B 

Large-cap  Blend 

C 

2731.8 

-5 

0.00* 

0.50 

-12.4 

-li 

DREYFUS  PREMIER  CORE  VALUE  A 

B 

Large-cap  Value 

C 

678.0 

13 

5.75" 

1.15+ 

-4.0 

DREYFUS  PREMIER  TECHNOLOGY  GROWTH  A 

Technology 

642.2 

-35 

5.75" 

1.22 

-34.7 

DREYFUS  PREMIER  THIRD  CENTURY  Z 

C 

Large-cap  Growth 

c 

850.0 

-29 

No  load 

0.95 

-23.7 

-23 

DREYFUS  PREMIER  WORLDWIDE  GROWTH  B 

C 

World 

B 

743.8 

-23 

0.00** 

1.92+ 

-16.6 

-id 

EATON  VANCE  TAX-MGD.  GROWTH  1.1  B  (i) 

B+ 

Large-cap  Growth 

A 

3347.1 

-12 

0.00** 

1.54t 

-10.7 

-it 

EATON  VANCE  WLDWD.  HEALTH  SCIENCES  A  X 

A 

Hearth 

B+ 

893.6 

69 

5.75** 

1.69+ 

-6.6 

-■ 

ECLIPSE  INDEXED  EQUITY  (j) 

B 

Large-cap  Blend 

B 

668.4 

-52 

No  load 

0.30 

-12.0 

-i: 

ENTERPRISE  GROWTH  A  X 

B 

Large-cap  Growth 

B 

809.8 

-20 

4.75** 

1.41  + 

-13.4 

-i: 

EUROPACIFIC  GROWTH  A  X 

C 

Foreign 

B+ 

26819.2 

-14 

5.75** 

0.84+ 

-12.2 

-i: 

jdes  redemption  fee.  "Includes  deferred  sales  charge.  +12(b)-l  plan  in  effect.  NA=Not  available.  NM=Not  meaningful, 
(d)  Formerly  PaineWebber  Tactical  Allocation  Fund/A.  (e)  Formerly  CDC  Nvest  Growth  Fund/A.  (0  Formerly  Credit  Suisse  Wa- 
burg  Pincus  Emg.  Growth/Cmn.  (h)  Formerly  Flag  Investors  Communications/A.  (i)  Formerly  Eaton  Vance  Tax  Managed  Growth  Fund/B. 

ncus  Cap.  Apprec.  Cmn.  (g)  Formerly  Oeo 
(j)  Formerly  MainStay  Instl.  Funds:  IndexeJ 
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Equity  Funds 


;  ANNUAL  TOTAL  RETURNS  N 

HISTORY 

PORTFOLIO  DATA 

RISK 

TELEPHONE 

5  YEARS 

10  YEARS 

RESULTS  VS 

TURNOVER  f.A«;H  iiNTAXFn 

P/E 

top  in 

LARGEST  HOLDING 

LEVEL 

BEST 

WORST 

-[TAX  AFTERTAX 

PRETAX  AFTERTAX 

ALE  FUNDS 

% 

GAINS  % 

RATIO  STKS.% 

COMPANY  (%  ASSETS) 

QTR     %  RET 

QTR      %  RET 

2          NA 

NA 

NA 

NA 

D000 

Low 

19 

-69 

27 

55 

AOL  Time  Warner  (18) 

1 299    32.5 

III  01    -24.4 

800-752-6342 

6.5 

4.7 

10.7 

8.6 

BBBQD 

High 

13 

-24 

25 

24 

S&P  500  Future  (5) 

Average 

IS 98    20.2 

III  01    -16.6 

800-862-7919 

6         8.1 

5.9 

11.7 

9.5 

00000 

High 

2 

3 

NA 

22 

Lehman  Brothers  (4) 

Low 

1598    15.4 

III  01    -11.9 

800-862-7919 

0        11.3 

8.4 

12.2 

9.4 

0BBB0 

Average 

5 

-A 

33 

29 

Whole  Foods  Market  (3) 

High 

1299    31.4 

I  01    -19.4 

800-862-7919 

7.5 

4.9 

NA 

NA 

0OO0B 

High 

2 

-1 

16 

24 

Lehman  Brothers  4) 

Low 

IS  98    16.4 

III  01    -13.9 

800-862-7919 

2.0 

0.5 

5.4 

4.2 

00BBO 

High 

4 

-47 

38 

24 

Citigroup  (3) 

High 

IS  99 

32.2 

III  01 

-18.4 

800-862-7919 

: 

2.8 

2.2 

9.3 

7.8 

00000 

Low 

5 

-8 

41 

35 

Pfizer  (5) 

High 

IS98 

27.1 

III  01 

-28.2 

800-862-7919 

; 

4.9 

2.3 

7.3 

4.6 

□□□00 

High 

10 

-11 

30 

16 

Fannie  Mae  6A)1  (3) 

Low 

1598 

12.0 

III  98 

-11.1 

800-862-7919 

; 

1.6 

-0.6 

6.5 

4.0 

00000 

Very  High 

5 

-29 

34 

23 

General  Electric  (5) 

Low 

IS  98 

10.2 

III  01 

-13.0 

800-862-7919 

. 

10.1 

8.7 

12.3 

10.8 

BO0OO 

Low 

4 

16 

32 

33 

Citigroup  (5) 

Average 

15  98 

24.3 

III  01 

-15.7 

800-862-7919 

9.3 

8.0 

NA 

NA 

00O0D 

Average 

0 

2 

26 

7 

Russell  2000  Futures  (1) 

Average 

1501 

20.2 

III  98 

-21.1 

800-862-7919 

6.8 

4.4 

9.7 

7.0 

BBO00 

High 

5 

4 

31 

22 

General  Electric  (3) 

Average 

1598 

19.3 

III  01 

-12.9 

800-862-7919 

9 

5.5 

2.4 

NA 

NA 

O0DBS 

Average 

11 

-65 

41 

20 

Juniper  Networks  (3) 

Very  High 

1599 

55.0 

I  01 

-28.8 

800-862-7919 

2 

9.2 

6.9 

10.4 

8.0 

00ODO 

High 

4 

-4 

20 

40 

Verizon  Communications  (5) 

Low 

III  00 

17.9 

III  01 

-10.8 

800-862-7919 

4 

1.5 

10.3 

8.4 

NA 

NA 

00000 

Low 

NA 

9 

31 

NA 

Average 

15  98 

20.8 

III  01 

-14.8 

-23.5 

800-776-0179 

7.9 

7.2 

13.8 

13.2 

OOO00 

Very  Low 

0 

NA 

NA 

62 

Sothebys  Holdings  (9) 

High 

1598 

26.6 

III  98 

800-992-2766 

"7 

14.9 

13.7 

NA 

NA 

OO000 

Average 

0 

-10 

30 

38 

Comcast  (5) 

Average 

IS98 

28.5 

III  01 

-19.7 

800-766-4111 

1.9 

-1.7 

6.4 

4.0 

O00BB 

Average 

0 

-40 

38 

32 

Genentech  New  (4) 

High 

1599 

42.9 

IS  00 

-28.0 

800-259-2820 

9 

NA 

NA 

NA 

NA 

□ODD 

Average 

9 

18 

17 

23 

Ross  Stores  (3) 

1501 

24.6 

III  01 

-16.8 

800-259-2820 

3 

8.3 

5.3 

NA 

NA 

00000 

Average 

1 

-28 

48 

20 

Corporate  Executive  Brd.  (4) 

Very  High 

15  99 

59.0 

III  01 

-38.8 

800-259-2820 

■  i 

NA 

NA 

NA 

NA 

00 

Average 

1 

-13 

NA 

19 

Eni  (3) 

1599 

6.8 

III  01 

-14.4 

800-221-5672 

3 

4.4 

2.7 

NA 

NA 

00000 

Average 

0 

11 

NA 

19 

Eni (3) 

Low 

I  98 

18.6 

III  98 

-17.7 

800-221-5672 

7.8 

4.7 

13.3 

10.6 

03000 

Very  High 

4 

-27 

23 

34 

Unitedhealth  Group  (6) 

Average 

IS99 

32.5 

III  98 

-18.9 

800-656-3017 

5 

18.2 

17.0 

NA 

NA 

00000 

Average 

1 

-8 

23 

32 

General  Communication  A  (4) 

Average 

1599 

29.9 

III  98 

-19.5 

800-426-9157 

5 

11.3 

10.4 

NA 

NA 

OO000 

Low 

3 

-2 

31 

25 

General  Electric  (4) 

Low 

15  98 

21.1 

III  01 

-14.9 

800-647-1568 

3 

9.6 

7.3 

11.2 

9.0 

00BDO 

Low 

10 

15 

15 

18 

Philip  Morris  (2) 

Very  Low 

II  97 

8.9 

III  99 

-5.4 

800-421-0180 

2 

11.0 

8.6 

NA 

NA 

O0000 

Low 

12 

-9 

22 

17 

Philip  Morris  (5) 

Low 

IS  99 

16.4 

III  01 

-11.2 

800421-0180 

5 

8.7 

5.0 

9.4 

6.2 

00000 

Very  High 

0 

-10 

28 

57 

Micron  Technology  (8) 

Average 

1598 

28.5 

III  01 

-19.5 

800-225-5478 

7 

18.2 

15.0 

17.5 

14.5 

OBBOD 

Low 

5 

10 

16 

53 

Freddie  Mac  (8) 

Very  Low 

III  00 

16.2 

III  99 

-4.3 

800-776-5033 

4 
3 

6.4 

4.4 

12.5 

10.3 

0BBOO 

Average 

1 

6 

19 

100 

Equity  Office  Properties  Tr.  (18)    Low 

II  99 

12.4 

III  98 

-11.9 

800-437-9912 

8.5 

6.3 

10.0 

7.9 

0BO00 

High 

0 

1 

30 

20 

Pfizer  (3) 

Very  Low 

1598 

12.9 

III  01 

-8.7 

800-547-1707 

.9 

9.1 

7.3 

12.3 

10.3 

00000 

Average 

0 

5 

24 

32 

Pfizer  (5) 

Average 

1598 

23.3 

III  01 

-17.4 

800-547-1707 

3 

8.5 

6.7 

11.7 

9.2 

BD00O 

High 

0 

4 

29 

39 

Pfizer  (7) 

High 

1598 

25.6 

III  01 

-22.0 

800-547-1707 

5 

10.0 

7.9 

12.8 

9.9 

O00OO 

High 

0 

-2 

29 

23 

Biomet  (3) 

High 

15  99 

37.4 

I  01 

-20.3 

800-547-1707 

B 

2.0 

0.5 

5.3 

4.0 

B00O0 

Average 

1 

-29 

20 

22 

Total  Fina  (2) 

Average 

IS  99 

28.4 

III  01 

-16.6 

800-221-8806 

B 

7.8 

5.5 

9.5 

8.0 

BOBBO 

High 

1 

6 

48 

40 

General  Electric  (8) 

High 

IS98 

26.1 

III  01 

-22.9 

800-221-8806 

9.4 

6.4 

10.8 

8.7 

O0B00 

Average 

-1 

6 

19 

21 

Exxon  Mobil  (4) 

Low 

15  98 

16.8 

III  98 

-14.1 

800-221-8806 

).5 

4.3 

2.4 

11.8 

9.9 

□□BOB 

Low 

NA 

-6 

41 

12 

U.S.  Treasury  Notes  (5) 

Very  High 

1599 

36.1 

III  01 

-28.9 

800-221-8806 

h.4 

11.9 

9.5 

13.7 

11.1 

OBBBB 

High 

5 

-16 

NA 

36 

Microsoft  (5) 

Average 

1599 

33.0 

III  01 

-23.2 

800-927-2874 

3.8 

2.2 

9.7 

8.4 

00000 

High 

3 

-10 

NA 

26 

Indymac  Bancorp  (4) 

High 

IS  99 

39.3 

I  01 

-27.8 

800-927-2874 

5 

11.9 

11.0 

14.8 

13.4 

OBBBB 

Low 

6 

10 

26 

42 

Tyco  International  (6) 

Average 

IS  98 

21.4 

III  98 

-14.4 

800-279-0279 

: 

7.9 

5.4 

11.3 

8.2 

BOBBB 

Average 

5 

15 

18 

26 

General  Electric  (3) 

Low 

II  97 

13.8 

III  01 

-10.5 

800-523-1918 

2 

13.0 

10.7 

14.6 

12.0 

BBDBO 

Low 

5 

-1 

22 

32 

Partnerre  (4) 

High 

15  99 

35.0 

III  01 

-26.4 

800-523-1918 

3 

10.6 

9.3 

NA 

NA 

□0000 

Average 

1 

7 

24 

23 

General  Electric  (4) 

Average 

1598 

21.4 

III  01 

-14.7 

800-730-1313 

3  1  "7 

11.3 

9.5 

12.4 

10.5 

00000 

Very  Low 

NA 

-21 

23 

NA 

High 

IS  98 

51.2 

III  01 

-22.0 

800-730-1313 

:; 

; 

2.2 

2.0 

NA 

NA 

OBBBB 

High 

2 

-31 

NA 

22 

Eni  Spa  Roma  Az.  (3) 

Average 

1599 

32.1 

III  01 

-18.1 

800-730-1313 

5 

12.9 

10.2 

13.4 

11.2 

00000 

Low 

3 

14 

22 

17 

U.S.Treas.rtHxnhdexed  Bonds  (2)  Very  Low 

II  97 

11.0 

III  98 

-7.9 

800-621-3979 

6 

15.6 

13.1 

16.6 

14.5 

00000 

Low 

3 

-2 

15 

24 

Bank  One  (3) 

Low 

II  99 

16.6 

III  98 

-14.3 

800-621-3979 

0 

10.5 

9.8 

12.4 

11.8 

□O0O0 

Very  Low 

1 

-13 

23 

32 

Microsoft  (5) 

Average 

1598 

24.6 

III  01 

-14.3 

800-582-6757 

4.0 

NA 

NA 

NA 

NA 

BBB 

Low 

0 

-14 

33 

49 

3M(7) 

15  98 

17.5 

III  01 

-15.4 

800-843-2639 

3 

NA 

NA 

NA 

NA 

BOOB 

Very  High 

4 

-25 

49 

47 

Amgen  (8) 

1599 

65.4 

I  01 

-34.5 

800-726-7240 

2 

4.4 

2.9 

6.7 

4.2 

OBBOB 

Average 

4 

16 

31 

26 

Pfizer  (3) 

Average 

1598 

20.3 

III  01 

-14.7 

800-645-6561 

i 

10.8 

10.2 

12.2 

11.6 

BOOBB 

Very  Low 

3 

31 

29 

45 

Pfizer (8) 

Low 

IS  98 

20.5 

I  01 

-10.8 

800-645-6561 

r7 

10.4 

9.9 

NA 

NA 

ODBOB 

Very  Low 

1 

4 

30 

24 

General  Electric  (4) 

Average 

IS98 

21.3 

III  01 

-14.7 

800-645-6561 

3.0 

9.2 

7.9 

12.2 

10.7 

aOBOB 

Average 

1 

10 

30 

27 

General  Electric  (4) 

Average 

15  98 

22.6 

III  01 

-15.4 

800-645-6561 

: 

13.4 

11.2 

13.4 

11.4 

O0O0O 

Average 

17 

-22 

35 

37 

Cytyc  (4) 

High 

1599 

41.9 

III  01 

-27.9 

800-525-2440 

3 

3.8 

1.2 

10.0 

7.4 

BBBBB 

High 

24 

-68 

26 

47 

Pfizer  (4) 

High 

1599 

31.8 

ISOO 

-25.0 

800-525-2440 

■0.6 

14.7 

13.8 

NA 

NA 

DOBBB 

Average 

8 

4 

16 

23 

Pactiv  (2) 

Average 

1598 

24.0 

III  01 

-18.6 

800-645-6561 

18.6 

16.6 

NA 

NA 

0B0DO 

Very  High 

0 

-3 

NA 

20 

ICN  Pharmaceuticals  (3) 

Average 

1501 

29.5 

III  98 

-27.7 

800-645-6561 

3 

6.6 

4.4 

10.3 

8.2 

O0O0B 

Average 

2 

11 

28 

25 

General  Electric  (3) 

Average 

1598 

18.5 

III  01 

-16.4 

800-645-6561 

r 

10.1 

9.7 

12.4 

11.3 

OOBOB 

Low 

3 

19 

30 

25 

General  Electric  (4) 

Average 

1598 

21.3 

III  01 

-14.8 

800-645-6561 

0 

10.9 

8.0 

12.9 

9.6 

BOBBB 

High 

3 

7 

25 

26 

Exxon  Mobil  (4) 

Low 

II  97 

15.3 

III  98 

-14.6 

800-554-461 1 

-6.6 

NA 

NA 

NA 

NA 

DOBB 

Average 

9 

-72 

41 

42 

Verizon  Communications  (5) 

1599 

60.5 

1500 

-36.4 

800-554-4611 

■  b.8 

7.8 

6.1 

9.3 

7.1 

BOBOB 

Average 

7 

-2 

32 

31 

Pfizer  (4) 

Average 

1598 

24.3 

III  01 

-18.0 

800-554-4611 

2 

7.3 

7.3 

NA 

NA 

BDOBO 

Very  Low 

5 

7 

27 

32 

Pfizer (4) 

Average 

IS  98 

19.9 

III  01 

-13.4 

800-554461 1 

3 

11.6 

11.6 

NA 

NA 

00000 

Very  Low 

3 

-6 

15 

16 

AIG  (3) 

Low 

1598 

21.2 

III  01 

-14.0 

800-225-6265 

- 

: 

23.4 

22.3 

20.8 

18.8 

OBBOB 

Low 

6 

3 

41 

46 

Pfizer  (6) 

Average 

I  00 

36.6 

I  01 

-19.3 

800-225-6265 

- 

-6 

10.5 

9.2 

12.6 

11.2 

ODBOB 

Low 

2 

30 

30 

24 

General  Electric  (4) 

Average 

IS98 

21.5 

III  01 

-14.7 

800-695-2126 

1.8 

10.9 

10.0 

13.8 

12.3 

DOBBB 

Average 

6 

1 

30 

47 

Pfizer  (6) 

Average 

IS  98 

26.8 

I  01 

-15.6 

800-4324320 

" 

a 

7.4 

5.8 

10.4 

9.0 

BBDBB 

Low 

14 

6 

23 

18 

Astrazeneca  (4) 

Average 

IS  99 

29.1 

III  01 

-14.0 

800-421-0180 

Data:  Standard  &  Poor's 


BusinessWeek  /  January  28.  2002  73 


MUTUAL  FUND  SCOREBOARD 


'Includes  redemption  fee.  '"Includes  deferred  sales  charge.  tl2(b)-l  plan  In  effect.  NA=Not  available.  NM=Not  meaningful. 

(k)  Formerly  Kaufmann  Fund.  (I)  Formerly  Federated  Max-Cap  Fund/lnstl.  Serv.  (m)  Formerly  Fidelity  Retirement  Growth  Fund,  (n)  Formerly  Fidelity  Small  Cap  Selector. 


FUND                                                             OVERALL  RATING 

(COMPARES  RISK-ADJUSTED  PERFORMANCE 

CATEGORY                        RATING 

(COMPARES  RISK-ADJUSTED  PERFORMANCE 

SIZE 

FEES 

SALES 

EXPENSE 

2001  RET    Mi 

ASSETS 

%  CHG. 

PRE- 

1 

OF  EACH  FUND  AGAINST  ALL  FUNDS) 

OF  FUND  WITHIN  CATEGORY) 

SMIL. 

2000-2001 

CHARGE  (%) 

RATIO  (%) 

TAX 

EVERGREEN  BALANCED  A   A 

Domestic  Hybrid 

V 

847.8 

-19 

5.75" 

0.92t 

-6.4 

. 

EVERGREEN  FOUNDATION  B   & 

C 

Domestic  Hybrid 

C- 

1076.1 

-24 

0.00** 

2.01 1 

-10.3 

-1 

EVERGREEN  OMEGA  B 

C 

Large-cap  Growth 

C 

863.4 

-21 

0.00** 

2.06t 

-16.2 

-1 

EVERGREEN  SMALL  CO.  GROWTH  A 

Small-cap  Growth 

669.3 

-13 

5.75** 

1.05t 

-17.1 

-1 

EXCELSIOR  BLENDED  EQUITY  A 

c 

Large-cap  Blend 

c 

689.1 

-25 

No  load 

0.99 

-16.1 

-i 

EXCELSIOR  VALUE  &  RESTRUCTURING 

A 

Large-cap  Value 

A 

2124.2 

35 

No  load 

0.95 

-5.0 

. 

FEDERATED  AMERICAN  LEADERS  A  A 

B 

Large-cap  Value 

C 

1594.2 

-4 

5.50 

1.16 

-4.6 

FEDERATED  CAPITAL  APPRECIATION  A 

B+ 

Large-cap  Blend 

A 

'  780.7 

37 

5.50** 

1.24 

-6.2 

- 

FEDERATED  EQUITY  INCOME  B 

C 

Large-cap  Blend 

D 

1069.1 

-21 

0.00** 

1.82T 

-11.8 

-1 

FEDERATED  GROWTH  STRATEGIES  A 

c- 

Mid-cap  Growth 

C- 

708.2 

-29 

5.50 

1.20 

-22.6 

-2 

FEDERATED  KAUFMANN  K  (k)  X. 

c 

Small-cap  Growth 

B 

3210.4 

1 

0.00* 

1.881 

7.9 

FEDERATED  MAX  CAP  INDEX  IS  (1) 

B 

Large-cap  Blend 

C 

629.7 

-24 

No  load 

0.64t 

-12.5 

-1 

FEDERATED  STOCK  TRUST 

B  + 

Large-cap  Value 

B 

1573.0 

14 

No  load 

0.94 

0.8 

FIDELITY 

B 

Large-cap  Growth 

B+ 

12249.4 

-18 

No  load 

0.51 

-11.2 

-1 

FIDELITY  ADVISOR  BALANCED  T 

C 

Domestic  Hybrid 

C- 

1682.4 

-17 

3.50** 

1.15T 

-1.9 

- 

FIDELITY  ADVISOR  DIVIDEND  GROWTH  T 

Large-cap  Blend 

1253.6 

293 

3.50** 

1.35t 

-3.1 

_ 

FIDELITY  ADVISOR  EQUITY  GROWTH  T 

C 

Large-cap  Growth 

B 

7129.9 

-22 

3.50** 

1.26t 

-18.2 

-1 

FIDELITY  ADVISOR  EQUITY  INCOME  T 

B 

Large-cap  Value 

C 

2060.0 

9 

3.50** 

1.18T 

-2.4 

1 

FIDELITY  ADVISOR  GROWTH  &  INCOME  T 

Large-cap  Growth 

1072.0 

-16 

3.50** 

1.21T 

-8.9 

-> 

FIDELITY  ADVISOR  GROWTH  OPPORTUNITIES  T 

C- 

Large-cap  Value 

F 

8152.0 

-41 

3.50** 

1.03t 

-15.1 

-1 

FIDELITY  ADVISOR  MID  CAP  T  A 

A 

Mid-cap  Growth 

A 

1404.2 

11 

3.50** 

1.31 1 

-13.2 

-1 

FIDELITY  ADVISOR  OVERSEAS  T 

C- 

Foreign 

C 

1253.8 

-21 

3.50** 

1.57t 

-20.3 

-2 

FIDELITY  ADVISOR  SMALL  CAP  T 

Small-cap  Growth 

613.1 

-2 

3.50** 

1.53t 

-3.9 

- 

FIDELITY  ADVISOR  TECHNOLOGY  B  & 

D 

Technology 

c- 

634.9 

-35 

0.00** 

1.96t 

-27.4 

-2 

FIDELITY  ADVISOR  VALUE  STRATEGIES  T 

B 

Mid-cap  Value 

c 

667.4 

66 

3.50** 

1.14t 

12.1 

1 

FIDELITY  AGGRESSIVE  GROWTH 

D 

Large-cap  Growth 

F 

7439.0 

-49 

0.00* 

0.89 

^»7.3 

-4 

FIDELITY  ASSET  MANAGER 

B  + 

Domestic  Hybrid 

B 

11905.1 

-7 

No  load 

0.71 

-3.9 

- 

FIDELITY  ASSET  MANAGER  GROWTH 

B 

Domestic  Hybrid 

C 

4209.1 

-12 

No  load 

0.78 

-7.2 

- 

FIDELITY  ASSET  MANAGER  INCOME 

B+ 

Domestic  Hybrid 

B+ 

936.1 

18 

No  load 

0.62 

1.3 

- 

FIDELITY  BALANCED 

A 

Domestic  Hybrid 

A 

6828.3 

15 

No  load 

0.64 

2.2 

FIDELITY  BLUE  CHIP  GROWTH 

C 

Large-cap  Growth 

B 

21859.4 

-18 

No  load 

0.87 

-16.6 

-1 

FIDELITY  CAPITAL  APPRECIATION 

C 

Large-cap  Blend 

C- 

2266.5 

-12 

No  load 

0.91 

-7.6 

- 

FIDELITY  CONTRAFUND    X 

B 

Large-cap  Growth 

B+ 

31836.6 

-19 

3.00 

0.84 

-12.6 

-1 

FIDELITY  CONTRAFUND  II 

Large-cap  Growth 

1072.7 

-27 

3.00 

0.91 

-9.6 

- 

FIDELITY  DISCIPLINED  EQUITY 

B 

Large-cap  Growth 

B+ 

2965.5 

-11 

No  load 

0.84 

-14.2 

-1 

FIDELITY  DIVERSIFIED  INTERNATIONAL  A 

B 

Foreign 

A 

6125.4 

-1 

0.00* 

1.16 

-13.0 

-1 

FIDELITY  DIVIDEND  GROWTH 

A 

Large-cap  Value 

A 

14388.3 

27 

No  load 

0.94 

-3.7 

-t 

FIDELITY  EQUITY  INCOME 

B 

Large-cap  Value 

B 

21636.2 

1 

No  load 

0.67 

-5.0 

- 

FIDELITY  EQUITY  INCOME  II 

B 

Large-cap  Value 

B 

12032.9 

-10 

No  load 

0.63 

-7.2 

- 

FIDELITY  EUROPE 

C 

Europe 

B 

1137.0 

-14 

0.00* 

0.99 

-16.0 

-1i 

FIDELITY  EXPORT  &  MULTINATIONAL 

A 

Small-cap  Growth 

A 

630.8 

29 

0.00* 

0.81 

0.7 

i 

FIDELITY  GROWTH  &  INCOME 

B+ 

Large-cap  Blend 

B+ 

34202.3 

-14 

No  load 

0.66 

-9.3 

FIDELITY  GROWTH  COMPANY 

B 

Large-cap  Growth 

B 

22409.6 

-23 

No  load 

0.85 

-25.3 

-21 

FIDELITY  INDEPENDENCE  (m) 

C 

Large-cap  Growth 

C 

5485.4 

-31 

No  load 

0.85 

-27.2 

-2 

FIDELITY  INTERNATIONAL  GROWTH  &  INC.  A 

C- 

Foreign 

B+ 

929.3 

-21 

0.00* 

1.09 

-17.4 

-11 

FIDELITY  LARGE  CAP  STOCK 

c 

Large-cap  Growth 

B 

647.5 

-26 

No  load 

0.93 

-17.7 

-1 

FIDELITY  LOW  PRICED  STOCK  X 

A 

Small-cap  Value 

B+ 

11402.4 

79 

3.00* 

1.00 

26.7 

2l 

FIDELITY  MAGELLAN 

B 

Large-cap  Growth 

B 

78790.2 

-15 

3.00 

0.88 

-11.7 

-1 

FIDELITY  MID  CAP  STOCK  £> 

A 

Mid-cap  Growth 

A 

6272.7 

1 

0.00* 

0.84 

-12.8 

-i; 

FIDELITY  NEW  MILLENNIUM 

B+ 

Small-cap  Growth 

B+ 

2828.4 

-16 

3.00 

0.89 

-18.2 

-i« 

FIDELITY  OTC 

D 

Large-cap  Growth 

D 

8087.4 

-31 

No  load 

0.94 

-24.1 

-2< 

FIDELITY  OVERSEAS 

C- 

Foreign 

C 

3582.6 

-23 

0.00* 

1.12 

-20.2 

-2e 

FIDELITY  PURITAN 

B  + 

Domestic  Hybrid 

B+ 

20190.6 

-3 

No  load 

0.63 

-1.1 

~* 

FIDELITY  REAL  ESTATE  INVESTMENT 

C 

Real  Estate 

B 

1186.4 

26 

0.00* 

0.82 

9.5 

' 

FIDELITY  SELECT  BIOTECHNOLOGY 

A 

Health 

C 

3330.9 

-19 

3.00* 

1.00 

-25.0 

-25 

FIDELITY  SEL.  COMPUTERS   & 

D 

Technology 

C 

1155.7 

-41 

3.00* 

0.95 

-27.3 

-2: 

FIDELITY  SEL.  DEVELOP.  COMMUNICATIONS  £» 

C- 

Communications 

c 

826.5 

-55 

3.00* 

0.98 

-36.1 

-3f 

FIDELITY  SEL.  ELECTRONICS 

C 

Technology 

B 

5023.1 

-23 

3.00* 

0.87 

-14.7 

-V 

FIDELITY  SEL.  HEALTH  CARE 

A 

Health 

C 

2651.2 

-11 

3.00* 

0.97 

-15.0 

-1! 

FIDELITY  SEL.  SOFTWARE  &  COMPUTER   A 

C 

Technology 

B+ 

926.0 

-16 

3.00* 

0.99 

-7.0 

~~  i 

FIDELITY  SEL.TECHNOLOGY  A 

c- 

Technology 

B 

2698.1 

-41 

3.00* 

0.94 

-31.7 

-3- 

FIDELITY  SMALL  CAP  INDEPENDENCE  in)  A 

c 

Small-cap  Growth 

B 

855.8 

37 

0.00* 

0.74 

6.3 

i 

-      FIDELITY  SMALL  CAP  STOCK 

Small-cap  Growth 

1 243.8 

17 

0.00* 

1.05 

6.4 

t 

FIDELITY  SPARTAN  SOO  INDEX 

B 

Large-cap  Blend 

B 

8466.3 

-11 

0.00* 

0.19 

-12.1 

-M 

1 

FIDELITY  SPARTAN  TOTAL  MARKET  INDEX 

Large-cap  Growth 

1067.8 

5 

0.00* 

0.25 

-10.8 

-11 

FIDELITY  STOCK  SELECTOR   & 

c 

Large-cap  Growth 

C 

1079.7 

-26 

No  load 

0.63 

-14.4 

-14 

FIDELITY  TREND 

c- 

Large-cap  Growth 

C- 

994.8 

-20 

No  load 

0.52 

-12.4 

-13 

FIDELITY  UTILITIES 

c 

Utilities 

c 

1413.9 

-38 

No  load 

0.78 

-15.2 

-1J 

FIDELITY  VALUE 

B 

Mid-cap  Value 

c 

4956.8 

55 

No  load 

0.77 

12.2 

11 

FIDELITY  WORLDWIDE  A 

C 

World 

c 

794.7 

-14 

0.00* 

1.05 

-6.2 

-E 
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Equity  Funds 


AN 

ISO) 

HISTORY 

RESULTS  VS 

PORTFOLIO  DATA 

TURNOVER  C.t&H  llNTAXFn 

P/E    TOP  10 

LARGEST  HOLDING 

RISK 

LEVEL 

BEST 

WORST 

TELEPHONE 

WJAL  TOTAL  RETURf 

5  YEARS 

10  YEARS 

ftf 

PRETAX  AFTERTAX 

PRETAX  AFTERTAX 

ALL  FUNDS 

% 

GAINS  % 

RATIO  STKS.%  COMPANY  (%  ASSETS) 

QTR 

%RET 

QTR 

%RET 

4 

NA 

NA 

NA 

NA 

□SB 

High 

9 

0 

24       28 

Freddie  Mac  TBA  (4) 

IS99 

10.5 

III  01 

-7.8 

800-343-2898 

0 

5.6 

4.4 

NA 

NA 

0BQSB 

Average 

16 

2 

23       41 

U.S.  Treas.  Bonds  08/01  (5) 

Low 

IS99 

11.5 

I  01 

-9.4 

800-343-2898 

3 

9.9 

8.1 

NA 

NA 

BBBBB 

High 

3 

-33 

27       29 

Tyco  International  (4) 

High 

1599 

28.9 

1500 

-25.7 

800-343-2898 

NA 

NA 

NA 

NA 

nan 

High 

1 

-20 

30       27 

Roper  Industries  (5) 

1599 

47.5 

III  98 

-29.3 

800-343-2898 

- 

9.6 

8.7 

12.7 

11.5 

BBBBB 

Average 

NA 

37 

19       34 

Exxon  Mobil  (5) 

Average 

1598 

22.6 

III  01 

-15.4 

800-446-1012 

8 

16.3 

16.0 

NA 

NA 

BBBBB 

Low 

NA 

13 

18       23 

AmerisourceBergen    (3) 

Average 

1599 

28.0 

III  98 

-20.5 

800-446-1012 

6 

10.0 

8.1 

12.6 

10.7 

□BBBB 

Low 

0 

12 

23       20 

Tyco  International  (2) 

Low 

1598 

16.1 

III  01 

-12.4 

800-341-7400 

1 

15.2 

13.6 

15.1 

13.4 

BBBBB 

High 

0 

2 

17        19 

HeaKhsouth  (2) 

Average 

1599 

27.6 

III  98 

-15.3 

800-341-7400 

5.4 

4.4 

NA 

NA 

BBBBB 

High 

0 

-2 

23       23 

General  Electric  (3) 

Average 

1598 

16.0 

1500 

-13.8 

800-341-7400 

9 

9.5 

7.5 

10.7 

8.4 

BBBBB 

Average 

0 

-16 

NA       16 

BJ's  Wholesale  Club  (2) 

High 

1599 

42.0 

1500 

-20.9 

800-341-7400 

11.3 

8.0 

15.0 

13.1 

□□BBB 

Low 

12 

30 

29       46 

Lincare  Holdings  (7) 

Average 

1599 

35.6 

III  98 

-18.7 

800-341-7400 

9.9 

9.3 

NA 

NA 

BBBDB 

Low 

0 

32 

37       25 

General  Electric  (4) 

Average 

1598 

21.1 

III  01 

-14.8 

800-341-7400 

11.7 

9.2 

13.6 

11.0 

BBBBB 

Low 

2 

18 

19       20 

Tyco  International  (3) 

Low 

1598 

16.5 

III  01 

-11.8 

800-341-7400 

11.2 

9.3 

13.5 

11.2 

DDBEIB 

High 

NA 

-10 

NA       NA 

Sun  Microsystems 

Average 

1598 

23.8 

III  01 

-18.3 

800-522-7297 

9 

6.4 

4.5 

7.7 

5.9 

BBBBB 

High 

1 

-4 

26       24 

General  Electric  (4) 

Low 

II  97 

12.6 

III  01 

-8.2 

800-522-7297 

NA 

NA 

NA 

NA 

ana 

High 

0 

0 

35       38 

Cardinal  Hearth  (6) 

1501 

11.3 

III  01 

-12.6 

800-522-7297 

4 

11.1 

9.3 

NA 

NA 

BBBBD 

Average 

0 

-9 

22       31 

Microsoft  (6) 

Average 

1598 

24.1 

III  01 

-22.1 

800-522-7297 

5 

10.0 

8.2 

NA 

NA 

BBBBB 

High 

0 

12 

20       23 

Exxon  Mobil  (4) 

Low 

1598 

17.8 

III  98 

-12.3 

800-522-7297 

NA 

NA 

NA 

NA 

BBBB 

Average 

0 

-2 

38       31 

General  Electric  (5) 

1598 

23.4 

III  01 

-15.7 

800-522-7297 

2.8 

1.3 

10.0 

8.5 

BBBBB 

High 

0 

-4 

27       31 

General  Electric  (6) 

Average 

15  98 

20.5 

III  01 

-16.6 

800-522-7297 

18.1 

16.5 

NA 

NA 

BBBBB 

High 

0 

0 

19       29 

Freddie  Mac  (4) 

Average 

1599 

28.3 

III  01 

-21.9 

800-522-7297 

7 

2.7 

1.6 

6.7 

5.9 

QBB0Q 

Average 

10 

5 

NA       NA 

Sanofi-Synthelabo 

Average 

1599 

25.0 

III  01 

-18.4 

800-522-7297 

9 

NA 

NA 

NA 

NA 

BBB 

Low 

0 

4 

33       35 

American  Italian  Pasta  (4) 

1598 

36.4 

III  01 

-22.3 

800-522-7297 

4 

9.4 

8.4 

NA 

NA 

BODBB 

High 

7 

-43 

NA       NA 

Hewlett-Packard 

Very  High 

1599 

49.0 

III  01 

-38.9 

800-522-7297 

8 

13.5 

11.3 

12.8 

10.6 

BBBBB 

Low 

0 

9 

23       33 

WMS  Industries  (7) 

Average 

1501 

30.1 

III  01 

-28.7 

800-522-7297 

* 

5.9 

3.3 

10.5 

8.3 

BBBBB 

High 

NA 

-45 

51        37 

Ciena  (8) 

Very  High 

1599 

48.3 

III  01 

-40.3 

800-522-7297 

8 

9.7 

7.0 

10.6 

8.4 

BBBBB 

High 

0 

2 

19       36 

S&P  500  Index  Futures  (8) 

Very  Low 

1598 

14.1 

III  01 

-7.8 

800-522-7297 

4 

8.8 

6.1 

11.6 

9.6 

BBBBB 

High 

0 

-13 

19       31 

Cardinal  Health  (5) 

Low 

1598 

16.1 

III  01 

-11.1 

800-522-7297 

7 

6.6 

4.6 

NA 

NA 

BBBBB 

High 

38 

-5 

20       52 

S&P  500  Index  Futures  (8) 

Very  Low 

II  97 

5.7 

III  01 

-2.2 

800-522-7297 

4 

11.7 

9.0 

10.3 

8.0 

BBBBB 

High 

5 

-4 

24       21 

Fannie  Mae  30  yr.  MB  Pool 

Very  Low 

15  98 

12.7 

III  01 

-6.8 

800-522-7297 

1 

9.7 

8.8 

13.1 

11.4 

BBBBB 

Low 

2 

-5 

NA       31 

General  Electric 

Average 

1598 

23.4 

II'  01 

-18.4 

800-522-7297 

1 

10.3 

8.6 

13.5 

11.3 

BBBBB 

High 

2 

8 

NA       35 

Dell  Computer 

High 

1599 

29.8 

III  01 

-21.4 

800-522-7297 

3 

10.5 

8.2 

14.3 

12.1 

BBBBB 

High 

8 

-3 

24       18 

Exxon  Mobil  (3) 

Low 

1598 

23.7 

I  01 

-13.2 

800-522-7297 

1 

NA 

NA 

NA 

NA 

BBB 

High 

5 

-20 

24       33 

Microsoft  (7) 

1599 

33.8 

III  01 

-16.0 

800-522-7297 

5 

10.5 

8.1 

12.5 

10.2 

BBBBB 

Average 

3 

-8 

NA       24 

General  Electric 

Average 

15  98 

21.0 

III  01 

-13.8 

800-522-7297 

2 

9.2 

8.2 

10.1 

9.2 

□BBBB 

Average 

7 

-6 

NA       15 

Vodafone 

Low 

1599 

30.4 

III  98 

-14.5 

800-522-7297 

3 

15.4 

13.5 

NA 

NA 

BBQBB 

High 

4 

-4 

23       39 

Cardinal  Health 

Low 

1598 

19.5 

III  01 

-12.7 

800-522-7297 

7 

10.1 

8.3 

13.6 

11.7 

BBQBB 

Low 

2 

-4 

NA       25 

Fannie  Mae 

Low 

1598 

16.2 

III  98 

-12.9 

800-522-7297 

3 

10.2 

7.4 

13.6 

11.1 

BBBBB 

Very  High 

0 

7 

20       30 

Exxon  Mobil  (5) 

Low 

1598 

20.6 

III  01 

-13.4 

800-522-7297 

6 

6.1 

4.4 

10.2 

8.8 

BBBBQ 

High 

4 

-14 

NA       31 

Marschollek  Laut 

Average 

15  99 

21.7 

III  01 

-18.2 

800-522-7297 

6 

17.0 

13.4 

NA 

NA 

BBBBB 

High 

8 

3 

49       45 

Cardinal  Health 

Average 

1599 

28.4 

III  01 

-14.8 

800-522-7297 

9 

10.4 

8.9 

13.8 

11.8 

□BBBB 

Average 

11 

-4 

NA       30 

General  Electric  (4) 

Low 

1598 

20.5 

I  01 

-10.9 

800-522-7297 

s 

13.7 

11.9 

14.3 

12.5 

BBBBB 

Average 

0 

-10 

42       24 

Microsoft  (5) 

High 

1599 

44.5 

I  01 

-26.5 

800-522-7297 

6 

11.9 

8.8 

12.3 

8.8 

□BBBB 

Very  High 

0 

-26 

13       58 

Philip  Morris  (17) 

High 

1599 

35.7 

I  01 

-24.9 

800-522-7297 

S 

5.1 

3.8 

7.5 

6.4 

BBBBQ 

Average 

12 

-10 

NA       18 

Total  Fina  Average 

15  99 

29.41 1 1  98 

-17.4800-522-7297 

: 

9.3 

7.9 

NA 

NA 

BBBEKI 

High 

4 

-17 

73       28 

Microsoft 

Average 

1598 

23.5 

III  01 

-19.0 

800-522-7297 

1 

15.1 

12.8 

17.9 

15.3 

BBBBB 

Average 

16 

6 

NA       11 

D.R.  Horton  (2) 

Very  Low 

1501 

16.5 

III  98 

-16.8 

800-522-7297 

2 

11.0 

9.6 

12.9 

10.6 

BBBBB 

Low 

0 

10 

21        32 

General  Electric  (5) 

Average 

1598 

27.2 

III  01 

-15.4 

800-522-7297 

3 

18.7 

16.5 

NA 

NA 

BBBBB 

High 

15 

0 

NA       13 

Advent  Software 

Average 

1599 

28.5 

III  01 

-24.7 

800-522-7297 

' 

20.6 

17.6 

NA 

NA 

BBBBB 

Average 

0 

2 

28       33 

Oiogic  (6) 

High 

15  99 

53.7 

III  01 

-28.3 

800-522-7297 

i. 

8.1 

6.2 

11.9 

9.5 

BBBBB 

Very  High 

2 

-4 

NA       37 

Microsoft  (16) 

High 

1599 

46.2 

III  01 

-32.0 

800-522-7297 

1 

3.1 

1.9 

6.1 

4.7 

□BBBB 

Average 

13 

-19 

NA       24 

Vodafone 

Average 

1599 

25.1 

III  01 

-18.4 

800-522-7297 

' 

9.4 

7.1 

12.1 

9.3 

BBBBB 

Average 

3 

-6 

NA       24 

Fannie  Mae  30  yr.  MB  Pool 

Very  Low 

1598 

12.7 

III  01 

-6.8 

800-522-7297 

" 

7.1 

5.2 

11.3 

9.5 

BBBBB 

Average 

10 

-3 

20       50 

Equity  Office  Properties  (10) 

Low 

III  97 

13.6 

III  98 

-11.5 

800-522-7297 

^ 

21.5 

19.9 

11.9 

10.4 

BBBBB 

Average 

6 

-2 

NA       57 

Amgen 

High 

15  99 

40.7 

I  01 

-34.8 

800-544-8888 

» 

12.5 

8.5 

21.2 

18.1 

BBBBB 

Average 

7 

-61 

NA       34 

Microsoft 

Very  High 

1599 

41.7 

III  01 

-37.1 

800-544-8888 

• 

12.2 

9.0 

15.6 

12.6 

BBBBB 

High 

5 

-157 

NA       50 

AT&T 

Very  High 

1599 

63.5 

1500 

-37.4 

800-544-8888 

° 

20.1 

16.8 

28.0 

25.0 

BBBBB 

Average 

10 

-35 

NA       39 

Intel 

Very  High 

1598 

56.8 

III  01 

-37.4 

800-544-8888 

" 

15.9 

13.5 

13.7 

11.2 

BBBBQ 

Average 

NA 

24 

NA       59 

Pfizer 

Low 

II  97 

21.4 

I  01 

-18.2 

800-544-8888 

3 

1 

19.1 

15.8 

22.6 

19.5 

BBBBB 

High 

10 

-20 

NA       48 

Microsoft 

Very  High 

15  99 

57.1 

III  01 

-41.1 

800-544-8888 

15.5 

12.2 

18.2 

15.1 

□BBBB 

Average 

12 

-97 

134       46 

Microsoft 

Very  High 

1599 

62.1 

III  01 

-38.3 

800-544-8888 

: 

8.6 

7.6 

NA 

NA 

BBBBB 

Very  High 

9 

16 

43       23 

FT  I  Consulting 

Average 

II  97 

17.4 

III  98 

-24.5 

800-522-7297 

9 

NA 

NA 

NA 

NA 

BBB 

Average 

12 

10 

NA       26 

Venator  Group 

1598 

21.6 

III  98 

-26.5 

800-522-7297 

.6 

10.5 

9.8 

12.6 

11.8 

BBBBB 

Very  Low 

0 

7 

41        24 

General  Electric 

Average 

1598 

21.4 

III  01 

-14.9 

800-544-8544 

1 

NA 

NA 

NA 

NA 

BBBB 

Very  Low 

0 

-15 

36        19 

General  Electric 

1598 

22.0 

III  01 

-16.0 

800-544-8544 

3 

8.2 

5.9 

12.1 

9.9 

BBBBB 

High 

8 

-8 

45       23 

General  Electric 

Average 

1598 

19.7 

III  98 

-15.9 

800-522-7297 

8 

5.0 

3.2 

9.0 

6.7 

BBBBB 

Very  High 

1 

-7 

27       26 

Microsoft 

High 

1599 

24.9 

III  98 

-27.0 

800-522-7297 

.4 

7.7 

4.9 

9.8 

7.4 

BBBBQ 

High 

0 

-37 

NA       64 

BellSouth 

Average 

1598 

18.5 

1500 

-18.3 

800-522-7297 

1 

9.8 

7.5 

14.3 

12.1 

BBQBB 

Low 

7 

0 

NA        12 

American  Standard 

Average 

II  99 

25.6 

III  98 

-20.1 

800-522-7297 

i 

6.3 

4.6 

9.9 

8.6 

BQBBB 

High 

4 

-4 

NA       27 

Cardinal  Health 

Average 

15  99 

20.4 

III  98 

-21.2 

800-522-7297 

Data:  Standard  &  Poor's 
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MUTUAL  FUND  SCOREBOARD 


FUND 


OVERALL  RATING 


CATEGORY 


RATING       SIZE 


FEES 


2001 


(COMPARES  RISK-ADJUSTED  PERFORMANCE 
OF  EACH  FUND  AGAINST  ALL  FUNDS) 


(COMPARES  RISK-ADJUSTED  PERFORMANCE 
OF  FUND  WITHIN  CATEGORY) 


ASSETS 

SMIL 


%CHG. 
2000-2001 


SALES 
CHARGE (%) 


EXPENSE 
RATIO  (%) 


PRE- 
TAX 


FIRST  AMERICAN  INTERNATIONAL  Y  (o)  C- 

FIRST  EAGLE  SOGEN  GLOBAL  AX  A* 

FIRST  GROWTH  &  INCOME  I  A 

FIRSTHAND  TECHNOLOGY  VALUE  A 

FORTIS  GROWTH  A  &.  C- 


Foreign 

International  Hybrid 
Large-cap  Blend 
Technology 
Mid-cap  Growth 


A 
C 
C 


700.7 
1518.4 

686.9 
1477.9 

649.7 


1497 

-6 

-14 

-49 

-26 


No  load 
5.00 

No  load 
0.00* 
4.75" 


1.65 

1.35t 

0.97 

1.83 

1.04t 


-23.4 
7.4 
-12.3 
-44.0 
-24.1 


FRANKLIN  BALANCE  SHEET  INVEST.  AX  A#  Small-cap  Value 

FRANKLIN  BIOTECHNOLOGY  DISCOVERY  A  Health 

FRANKLIN  CALIFORNIA  GROWTH  A  C  Mid-cap  Growth 

FRANKLIN  GROWTH  AX  A  Large-cap  Value 

FRANKLIN  GROWTH  &  INCOME  A  C  Large-cap  Growth 


C 
C 

c 


1623.4 
.963.5 
1443.5 
1871.3 
956.2 


55 
-24 
-27 
-11 

-8 


5.75** 
5.75** 
5.75** 
5.75** 
5.75** 


1.06t 
1.09t 
0.88t 
0.91 1 
0.90T 


17.7 
-20.5 
-23.2 

-9.5 
-23.1 


FRANKLIN  INCOME  AX  » 
FRANKLIN  SMALL  CAP  GROWTH  II  A 

FRANKLIN  SMALL  MID  CAP  GROWTH  A  (p)  C- 

FRANKLIN  UTILITIES  AX  C 

FREMONT  GLOBAL  X  C 


Domestic  Hybrid 
Small-cap  Growth 
Mid-cap  Growth 
Utilities 
International  Hybrid 


C 


6187.6 

816.6 

8117.9 

1320.8 

629.9 


6 
186 
-19 
-17 
-14 


4.25** 
5.75** 
5.75** 
4.25** 
No  load 


0.73t 
1.32t 
0.86t 
0.79t 
0.90 


0.7 
-3.3 

-20.5 
-8.1 

-10.3 


Small-cap  Growth 
Large-cap  Blend 
All-cap 

Large-cap  Growth 
Mid-cap  Value 


-1( 


FREMONT  U.S.  MICRO  CAP 
FUNDAMENTAL  INVESTORS  A 
GABELLI  ASSET  X 
GABELLI  GROWTH 
GABELLI  VALUE  A  X 


A 

a 

A 


a 
%* 

A 


653.3 

19099.6 

1843.3 

2998.9 

1216.7 


-2 

-1 

-3 

-22 

6 


No  load 

5.75** 
No  load 
No  load 
5.50 


1.57 

0.64t 

1.36t 

1.38t 
1.36t 


5.3 

-9.5 

0.2 

-24.1 

5.4 


GALAXY  EQUITY  GROWTH  TRUST  X 

GALAXY  II  LARGE  CO.  INDEX  RETAIL 

GARTMORE  TOTAL  RETURN  D  (q)X 

GATEWAY 

GEORGE  PUTNAM  OF  BOSTON  A 


C 
A* 


Large-cap  Blend 
Large-cap  Blend 
Large-cap  Blend 
Large-cap  Blend 
Domestic  Hybrid 


C 
A 

e 


950.8 

818.9 

1599.4 

1254.8 

3149.0 


-16 
-15 
-18 
-21 
1 


No  load 
No  load 

4.50 
No  load 

5.75* 


0.92 
0.47 
0.78 

0.98t 
0.92t 


-18.6 

-12.2 

-11.9 

-3.5 

0.5 


GLENMEDE  INTERNATIONAL  X  C  Foreign 

GMO  INTERNATIONAL  INTRINSIC  VALUE  III  (t)&  C~  Foreign 

GMO  US  CORE  III  a.  A*-  Large-cap  Blend 

GOLDMAN  SACHS  CAPITAL  GROWTH  AX  A  Large-cap  Growth 

GOLDMAN  SACHS  INTL.  EQUITY  A  O  Foreign 


A 

a* 

c 


1270.6 
1133.3 
1253.0 
1990.0 
914.4 


-14 
-21 
-20 
-18 
-22 


No  load 
No  load 
No  load 
5.50** 
5.50** 


0.11 

0.69t 

0.48t 

1.42t 

1.79t 


-13.9 
-12.1 
-7.7 
-15.2 
-22.7 


GROWTH  FUND  OF  AMERICA  A  X 
GUARDIAN  PARK  AVENUE  A 
JOHN  HANCOCK  FINANCIAL  IND.  B 
JOHN  HANCOCK  LARGE  CAP  VALUE  A 
JOHN  HANCOCK  REGIONAL  BANK  B  X 


A 
A- 

A* 

C 


Large-cap  Growth 
Large-cap  Growth 
Financial 
Large-cap  Value 
Financial 


A 


35402.0 

1793.8 

1526.3 

765.1 

1965.7 


-2 

-29 
-24 

2 
-8 


5.75** 

4.50 

0.00** 

5.00** 

0.00** 


0.71 1 

0.79 

2.05t 

1.14t 

2.07t 


-12.3 

-21.7 

-18.5 

-3.4 

1.6 


-1J 


JOHN  HANCOCK  SMALL  CAP  GROWTH  A 

a 

Small-cap  Growth 

C 

712.2 

-11 

5.00** 

1.28t 

-14.2 

-14 

JOHN  HANCOCK  SOVEREIGN  INVESTOR  A 

• 

Large-cap  Value 

C 

1217.8 

-13 

5.00** 

1.08T 

-6.1 

-8 1 

HARBOR  CAPITAL  APPRECIATION  X 

c 

Large-cap  Growth 

A 

6745.0 

-14 

No  load 

0.64 

-17.7 

-i: ' 

HARBOR  INTERNATIONAL  X 

c 

Foreign 

A* 

3663.7 

-22 

No  load 

0.92 

-12.3 

-13 

HARTFORD  ADVISERS  A 

**- 

Domestic  Hybrid 

A 

1149.0 

28 

5.50** 

1.21T 

-5.2 

-5 

HARTFORD  CAPITAL  APPRECIATION  A 

A 

All-cap 

W* 

1764.1 

45 

5.50** 

1.27t 

-6.7 

-6 

HARTFORD  MID  CAP  A 

Mid-cap  Growth 

660.4 

57 

5.50** 

1.43T 

-4.7 

-4i 

HARTFORD  STOCK  A 

A 

Large-cap  Blend 

A* 

1127.3 

9 

5.50** 

1.27t 

-13.7 

-13 

HEARTLAND  VALUE  X 

A*- 

Small-cap  Value 

C 

1006.4 

12 

No  load 

1.22t 

29.5 

26! 

ICAP  EQUITY 

A> 

Large-cap  Value 

A» 

1108.4 

9 

No  load 

0.80 

-0.6 

IDEX  JANUS  GROWTH  A  (s) 

a- 

Large-cap  Growth 

A 

879.7 

-38 

5.50** 

1.40t 

-28.3 

-28 

INCOME  FUND  OF  AMERICA  A  X 

A> 

Domestic  Hybrid 

A 

19745.6 

11 

5.75** 

0.62t 

5.4 

3 

INVESCO  BALANCED  INV. 

A 

Domestic  Hybrid 

a- 

950.1 

-2 

No  load 

1.07t 

-11.5 

-12J 

INVESCO  DYNAMICS  INV. 

O 

Mid-cap  Growth 

c 

5900.6 

-22 

No  load 

I.OOt 

-32.9 

-32J 

INVESCO  EQUITY  INCOME  INV.  A 

A 

Large-cap  Value 

e 

3439.5 

-17 

No  load 

0.96t 

-11.8 

"12"l 

INVESCO  FINANCIAL  SERVICES  INV. 

A* 

Financial 

c 

1252.8 

-7 

No  load 

1.25t 

-10.2 

-11. 

INVESCO  GROWTH  INV.  (t) 

W 

Large-cap  Growth 

¥ 

964.0 

-44 

No  load 

1.16t 

-49.1 

-49J 

INVESCO  HEALTH  SCIENCES  INV. 

A 

Health 

C- 

1754.5 

-12 

No  load 

1.23t 

-14.7 

-14. 

INVESCO  LEISURE  INV. 

A 

Miscellaneous 

A 

667.4 

24 

No  load 

1.36t 

4.1 

3. 

INVESCO  SMALL  COMPANY  GROWTH  INV. 

A- 

Small-cap  Growth 

c 

1245.3 

-7 

No  load 

1.29t 

-20.9 

-20J 

INVESCO  TECHNOLOGY  INV. 

A 

Technology 

a- 

2022.2 

-43 

No  load 

0.98t 

-45.5 

INVESCO  TELECOMMUNICATIONS  INV. 

m 

Communications 

c~ 

903.4 

-63 

No  load 

1.10T 

-54.2 

-54] 

INVESCO  TOTAL  RETURN  INV.  X 

A 

Domestic  Hybrid 

a- 

1266.4 

-31 

No  load 

1.27t 

-0.9 

-2. 

INVESTMENT  COMPANY  OF  AMERICA  A  X 

A* 

Large-cap  Value 

A* 

54008.1 

-1 

5.75** 

0.56t 

-4.6 

-5. 

ISHARES  RUSSELL  2000  INDEX 

Small-cap  Blend 

2004.7 

733 

No  load 

0.20 

2.0 

1. 

ISHARES  RUSSELL  3000  INDEX 

Mid-cap  Blend 

1468.6 

413 

No  load 

0.20 

-11.8 

-12. 

ISHARES  S&P  500  INDEX 

Large-cap  Blend 

3408.5 

83 

No  load 

0.09 

-12.0 

-12. 

JANUS 

C 

Large-cap  Growth 

C 

25757.0 

-36 

No  load 

0.84 

-26.1 

-26. 

JANUS  ADVISER  BALANCED 

Domestic  Hybrid 

666.2 

151 

No  load 

l.ITt 

-4.8 

-5.1 

JANUS  ADVISER  WORLDWIDE  GROWTH 

World 

1087.8 

132 

No  load 

1.20t 

-21.1 

-21. 

JANUS  ASPEN  CAP  APPRECIATION  IN  STL. 

Large-cap  Growth 

752.5 

-23 

No  load 

0.67 

-21.7 

-22. 

JANUS  ASPEN  GROWTH  INSTL. 

C 

Large-cap  Growth 

c 

2446.9 

-31 

No  load 

0.67 

-24.7 

-24. 

JANUS  ASPEN  INTERNATIONAL  GROWTH  INSTL.  C 

Foreign 

A 

858.8 

-25 

No  load 

0.71 

-23.2 

-23. 

JANUS  ASPEN  WORLDWIDE  GROWTH  INSTL. 

A 

World 

A* 

5610.6 

-27 

No  load 

0.69 

-22.4 

-22. 

JANUS  BALANCED 

A 

Domestic  Hybrid 

A 

4461.1 

-4 

No  load 

0.85 

-5.0 

-5. 

'Includes  redemption  fee.  "Includes  deferred  sales  charge.  tl2(b)-l  plan  in  effect.  NA=No 

available.  NM= 

:Not  meaningfu 

. 

(o)  Formerly  Firstar  International  Growth  Fund/lnstl.  (p)  Formerly  Franklin  Strategic  Shares:Sm. 

Cap  Growth  l/A. 

(q)  Formerly  Nationwide  Fund/D.  (r)  Formerly  GMO  T 

■:  International  I 

(s)  Formerly  IDEX:  JCC  Growth  Fund/A.  (t)  Formerly  INVESCO  Blue 

Chip  Growth  Fund/lnv. 
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Equity  Funds 


ANNUAL  TOTAL  RETURNS  (%)    HISTORY    PORTFOLIO  DATA 


RISK 


TELEPHONE 


5  YEARS 

PRETAX  AFTERTAX 


10  YEARS 
PRETAX  AFTERTAX 


RESULTS  VS. 
ALL  FUNDS 


TURNOVER  CASH  UNTAXED 
%     GAINS  % 


p/E    TOP  10    LARGEST  HOLDING 


LEVEL 


BEST 


WORST 


RATIO  STKS.%  COMPANY  (%  ASSETS) 


QTR     %RET        QTR      %  RET 


1 
).B 

6 
'6 

■J 


3.9  2.5  NA  NA  BBBBB  Average  6  -12  18  21  Vodafone  (2)                               Average  IB99  27.6  III  98  -17.0  800-677-3863 

8.8  6.3  10.9  8.8  BBBBO  Very  Low  1  14  NA  28  Buderus  (6)                              Very  Low  II  99  9.2  III  98  -11.0  800-451-3623 

14.7  12.7  NA  NA  DBBBB         Low  NA  19  NA  NA                                                             Low  IS98  20.6  III  01    -11.6  800-442-1941 

14.0  12.9  NA  NA  BBDBB        Low  12  -182  31  47  Peoplesott  (8)                          Very  High  IS98  60.6  101    -41.8  888-883-3863 

10.3  6.6  9.4  6.8  BBDBB        High  5  -1  54  24  GE  Capital  Master  Variable  (4)      High  II 99  43.9  101    -23.9  800-800-2000 


11.8  10.6  15.3  13.7  BBBDB  Very  Low  15        22  13  36 

NA  NA  NA  NA  BOOB        Low  6-15  47  42 

12.3  11.6  17.4  15.9  BBDBB  Very  Low  1         -4  35  23 

9.0  8.2  10.9  10.2  BBDBB  Very  Low  8        40  26  31 

11.1  9.5  11.9  9.7  BBDBB         Low  7  7  28  23 


Overseas  Shipholding  Group  (3) Very  Low  II  99  17.6  III  98  -13.6  800-342-5236 

Amgen  (7)  1199  61.3  I  01   -32.2  800-342-5236 

Mattel  (3)                                    High  IS 99  56.4  I  01   -26.0  800-342-5236 

Tyco  International  (3)                  Low  IS01  14.0  III  01   -15.4  800-342-5236 

Philip  Morris    (2)                        High  IS99  37.2  III  01   -21.3  800-342-5236 


7.3 
NA 
10.3 
8.3 
4.4 


4.5 
NA 
9.9 
6.0 
2.2 


9.6 
NA 
NA 
7.9 
7.3 


6.7 
NA 
NA 
5.7 
5.2 


□bbdd 

B 

□bdbb 

BBBDB 
BBBBB 


Low 

Low 
Very  Low 

Low 
Average 


13 
NA 
15 
2 
10 


-4 

-7 

3 

15 

-18 


13 
24 
26 
15 
21 


33 
NA 
27 
46 
17 


Philip  Morris  (7) 


Very  Low 


Affiliated  Computer  Services  A  (2)  High 
Exelon  (9)  Low 

Freddie  Mac  (2)  Low 


III  00 
1101 
IE99 

III  00 
IS  99 


9.0 
26.9 
59.8 
26.7 
16.0 


III  01 
III  01 
III  01 
I  99 
III  01 


-A.6 
-26.0 
-25.1 
-11.4 
-11.4 


800-342-5236 
800-342-5236 
800-342-5236 
800-342-5236 
800-548-4539 


18.9  16.0  NA  NA  BDOBD  Average  22  -8  24  42  Endocare  (4)                                High  IB99  49.7  III  98  -29.0 

11.7  9.4  13.9  11.5  BBBBB  Average  6  -12  28  19  Dow  Chemical  (2)                       Low  IS98  15.5  III  01   -15.5 

15.0  12.7  14.8  12.7  OBBBB  Average  0  32  16  22  Telephone  &  Data  Systems  (4)      Low  IS98  18.2  III  98  -14.2 

12.9  10.8  12.6  10.2  aQBEIB  Average  0  -21  23  44  Pfizer  (7)                                  Average  IS98  30.2  III  01    -22.3 

18.5  16.0  17.2  14.3  OBBBD  Average  3  21  16  37  Viacom  A  (6)                              Low  II  97  21.3  III  01   -14.6 


10.9  8.8  11.9  10.3  OBBBD  Average    NA  13  39  NA 

10.3  8.9  12.5  11.2  DOBOB  Low       NA  14  42  NA 

9.4  7.0  10.8  8.4  DDBBB  Average      1  2  25  27 

7.9  6.9  7.9  6.8  BBBBB  Low         0  -3  37  25 

8.0  6.0  10.3  7.9  BBBBO  Very  High     6  2  24  NA 


Fannie  Mae  (5) 
General  Electric  (4) 
Exxon  Mobil 


Average 
Average 
Average 
Very  Low 
Very  Low 


IB98 
IS  98 
II  97 
IS98 
II  97 


24.2 

21.2 

18.5 

7.2 

9.6 


III  01 
III  01 
III  01 
III  01 
III  99 


-17.2 

-14.7 

-14.1 

-7.3 

-7.0 


800-548-4539 
800-421-0180 
800-422-3554 
800-422-3554 
800-422-3554 


800-848-0920 
800-354-5525 
800-225-1581 


k.O 

4.2 

2.7 

8.6 

6.8 

BBBBB 

Low 

NA 

-16 

17 

NA 

Low 

IS98 

15.5 

III  01 

-13.2 

800-442-8299 

I  .7 

2.6 

0.3 

7.1 

5.1 

BBBBB 

Low 

NA 

-11 

12 

NA 

Low 

I  98 

16.7 

III  98 

-15.1 

1.2 

13.1 

8.3 

14.0 

9.9 

OBBBB 

High 

5 

-1 

21 

20 

Fannie  Mae  (3) 

Low 

IS  98 

19.5 

III  01 

-11.8 

•2 

12.5 

10.7 

14.4 

11.7 

ODBBB 

Low 

2 

4 

25 

29 

Microsoft  (5) 

Average 

1398 

24.3 

III  01 

-16.5 

800-621-2550 

■>.9 

1.5 

-0.1 

NA 

NA 

BBBBB 

Average 

2 

-7 

22 

22 

GlaxoSmithKline  (4) 

Average 

IS  99 

21.7 

I  01 

-15.0 

800-621-2550 

1.3 

18.1 

15.7 

15.5 

13.6 

BOBBB 

Low 

16 

9 

31 

23 

AOL  Time  Warner  (3) 

Average 

IS  98 

27.2 

III  01 

-20.6 

800-421-0180 

".8 

6.3 

4.2 

12.7 

10.4 

OBBBB 

High 

6 

-18 

22 

32 

Johnson  &  Johnson  (4) 

High 

IS99 

25.1 

I  01 

-20.5 

800-221-3253 

1.1 

NA 

NA 

NA 

NA 

BBOB 

Average 

1 

15 

NA 

44 

AIG  (6) 

III  00 

22.7 

III  98 

-20.2 

800-257-3336 

'  .5 

15.4 

13.0 

13.8 

11.5 

OBBBB 

High 

0 

-9 

NA 

48 

Sprint  (6) 

Average 

IS99 

31.7 

III  01 

-24.0 

800-257-3336 

I  .3 

9.6 

7.9 

18.2 

16.5 

DBBOO 

Very  Low 

3 

56 

NA 

28 

Washington  Mutual  (3) 

Average 

III  00 

20.4 

III  98 

-16.5 
-26.5 

800-257-3336 

Ti.5 

7.6 

5.5 

11.5 

10.4 

BBDBB 

Average 

3 

-7 

29 

13 

Secure  Computing  (1) 

Very  High 

IS99 

43.9 

III  01 

800-257-3336 

0.5 

9.1 

7.0 

10.1 

8.3 

BBBBB 

Average 

6 

25 

NA 

34 

Baxter  International  (4) 

Low 

IS98 

15.6 

III  98 

-7.9 

800-257-3336 

n.e 

12.4 

10.1 

14.2 

12.2 

ODBBB 

Average 

4 

-19 

26 

32 

Citigroup  (4) 

High 

IS98 

30.0 

III  01 

-19.5 

800-422-1050 

h.7 

5.7 

4.0 

10.9 

9.6 

OBBBB 

Very  Low 

4 

34 

NA 

29 

BP(4) 

Average 

IS98 

18.3 

III  98 

-16.6 

800-422-1050 

1  .3 

9.9 

8.9 

NA 

NA 

BBDBB 

Low 

0 

-5 

37 

21 

U.S.  Treas.  Bonds  08/01  (3) 

Very  Low 

II  97 

12.4 

III  01 

-7.3 

800-800-2000 

-.1 

22.0 

20.5 

NA 

NA 

DBDBB 

High 

0 

-2 

NA 

25 

Northrop  Grumman  (4) 

Average 

IS99 

36.8 

III  98 

-21.9 

800-800-2000 

i.l 

NA 

NA 

NA 

NA 

BBOB 

Average 

0 

-1 

NA 

20 

Mattel  (2) 

IS99 

29.8 

III  01 

-17.9 

800-800-2000 

■>.4 

11.6 

11.2 

NA 

NA 

ODBBB 

Average 

0 

-14 

24 

31 

Microsoft  (5) 

Average 

IS98 

20.3 

III  01 

-14.5 

800-800-2000 

12.5 

10.4 

17.1 

15.1 

BBBBO 

Average 

8 

33 

14 

34 

Fannie  Mae  07/01  (8) 

Low 

II  99 

21.7 

III  98 

-18.6 

800-432-7856 

«,7 

12.4 

10.9 

NA 

NA 

BBBBB 

High 

3 

15 

NA 

34 

Citigroup  (4) 

Low 

II  97 

17.2 

III  98 

-17.5 

888-221-4227 

1.0 

9.3 

7.4 

10.0 

8.1 

BDOBB 

Low 

9 

-23 

35 

50 

AOL  Time  Warner  (11) 

High 

IS99 

31.8 

III  01 

-31.7 

800-421-4339 

.0 

9.3 

6.5 

11.2 

8.5 

BBBBO 

Average 

11 

3 

22 

14 

Philip  Morris  (3) 

Very  Low 

IE  98 

8.2 

III  98 

-4.9 

800-421-0180 

>A 

7.3 

5.7 

NA 

NA 

BBBBB 

Average 

3 

-15 

24 

23 

U.S.  Treas.  Notes  08/02  (4) 

Low 

IS  98 

13.7 

III  01 

-12.5 

800-525-8085 

1.7 

10.2 

8.8 

13.1 

10.8 

BBDBB 

Low 

4 

-36 

34 

19 

Forest  Labs  (3) 

High 

IS99 

38.8 

III  01 

-35.0 

800-525-8085 

).6 

8.4 

5.9 

9.7 

7.2 

BBDBB 

Low 

1 

19 

28 

26 

J.P.  Morgan  Chase  (3; 

Low 

II  97 

13.3 

III  01 

-13.5 

800-525-8085 

1.2 

13.5 

11.4 

17.1 

14.4 

DBBDB 

Average 

3 

15 

17 

43 

Citigroup  (5) 

Average 

III  00 

22.8 

III  98 

-18.2 

800-525-8085 

3.2 

-0.7 

-3.5 

5.3 

2.1 

BOBBB 

High 

0 

-133 

42 

43 

AOL  Time  Warner  (5) 

Very  High 

IS01 

34.5 

III  01 

-43.2 

800-525-8085 

19 

12.9 

10.1 

10.0 

7.9 

BDBDB 

High 

1 

7 

41 

47 

Pfizer  (7) 

Average 

I  98 

16.9 

I  01 

-22.9 

800-525-8085 

'1.7 

21.1 

18.8 

18.0 

15.8 

BDOBB 

Low 

5 

19 

24 

47 

Harrah's  Entertainment  (8) 

Low 

IS  99 

25.6 

III  01 

-24.1 

800-525-8085 

3.8 

11.4 

8.6 

14.0 

11.7 

BBDBB 

Average 

14 

-29 

23 

26 

Province  Healthcare  (2) 

High 

IS  99 

46.7 

III  01 

-28.7 

800-525-8085 

3.3 

7.9 

6.2 

14.1 

11.7 

BDOBB 

Average 

4 

27 

24 

24 

Flextronics  International  (3) 

Very  High 

IS99 

66.8 

III  01 

-41.4 

800-525-8085 

'3.7 

8.5 

7.8 

NA 

NA 

BBDBB 

Low 

9 

16 

NA 

38 

Bellsouth  (4) 

Very  High 

IS  99 

62.2 

III  01 

-41.4 

800-525-8085 

3.3 

6.0 

4.6 

9.4 

8.0 

BBBBB 

Average 

6 

9 

17 

26 

Fannie  Mae  Benchmark  Notes  (3)  Very  Low 

II  97 

11.9 

III  99 

-8.4 

800-525-8085 

3.2 

13.0 

10.7 

13.1 

11.0 

BBDBB 

Low 

16 

-1 

20 

21 

Philip  Morris  (3) 

Low 

IS  98 

17.3 

III  01 

-10.2 

800-421-0180 

NA 

NA 

NA 

NA 

NA 

D 

Low 

NA 

0 

19 

NA 

IS01 

20.3 

III  01 

-20.6 

800-776-0179 

NA 

NA 

NA 

NA 

B 

Very  Low 

NA 

-2 

24 

NA 

IS01 

11.1 

III  01 

-15.4 

800-776-0179 

NA 

NA 

NA 

NA 

B 

Very  Low 

NA 

-13 

25 

NA 

IS01 

10.6 

III  01 

-14.7 

800-776-0179 

9.5 

7.4 

11.1 

9.0 

BDBDB 

Average 

2 

-11 

44 

43 

AOL  Time  Warner  (10) 

High 

IS  98 

28.4 

III  01 

-25.8 

800-525-3713 

NA 

NA 

NA 

NA 

DBBB 

High 

14 

-4 

34 

28 

Citigroup  (3) 

IS  98 

19.1 

III  01 

-5.6 

800-525-3713 

NA 

NA 

NA 

NA 

BDDD 

Average 

20 

-16 

36 

31 

Tyco  International  (4) 

IE  99 

42.1 

III  01 

-19.5 

800-525-3713 

NA 

NA 

NA 

NA 

OOBD 

Low 

9 

-44 

35 

46 

AOL  Time  Warner  (7) 

IS  99 

41.8 

III  01 

-18.7 

800-525-3713 

9.0 

8.1 

NA 

NA 

BDBDB 

Low 

10 

-33 

47 

47 

AOL  Time  Warner  (11) 

Average 

IE98 

27.7 

III  01 

-24.8 

800-525-3713 

10.3 

9.8 

NA 

NA 

BBDDB 

Average 

19 

-33 

31 

24 

NTT  DoCoMo  (4) 

Average 

IS  99 

58.5 

III  01 

-20.4 

800-525-3713 

11.1 

10.3 

NA 

NA 

BDOBB 

Average 

13 

-18 

36 

29 

NTT  DoCoMo  (4) 

Average 

IS99 

42.2 

III  01 

-20.5 

800-525-3713 

12.9 

11.2 

NA 

NA 

BOBBB 

Average 

8 

-5 

31 

35 

Fannie  Mae  4.75%  (3) 

Very  Low 

IS  98 

18.8 

III  01 

-5.9 

800-525-3713 

Data:  Standard  &  Poor's 


BusinessWeek  /  January  28,  2002  77 


MUTUAL  FUND  SCOREBOARD 


FUND 


OVERALL  RATING 


CATEGORY 


RATING       SIZE 


FEES 


2001  RE 


(COMPARES  RISK-ADJUSTED  PERFORMANCE 
OF  EACH  FUND  AGAINST  ALL  FUNDS) 


(COMPARES  RISK-ADJUSTED  PERFORMANCE 
OF  FUND  WITHIN  CATEGORY) 


ASSETS 
SMIL. 


%CHG. 
2000-2001 


SALES 
CHARGE  (%) 


EXPENSE 
RATIO  (%) 


PRE- 
TAX 


JANUS  CORE  EQUITY  (u) 
JANUS  ENTERPRISE 
JANUS  GLOBAL  LIFE  SCIENCES 
JANUS  GLOBAL  TECHNOLOGY 
JANUS  GROWTH  &  INCOME 


A 
D 


Large-cap  Growth 
Mid-cap  Growth 
Health 
Technology 
Large-cap  Growth 


A 
D 


788.7 
3227.1 
2442.6 
2522.1 
6983.9 


-17 
-47 
-37 
-55 
-17 


No  load 
No  load 
No  load 
No  load 
No  load 


0.93 
0.88 
0.94 
0.90 
0.88 


-12.1 
-39.9 
-18.1 
^W.O 
-14.4 


JANUS  MERCURY 

JANUS  OLYMPUS 

JANUS  ORION 

JANUS  OVERSEAS 

JANUS  SPECIAL  SITUATIONS 


C 
B+ 


All-cap 
All-cap 

Large-cap  Blend 
Foreign 
Large-cap  Growth 


C 
C 

B+ 
B+ 


8389.6 
33J7.3 
662.0 
5257.8 
1024.6 


-38 
-47 
-25 
-37 

-28 


No  load 
No  load 
No  load 
No  load 
No  load 


0.88 
0.90 
1.12 
0.88 
0.94 


-29.8 
-32.1 
-14.7 
-23.1 
-16.0 


JANUS  STRATEGIC  VALUE  Large-cap  Blend 

JANUS  TWENTY  C  Large-cap  Growth 

JANUS  VENTURE  D  Small-cap  Growth 

JANUS  WORLDWIDE  A  C  World 

LEGG  MASON  EQ.  TR.  SPECIAL  INVMNT.  PRIM.  B  Small-cap  Blend 


C 
C 
B 
B 


2066.1 
15300.3 

1100.3 
21449.7 

2118.6 


-27 
-42 
-25 
-37 
-5 


No  load 
No  load 
No  load 
No  load 
No  load 


0.99 
0.85 
0.86 
0.86 
1.79t 


-11.7 
-29.2 
-11.9 
-22.9 
2.3 


LEGG  MASON  EQ.  TR.  VALUE  PRIM.  A  A 
LEGG  MASON  INV.  TR.  OPPORTUNITY  TR.  PRIM. 

LIBERTY  A  C 

LIBERTY  ACORN  INTERNATIONAL  Z  (V)  C- 

LIBERTY  ACORN  Z  (w)  X  A 


Large-cap  Blend 
All-cap 

Domestic  Hybrid 
Foreign 
Small-cap  Value 


C- 

B 

B+ 


9706.6 
1661.9 
795.1 
1675.2 
3992.0 


-10 
72 

-4 

-31 

10 


No  load 
0.00** 
5.75** 
No  load 
No  load 


1.68t 

1.98t 

I.IOt 

1.05 

0.83 


-9.3 

1.9 

-9.5 

-21.1 

6.1 


LIBERTY  GROWTH  &  INCOME  B 
LIBERTY  UTILITIES  A 
LONGLEAF  PARTNERS  X 
LONGLEAF  PARTNERS  INTERNATIONAL 
LONGLEAF  PARTNERS  SMALL  CAP  X 


A 
A 
A 


Large-cap  Value 
Utilities 

Large-cap  Value 
Foreign 
Small-cap  Value 


A 
A 
A 


915.4 
680.9 

4166.0 
775.2 

1618.5 


12 
52 
17 
102 
25 


0.00* 
4.75* 
No  load 
No  load 
No  load 


2.07T 
1.15T 

0.93 
1.79 
0.98 


-1.2 
-8.6 
10.3 
10.5 
5.4 


LORD  ABBETT  AFFILIATED  A  B+  Large-cap  Value 

LORD  ABBETT  DEVELOPING  GROWTH  A  C-  Small-cap  Growth 

LORD  ABBETT  MID  CAP  VALUE  A  A  Mid-cap  Value 

MAINSTAY  CAPITAL  APPRECIATION  B  X  C-  Large-cap  Growth 

MAINSTAY  EQUITY  INDEX  A  B  Large-cap  Blend 


B 
C 
B+ 

C 
C 


10041.1 

982.2 

1148.4 

2027.1 

948.7 


1 
-17 
126 
-31 
-16 


5.75** 
5.75** 
5.75** 
0.00** 
3.00** 


0.79t 
1.1  It 

1.35t 
1.74t 
0.92t 


-7.9 

-7.0 

8.0 

-24.5 

-12.8 


-11. 


-9.' 

■ 

-io.i 

-21 J 

5. 


-2.1 
-11. 
9.1 

8." 


MAINSTAY  TOTAL  RETURN  B  X 
MAINSTAY  VALUE  B 
MAIRS  &  POWER  GROWTH  X 
MANAGERS  SPECIAL  EQUITY  X 
MARSICO  FOCUS 


C 

c 

A 
C 


Domestic  Hybrid 
Large-cap  Value 
Mid-cap  Value 
Small-cap  Blend 
Large-cap  Blend 


C- 
D 


1159.6 

746.7 

656.3 

2159.2 

1421.0 


-21 

-5 

20 

9 

-38 


0.00** 
0.00** 
No  load 
No  load 
No  load 


1.88t 

1.95t 

0.78 

1.26 

1.30T 


-12.6 

-2.4 

6.5 

-8.1 

-20.8 


MARSICO  GROWTH  &  INCOME  Large-cap  Blend 

MASSACHUSETTS  INVESTORS  GROWTH  STK.  A  B+  Large-cap  Growth 

MASSACHUSETTS  INVESTORS  TRUST  A  C  Large-cap  Blend 

MERCURY  HW  INTL.  VALUE  I  (X)X  C  Foreign 

MERGER  X  A  Domestic  Hybrid 


B+ 
C- 

B+ 

A 


599.6 
8398.2 
5765.1 

615.6 
1060.7 


-26 

-9 

-23 

-49 

-8 


No  load 
5.75** 
5.75** 
5.25** 

No  load 


1.33t 

0.85t 

0.87t 

1.06 

1.34t 


-20.3 
-24.8 
-16.2 
-12.8 
2.0 


-13. 


-20/ 
-24.1 
-16.! 

-14.: 

0.! 


MERIDIAN  VALUE  A 

MERRILL  LYNCH  BALANCED  CAPITAL  B  C 

MERRILL  LYNCH  BASIC  VALUE  B  B 

MERRILL  LYNCH  FUNDAMENTAL  GROWTH  B  B 

MERRILL  LYNCH  GLOBAL  ALLOCATION  B  X  B+ 


Small-cap  Value 
Domestic  Hybrid 
Large-cap  Value 
Large-cap  Growth 
International  Hybrid 


A 

C- 

B 

B+ 

B+ 


989.9 
1341.0 
2496.4 
2271.8 
2645.8 


401 
-30 
-14 
-19 
-25 


No  load 
0.00* 
0.00* 
0.00* 
0.00* 


1.10 
1.61 1 
1.57t 

1.81t 
1.90t 


11.7 

-5.9 

-1.5 

-20.2 

1.0 


MERRILL  LYNCH  GLOBAL  GROWTH  B  World 

MERRILL  LYNCH  GLOBAL  VALUE  B  C  World 

MERRILL  LYNCH  MASTER  SMALL  CAP  VALUE  B   A  Small-cap  Growth 

MFS  CAPITAL  OPPORTUNITIES  A  C  Large-cap  Blend 

MFS  EMERGING  GROWTH  A  D  Large-cap  Growth 


A 
C- 

F 


929.4 

919.7 

841.7 

2605.0 

4636.6 


-47 
-36 
66 
-10 
-29 


0.00** 
0.00** 
0.00** 
5.75** 
5.75** 


1.95t 
1.92t 
2.06t 
1.1  It 

1.09t 


-27.1 
-14.6 
29.3 
-24.9 
-25.8 


MFS  GROWTH  OPPORTUNITIES  A 
MFS  MID  CAP  GROWTH  A 
MFS  NEW  DISCOVERY  A    Q. 
MFS  RESEARCH  A  X 
MFS  STRATEGIC  GROWTH  A 


C- 
C 

c- 

B 


Large-cap  Growth 
Mid-cap  Growth 
Small-cap  Growth 
Large-cap  Blend 
Large-cap  Growth 


D 

B 

D 
B+ 


696.1 
1164.0 
1091.4 
2411.1 
1146.8 


-36 
96 
39 

-26 
4 


5.75** 
5.75** 
5.75** 
5.75** 
5.75** 


0.80t 
1.26t 
1.52t 
0.99t 
1.37t 


-24.7 
-19.9 
-5.1 
-21.6 
-25.1 


MFS  TOTAL  RETURN  A 

MFS  UTILITIES  B 

MFS  VALUE  A  (y) 

J.P.  MORGAN  DISCIPLINED  EQUITY  INSTL.  (z) 

J.P.  MORGAN  GROWTH  &  INC.  A  (aa) 


B 
A 


Domestic  Hybrid 
Utilities 

Large-cap  Value 
Large-cap  Blend 
Large-cap  Value 


B+ 

B 
A 

D 


4344.8 

958.1 

1199.2 

1123.9 

876.5 


25 
-11 
452 
-20 
-17 


4.75** 
0.00** 
5.75** 
No  load 
5.75 


0.88t 

1.73t 

1.21t 

0.45 

1.30t 


-0.6 
-25.6 

-7.8 
-11.7 
-13.5 


MPAM  INCOME  STOCK  (ab) 
.MPAM  LARGE  CAP  STOCK  (ac) 
MPAM  MID  CAP  STOCK  (ad) 
MS  AGGRESSIVE  EQUITY  B  (ae) 
MS  AMERICAN  OPPORTUNITY  B  (af)  X 


Large-cap  Blend 
Large-cap  Blend 
Mid-cap  Blend 
Large-cap  Growth 
Large-cap  Growth 


598.6 

1820.6 

860.4 

747.1 

6307.2 


-28 
-23 
15 
-46 
-39 


No  load 
No  load 
No  load 
0.00** 
0.00** 


0.77 

0.75 

0.85 

1.94t 

1.28t 


-9.7 
-13.2 

-1.9 
-30.7 
-27.3 


MS  BEST  IDEA  B  (ag) 

MS  DIVIDEND  GROWTH  SECS.  B  (ah) 

MS  EUROPEAN  GROWTH  B  (ai) 

MS  GLOBAL  DIVIDEND  GROWTH  SECS. 

MS  GLOBAL  UTILITIES  B  (ak) 


B  (aj) 


C 
C 
C 


World 

Large-cap  Value 
Europe 
World 
Utilities 


C- 
B+ 

C 


773.0 

10010.6 

1329.3 

1679.9 

629.9 


-45 
-14 
-37 
-22 
-34 


0.00** 
0.00** 
0.00** 
0.00** 
0.00** 


1.82t 
1.42t 
2.05t 
1.90t 
1.74t 


-24.6 
-9.2 

-18.4 
-7.2 

-24.3 


-11 J 
-13.! 
-2.0 
-30.7 
-27.5 


-24.61 
-10.31 

-18.6' 

-7.4 1 

-24.71 


"Includes  redemption  fee.  "Includes  deferred  sales  charge.  tl2(b)-l  plan  in  effect.  NA=Not  available.  NM=Not  meaningful, 
(u)  Formerly  Janus  Equity  Income  Fund,  (v)  Formerly  Acorn  Invest  Trust:  International,  (w)  Formerly  Acorn  Invest  Trust:Acorn  Fund,  (x)  Formerly  Hotchkis  &  Wiley  Fds:  Internatiorl 
Formerly  MFS  Equity  Income  Fund/A.  (z)  Formerly  J.P.  Morgan  Institutional  Disciplined  Equity  Fd.  (aa)  Formerly  Chase  Vista  Growth  and  Income  Fund/A.  (ab)  Formerly  MPAM  Irl 
Fund,  (ac)  Formerly  MPAM  Large  Cap  Stock  Fund,  (ad)  Formerly  MPAM  Mid  Cap  Stock  Fund,  (ae)  Formerly  Morgan  Stanley  Dean  Witter  Aggressive  Eqty./B.  (af)  Formerly  Morgan  Si 
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Equity  Funds 


ANNUAL  TOTAL  RETURNS  (%)    HISTORY     PORTFOLIO  DATA 


RISK 


TELEPHONE 


5  YEARS 

10  YEARS 

RESULTS  VS 

TURNOVER   T.A.SH  IINTAXFn 

P/E 

top  in 

LARGEST  HOLDING 

LEVEL 

BEST 

WORST 

PRETAX  AFTERTAX 

PRETAX  AFTERTAX 

ALL  FUNDS 

% 

GAINS  % 

RATIO  STKS .% 

COMPANY  (%  ASSETS) 

QTR 

%RET 

QTR 

%RET 

15.8 

14.5 

NA 

NA 

DDBBB 

High 

6 

-9 

30 

28 

Citigroup  (6) 

Low 

1598 

26.6 

III  01 

-14.5 

800-525-3713 

6.5 

5.4 

NA 

NA 

□DDQD 

Low 

4 

-122 

50 

34 

Ebay  (5) 

Very  High 

1599 

57.9 

I  01 

-32.7 

800-525-3713 

NA 

NA 

NA 

NA 

noa 

High 

16 

-24 

44 

32 

Baxter  International  (4) 

IS  99 

31.3 

I  01 

-26.3 

800-525-3713 

NA 

NA 

NA 

NA 

DBB 

Low 

17 

-79 

59 

24 

Microsoft  (5) 

1599 

74.0 

III  01 

-36.2 

800-525-3713 

9 

15.8 

14.3 

14.4 

12.7 

DDBBD 

Low 

7 

0 

34 

29 

Citigroup  (4) 

Average 

IS  99 

29.2 

III  01 

-15.9 

800-525-3713 

13.5 

11.5 

NA 

NA 

DDDBB 

Average 

7 

-56 

40 

39 

Nokia  (7) 

High 

IS99 

42.7 

I  01 

-24.3 

800-525-3713 

16.2 

15.6 

NA 

NA 

BDDBB 

Average 

3 

-35 

46 

31 

Goldman  Sachs  Group  (4) 

High 

IS99 

51.7 

I  01 

-26.3 

800-525-3713 

- 

NA 

NA 

NA 

NA 

□ 

Average 

24 

-76 

41 

49 

Fannie  Mae  (7) 

IS01 

22.8 

13  00 

-27.2 

800-525-3713 

9.8 

9.0 

NA 

NA 

DBDBB 

Average 

5 

-11 

28 

26 

Tyco  International  (5) 

High 

IS99 

60.6 

III  01 

-20.8 

800-525-3713 

14.1 

12.7 

NA 

NA 

OBDBD 

Average 

8 

-21 

26 

49 

Viacom  (7) 

Average 

IS  98 

28.5 

III  01 

-25.6 

800-525-3713 

NA 

NA 

NA 

NA 

B 

Average 

7 

-13 

24 

44 

El  Paso  (8) 

IS01 

16.9 

III  01 

-22.3 

800-525-3713 

12.2 

10.9 

11.8 

9.9 

BDDBB 

Low 

38 

-9 

34 

61 

AOL  Time  Warner  (13) 

High 

IS99 

38.4 

15  00 

-25.4 

800-525-3713 

9.8 

6.8 

10.4 

7.6 

BBDBB 

Average 

10 

-3 

NA 

27 

Enzon  (4) 

Very  High 

IS  99 

82.8 

1300 

-30.2 

800-525-3713 

9 

9.8 

8.8 

13.6 

12.4 

BBDBD 

Average 

8 

-11 

28 

27 

NTT  Docomo  (5) 

Average 

IS99 

42.1 

III  01 

-20.8 

800-525-3713 

• 

12.9 

11.1 

13.7 

12.2 

BBBDD 

Low 

1 

26 

25 

51 

Republic  Services  A  (8) 

Average 

IS  98 

40.1 

III  01 

-26.3 

800-368-2558 

• 

16.7 

15.0 

18.2 

16.8 

DDBBB 

Average 

2 

5 

25 

49 

United  Health  Group  (7) 

Average 

1398 

35.9 

III  01 

-20.0 

800-368-2558 

M 

NA 

NA 

NA 

NA 

BD 

Low 

1 

-7 

NA 

46 

Cabletron  Systems  (8) 

IS01 

22.8 

III  01 

-29.5 

800-368-2558 

9 

6.8 

4.3 

10.2 

7.7 

BBDBB 

Low 

4 

1 

22 

20 

Fannie  Mae  6.5%  (3) 

Low 

II  97 

15.6 

I  01 

-8.8 

800-426-3750 

'.5 

5.5 

4.0 

NA 

NA 

BBDBD 

Average 

15 

-5 

NA 

26 

Serco  Group  (2) 

Average 

IS  99 

41.6 

III  01 

-18.8 

800-922-6769 

LI 

15.6 

13.0 

16.6 

14.2 

BDBBD 

Low 

7 

35 

16 

20 

AmeriCredit  (3) 

Low 

IS  99 

21.9 

III  98 

-19.5 

800-922-6769 

5 

15.0 

12.5 

NA 

NA 

DBQOB 

High 

2 

9 

16 

32 

Aetna  (4) 

Low 

IS98 

21.4 

III  98 

-14.2 

800^26-3750 

!  i 

14.0 

11.3 

12.5 

10.3 

BBDDB 

High 

1 

4 

13 

41 

AT&T  (6) 

Very  Low 

IS  97 

14.6 

I  99 

-5.4 

800-426-3750 

18 

14.8 

11.8 

17.3 

14.6 

BBBDO 

Low 

6 

11 

21 

59 

Marriott  International  (9) 

Low 

IS98 

18.5 

III  98 

-18.4 

800-445-9469 

'    .3 

NA 

NA 

NA 

NA 

BDO 

Average 

10 

-1 

NA 

58 

Nippon  Fire  &  Marine  (9) 

II  99 

15.7 

III  01 

-7.7 

800^145-9469 

8 

12.5 

10.6 

14.0 

12.4 

BBBDD 

Low 

19 

4 

14 

62 

Fleming  (7) 

Low 

IS  98 

14.5 

III  98 

-13.4 

800-445-9469 

.3 

12.2 

9.7 

14.0 

11.1 

BBDDB 

Average 

0 

16 

29 

23 

Exxon  Mobil  (4) 

Low 

IS  98 

17.1 

III  01 

-14.0 

800-201-6984 

.4 

8.4 

7.4 

11.9 

9.7 

DDBBB 

Low 

0 

7 

29 

17 

Timberland  (2) 

High 

IS  98 

28.3 

III  01 

-22.5 

800-201-6984 

8 

17.7 

14.8 

15.8 

12.7 

DBBOD 

Average 

0 

16 

50 

30 

Boston  Scientific  (4) 

Low 

II  99 

17.6 

III  98 

-17.3 

800-201-6984 

5 

7.1 

5.7 

10.9 

10.0 

BOBDB 

Low 

3 

12 

35 

35 

Tyco  International  (4) 

High 

IS  98 

26.9 

I  01 

-20.1 

800-624-6782 

6 

10.5 

9.8 

12.8 

11.9 

DDBDB 

Low 

0 

8 

30 

24 

General  Electric  (4) 

Average 

13  98 

25.3 

III  01 

-14.9 

800-624-6782 

9 

7.3 

5.4 

8.6 

7.2 

BBDBB 

High 

2 

12 

35 

18 

Tyco  International  (2) 

Low 

1398 

16.9 

I  01 

-11.6 

800-624-6782 

7 

5.5 

3.8 

10.6 

8.9 

BBDBB 

High 

3 

2 

21 

34 

Citigroup  (4) 

Average 

II  99 

13.2 

III  98 

-16.6 

800-624-6782 

4 

15.2 

13.9 

17.3 

16.0 

BDDDD 

Very  Low 

0 

36 

19 

46 

TCF  Financial  (5) 

Low 

II  97 

19.0 

III  98 

-13.2 

800-304-7404 

i.O 

11.5 

10.4 

14.4 

12.6 

BDDBB 

Average 

10 

2 

19 

16 

Clipper  Fund  (2) 

High 

1399 

35.9 

III  01 

-23.7 

800-835-3879 

[.4 

NA 

NA 

NA 

NA 

DDBD 

High 

4 

-8 

28 

45 

Citigroup  (5) 

13  99 

34.8 

I  01 

-18.6 

888-860-8686 

1.6 

NA 

NA 

NA 

NA 

DODD 

High 

1 

0 

26 

41 

Microsoft  (5) 

1399 

35.0 

III  01 

-17.5 

888-860-8686 

:.2 

15.0 

12.7 

13.7 

10.4 

DDBBB 

Very  High 

5 

-29 

29 

22 

Tyco  International  (4) 

Average 

1399 

28.2 

III  01 

-21.6 

800-225-2606 

1.3 

7.6 

6.5 

11.5 

8.8 

DBDBD 

Average 

12 

1 

23 

25 

General  Electric  (4) 

Low 

1398 

18.6 

III  01 

-13.7 

800-225-2606 

.1 

4.3 

2.6 

9.2 

7.8 

BDBBB 

Low 

4 

-5 

NA 

26 

Nintendo  (4) 

Low 

1398 

15.5 

III  98 

-18.4 

800-637-3863 

1 

10.6 

8.4 

10.7 

8.5 

DDBDD 

Very  High 

1 

-9 

18 

78 

Heller  Financial  (10) 

Very  Low 

13  98 

7.3 

III  98 

-6.0 

800-343-8959 

.6 

25.0 

22.9 

NA 

NA 

BBBDD 

Average 

0 

10 

29 

28 

Waste  Management  (4) 

Low 

II  99 

25.0 

III  98 

-17.5 

800-446-6662 

9 

5.6 

3.5 

8.5 

6.1 

BDBBB 

Average 

1 

12 

26 

18 

SPX  (2) 

Low 

1398 

10.8 

III  98 

-11.7 

800-637-3863 

9 

9.4 

7.0 

12.3 

10.3 

BBDBB 

Low 

3 

24 

26 

27 

Citigroup  (4) 

Low 

II  97 

14.2 

III  01 

-14.3 

800-637-3863 

.1 

11.7 

10.1 

NA 

NA 

DDBBD 

High 

6 

-12 

35 

38 

Lowes  Companies  (5) 

Average 

IS  98 

27.1 

I  01 

-15.1 

800-637-3863 

.7 

8.6 

5.8 

10.6 

8.1 

DBBBD 

Average 

8 

1 

24 

9 

Security  Capital  Group  (1) 

Very  Low 

II  99 

12.2 

III  98 

-13.2 

800-637-3863 

.0 

NA 

NA 

NA 

NA 

DBDB 

High 

4 

-27 

31 

38 

Lincoln  National  (5) 

1399 

35.8 

I  01 

-17.8 

800-637-3863 

'.5 

7.5 

6.1 

NA 

NA 

BBDBD 

Low 

1 

2 

21 

50 

Lattice  Semiconductor  (9) 

Low 

1399 

19.3 

III  01 

-16.9 

800-637-3863 

M 

17.8 

15.0 

16.3 

13.7 

BBBDD 

Average 

9 

16 

23 

18 

Tech  Data  (3) 

Average 

1301 

28.1 

III  98 

-26.0 

800-637-3863 

>.o 

11.0 

9.0 

15.1 

12.4 

BDBBB 

High 

7 

-38 

22 

19 

Tyco  International  (3) 

Average 

IS99 

28.7 

III  01 

-27.8 

800-225-2606 

6 

4.5 

4.0 

NA 

NA 

BBBBB 

Low 

2 

6 

NA 

32 

Oracle  (12) 

High 

IS  99 

35.9 

III  01 

-31.5 

800-225-2606 

.6 

7.2 

4.1 

10.8 

7.7 

BDBDB 

High 

4 

-31 

27 

22 

Tyco  International  (3) 

High 

1399 

30.2 

III  01 

-24.0 

800-225-2606 

3 

15.7 

13.5 

NA 

NA 

DBBBD 

Average 

2 

-24 

14 

50 

Verisign  (11) 

High 

1399 

39.9 

III  01 

-33.0 

800-225-2606 

1 

NA 

NA 

NA 

NA 

BDBB 

Low 

7 

-5 

27 

22 

Caremark  Rx  (5) 

1399 

55.2 

III  01 

-23.9 

800-225-2606 

•9 

6.5 

5.2 

12.3 

10.4 

BBBBD 

High 

2 

-11 

22 

25 

Exxon  Mobil  (4) 

Average 

1398 

22.0 

III  01 

-19.6 

800-225-2606 

.6 

16.0 

14.8 

NA 

NA 

DDBDB 

Average 

4 

-32 

29 

22 

Tyco  International  (3) 

High 

13  99 

29.3 

III  01 

-25.4 

800-225-2606 

'.6 

10.3 

7.6 

11.4 

8.7 

BBBDB 

High 

4 

5 

17 

14 

New  Center  Asset  Trust  (2) 

Very  Low 

II  97 

9.3 

III  01 

-5.4 

800-225-2606 

-.9 

9.4 

6.9 

NA 

NA 

DBBBB 

High 

2 

-34 

15 

27 

U.S.  Treas.  Notes  (4) 

Low 

1399 

21.8 

III  01 

-17.3 

800-225-2606 

.7 

14.9 

13.5 

NA 

NA 

DBDDB 

Average 

5 

-1 

19 

22 

St.  Paul  (3) 

Low 

II  97 

13.7 

III  01 

-11.1 

800-225-2606 

.9 

NA 

NA 

NA 

NA 

DBDB 

Average 

0 

-13 

22 

26 

General  Electric  (4) 

1398 

22.9 

III  01 

-16.0 

800-521-5411 

1.1 

6.8 

4.1 

10.3 

8.1 

BBDBB 

Very  Low 

0 

5 

18 

39 

Exxon  Mobi!  (7) 

Average 

13  98 

16.6 

III  01 

-14.3 

800-521-5411 

NA 

NA 

NA 

NA 

NA 

B 

Average 

1 

28 

19 

29 

Exxon  Mobil  (4) 

1301 

8.0 

III  01 

-10.8 

800-445-1854 

NA 

NA 

NA 

NA 

NA 

B 

Average 

1 

21 

20 

27 

General  Electric  (4) 

IS01 

10.8 

III  01 

-15.4 

800-445-1854 

NA 

NA 

NA 

NA 

NA 

B 

Average 

5 

17 

17 

16 

AmerisourceBergen  (2) 

1301 

16.4 

III  01 

-15.4 

800-445-1854 

NA 

NA 

NA 

NA 

NA 

BB 

Very  High 

0 

-39 

29 

20 

Microsoft  (4) 

1399 

41.7 

I  01 

-22.3 

800-869-6397 

1.3 

10.5 

7.6 

11.5 

9.1 

DDBDB 

Very  High 

0 

-36 

28 

26 

Microsoft  (5) 

Average 

13  99 

34.9 

I  01 

-20.3 

800-869-6397 

1.5 

NA 

NA 

NA 

NA 

BBB 

Low 

0 

^1 

50 

30 

Microsoft  (3) 

1298 

19.5 

I  01 

-17.3 

800-869-6397 

14 

7.0 

5.5 

10.2 

9.0 

BBBBB 

Very  Low 

0 

56 

25 

23 

Fannie  Mae  (2) 

Low 

II  97 

15.7 

III  01 

-13.3 

800-869-6397 

'5 

6.6 

4.4 

12.5 

10.6 

DBBBD 

Average 

0 

-4 

30 

36 

GlaxoSmithKline  (6) 

Low 

IS  99 

24.9 

III  98 

-15.8 

800-869-6397 

1.9 

4.8 

2.8 

NA 

NA 

DBDBB 

Low 

0 

-3 

27 

11 

ComputerAssociates  Intl.  (1) 

Low 

IE  98 

16.6 

III  98 

-12.6 

800-869-6397 

b 

10.5 

8.5 

NA 

NA 

BDBBB 

Low 

0 

0 

17 

30 

Verizon  Communications  (4) 

Low 

I  98 

19.7 

III  01 

-12.2 

800-869-6397 

n  Opport./B.  (ag)  Formerly  Morgan  Stanley  Dean  Witter  Cmp.  Eg:Best  Idea/B.  (ah)  Formerly  Morgan  Stanley  Dean  Witter  Dividend  Gr.  Sec./B.  (ai)  Formerly  Morgan  Stanley  Dean 
an  Gr./B.  (aj)  Formerly  Morgan  Stanley  Dean  Witter  Glbl.  Div.  Gr.  Sec./B.  (ak)  Formerly  Morgan  Stanley  Dean  Witter  Glbl.  Utilities/B. 

Data:  Standard  &  Poor's 
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MUTUAL  FUND  SCOREBOARD 


FUND 


OVERALL  RATING 


CATEGORY 


RATING   SIZE 


FEES 


(COMPARES  RISK-ADJUSTED  PERFORMANCE 
OF  EACH  FUND  AGAINST  ALL  FUNDS) 


(COMPARES  RISK-ADJUSTED  PERFORMANCE 
OF  FUND  WITHIN  CATEGORY) 


2001  RETW     pn 


ASSETS 

SMIL. 


%  CHG. 
2000-2001 


SALES 

CHARGE  (%) 


EXPENSE 
RATIO  (%) 


PRE- 
TAX 


Large-cap  Growth 
Health 
Technology 
Mid-cap  Growth 
Mid-cap  Blend 


AFTE 


MS  GROWTH  B  (al) 

MS  HEALTH  SCIENCES  B  (am) 

MS  INFORMATION  B  (an) 

MS  INSTL.  MID  CAP  GROWTH  INSTL.  (ao)  X 

MS  INSTL.  MID  CAP  VALUE  INSTL.  (ap) 


C 
B  + 
C- 

B 
A 


C 

C 

C 

B+ 

B+ 


784.6 

673.8 

1079.2 

1213.6 

1232.7 


-31 

1 

-59 

-27 

-2 


0.00** 
0.00** 
0.00** 
No  load 
No  load 


1.59t 

1.57t 

1.84t 

0.61 

0.86 


-16.0 

-8.5 

-44.7 

-29.6 

-3.3 


MS  INSTL.  SMALL  CAP  VALUE  INSTL. 
MS  INSTL.  VALUE  ADV.  (ar) 
MS  MID  CAP  EQUITY  TR.  B  (as) 
MS  SAP  500  INDEX  B  (at) 
MS  STRATEGIST  B  (au)  & 


(aq)X 


C 
C 
D 


Small-cap  Blend 
Large-cap  Value 
Mid-cap  Growth 
Large-cap  Blend 
Domestic  Hybrid 


C 

c- 

D 


1133.7 

835.3 

705.6 

1532.8 

1660.8 


-2 

73 

-50 

-14 

-18 


No  load 
No  load 
0.00** 
0.00** 
0.00** 


0.86 

0.87t 

1.58T 

1.50t 

1.63t 


-6.8 

4.3 

-39.4 

-13.2 

-11.1 


MS  UTILITIES  B  (av)  JL 

MS  VALUE  ADDED  MARKET  B  (aw) 

MUNDER  NETNET  B 

MUTUAL  BEACON  Z  X 

MUTUAL  DISCOVERY  Z 


B 
B  + 

A 
A 


Utilities 

Large-cap  Value 
Technology 
Mid-cap  Value 
World 


C 
B 

B+ 

A 


1764.2 
1019.4 
635.9 
3046.7 
1909.4 


-31 
-5 

-63 

3 

-A 


0.00** 
0.00** 
0.00** 
No  load 
No  load 


1.63t 
1.59t 
2.61 1 
0.81 
1.05 


-21.8 
-3.0 

-48.6 
6.1 
1.3 


MUTUAL  QUALIFIED  Z   X 

MUTUAL  SHARES  Z  X 

NASDAQ  100  INDEX  TRACKING  STOCK 

NATIONS  MARSICO  FOCUSED  EQ  INV.  B 

NEUBERGER  BERMAN  FOCUS  INV.  (ax)  X 


B+ 
B  + 


Large-cap  Value 
Mid-cap  Value 
Large-cap  Growth 
Large-cap  Growth 
Mid-cap  Growth 


B+ 

B 


B+ 


2956.9 

5371.3 

22628.1 

662.6 

1565.1 


5 

4 

13 

-26 

1 


No  load 
No  load 
No  load 

0.00** 
No  load 


0.80 

0.78 

0.18 

2.09t 

0.83 


8.2 

6.3 

-33.4 

-19.7 

-6.7 


NEUBERGER  BERMAN  GENESIS  INV.  (ay)  A  Small-cap  Value 

NEUBERGER  BERMAN  GUARDIAN  INV.  (az)  C-  Large-cap  Value 

NEUBERGER  BERMAN  PARTNERS  INV.  (ha)  C  Large-cap  Value 

NEW  ECONOMY  A   J.  C  World 

NEW  PERSPECTIVE  AX  B  World 


B 

F 

C- 

B 

B+ 


989.5 

1949.3 

1655.2 

8086.4 

27393.8 


31 
-14 
-14 
-22 
-11 


No  load 
No  load 
No  load 
5.75** 
5.75** 


1.11 
0.84 
0.84 
0.81 1 
0.78t 


12.1 
-1.8 

-3.0 

-17.3 

-8.3 


-16. 

-8. 
-44. 
-29. 

-3 


-6. 
3 
-39.- 
-13. 
-11 


-24. 
-3 

4 
O.I 


6. 
4.: 
-33 

-19 
-7 


11. 
-2. 
-3. 
-17. 
-8. 


NEW  WORLD  A 

NICHOLAS  X 

NORTHERN  GROWTH  EQUITY 

NORTHERN  TECHNOLOGY 

NUVEEN  LARGE  CAP  VALUE  A  (tab) 


Diversified  Emerging  Markets  1 1 1 7.9  -8 

C            Large-cap  Blend  C-  3087.5  -24 

B            Large-cap  Growth  B  873.7  -24 

C-          Technology  B  637.1  -56 

B           Large-cap  Value  B  662.1  -2 


5.75** 
No  load 
No  load 
No  load 

5.75** 


1.35t 

0.72 

1.00 

1.25 

1.32t 


-4.0 
-11.0 
-16.7 
-34.5 

-2.3 


-11 

-16 

-34 

-2 


OLSTEIN  FINANCIAL  ALERT  C  A 

ONE  GROUP  LARGE  CAP  VALUE  I  C 

ONE  GROUP  MID  CAP  GROWTH  I  B+ 

ONE  GROUP  MID  CAP  VALUE  I  B+ 

OPPENHEIMER  CAPITAL  APPRECIATION  A  B 


All-cap 

Large-cap  Value 
Mid-cap  Growth 
Mid-cap  Value 
Large-cap  Growth 


B+ 

C 

B+ 

B 
B+ 


717.3 
1286.0 
1358.9 
1145.8 
3240.0 


65 

-16 

-5 

11 

5 


0.00* 
No  load 
No  load 
No  load 

5.75* 


2.18t 

0.96 

0.99 

0.96 

1.03t 


17.2 

-13.0 

-10.7 

5.0 

-12.7 


OPPENHEIMER  CAPITAL  INCOME  A  B  Domestic  Hybrid 

OPPENHEIMER  DISCOVERY  A  D  Small-cap  Growth 

OPPENHEIMER  GLOBAL  A  B+  World 

OPPENHEIMER  GLOBAL  GROWTH  &  INCOME  A  B+  World 

OPPENHEIMER  GROWTH  A  C-  Large-cap  Growth 


C 
C- 
A 
B+ 

C- 


2335.6 
825.3 
5643.7 
1266.9 
1547.5 


4 

-17 

-2 

-14 

-31 


5.75** 
5.75** 
5.75** 
5.75** 
5.75** 


0.91 1 
1.25t 

1.12t 
1.22t 
1.06t 


-0.2 
-11.6 
-11.8 
-16.3 
-24.5 


OPPENHEIMER  MAIN  STREET  GROWTH  &  INC.  A  C 
OPPENHEIMER  MULTIPLE  STRATEGIES  AX  B 

OPPENHEIMER  QUEST  BAL.  VALUE  B  A 

OPPENHEIMER  QUEST  OPP.  VALUE  AX  B 

OPPENHEIMER  QUEST  VALUE  A  C 


Large-cap  Blend 
Domestic  Hybrid 
Domestic  Hybrid 
Large-cap  Value 
Large-cap  Value 


C- 

c 

A 
C 

c- 


7277.5 

600.0 

2003.8 

1324.2 

602.5 


-6 

0 

117 

2 

7 


5.75** 
5.75** 
0.00** 
5.75** 
5.75** 


0.86t 
1.01 1 
2.06t 
1.53t 
1.56t 


-10.5 

1.7 

2.6 

-4.6 

-7.9 


OPPENHEIMER  TOTAL  RETURN  A 

PAX  WORLD  BALANCED 

PBHG  GROWTH  X 

PBHG  TECHNOLOGY  &  COMMUNICATIONS  A 

PHOENIX-ENGEMANN  CAPITAL  GROWTH  A 


C 
A 
F 
F 
D 


Large-cap  Blend 
Domestic  Hybrid 
Mid-cap  Growth 
Technology 
Large-cap  Growth 


C 
A 
F 
D 
D 


2627.8 
1162.0 
2504.0 
693.1 
1320.7 


-14 
-2 
-37 
-58 
-43 


5.75** 
No  load 
No  load 
No  load 

5.75 


0.87t 

0.90t 

1.25 

1.25 

1.06T 


-10.4 
-9.1 
-34.5 
-52.4 
-35.2 


PHOENIX-OAKHURST  BALANCED  A 
PILGRIM  INTERNATIONAL  VALUE  A 
PIMCO  GROWTH  C 
PIMCO  INNOVATION  C 
PIMCO  RENAISSANCE  C 


B 
B 
C- 
D 

A 


PIMCO  TARGET  C 

PIONEER  A  X 

PIONEER  GROWTH  SHARES  A 

PIONEER  MID  CAP  GROWTH  A  (be) 

PIONEER  MID  CAP  VALUE  A 


C 
B+ 
C 
D 

B 


Domestic  Hybrid 
Foreign 

Large-cap  Growth 
Technology 
Mid-cap  Value 

Mid-cap  Growth 
Large-cap  Blend 
Large-cap  Growth 
Mid-cap  Growth 
Mid-cap  Value 


C 
A 
C- 

C 
A 


1242.1 

1307.7 

1223.5 

734.8 

854.9 


-9 

30 

-38 

-55 

135 


5.75 

5.75** 

0.00** 

0.00** 

0.00** 


I.OOt 
1.64t 
1.90t 
2.04t 
2.00t 


1.9 

-13.3 

-29.6 

-45.5 

18.5 


B 

B+ 

C 

D 

C- 


927.8 
6089.1 
864.6 
676.8 
975.0 


-33 

-7 

-30 

-14 

8 


0.00** 
5.75** 
5.75** 
5.75** 
5.75** 


1.95t 
1-1  IT 
1.22t 
0.85t 
1-1  It 


-29.2 
-11.0 
-19.2 
-11.4 
5.6 


PIONEER  VALUE  A  (bd)  C  Mid-cap  Value 

T.  ROWE  PRICE  BALANCED  X  B+  Domestic  Hybrid 

T.  ROWE  PRICE  BLUE  CHIP  GROWTH  B  Large-cap  Growth 

T.  ROWE  PRICE  CAPITAL  APPRECIATION   X  A  Domestic  Hybrid 

T.  ROWE  PRICE  DIVIDEND  GROWTH  B  Large-cap  Blend 


D 

B 
B 
A 
B+ 


4189.6 
1788.7 
6142.5 
1360.5 
682.7 


-13 

-14 

60 

-6 


5.75** 
No  load 
No  load 
No  load 
No  load 


0.94t 

0.79 

0.91 

0.87 

0.81 


-3.1 
-A.Q 
-14.4 
10.3 
-3.6 


T.  ROWE  PRICE  EQUITY  IDX  500   X 

T.  ROWE  PRICE  EQUITY  INCOME 

T.  ROWE  PRICE  GROWTH  AND  INCOME 

T.  ROWE  PRICE  GROWTH  STOCK 

T.  ROWE  PRICE  HEALTH  SCIENCES 


B 
B  + 
B 
B  + 

A 


Large-cap  Blend 
Large-cap  Value 
Large-cap  Value 
Large-cap  Growth 
Health 


B 
B 
C 
B+ 

C 


3423.8 
9988.7 
2390.7 
4615.3 
935.8 


-17 

-3 

-23 

-15 

8 


0.00* 
No  load 
No  load 
No  load 
No  load 


0.40 
0.60 
0.77 
0.73 
0.95 


-12.2 

1.6 

-2.2 

-9.8 

-6.0 


15 

-13 

-10 

3 

-13 


-1 
-11 
-11 
-16 
-24 


-10. 
0.. 
1 
-A 
-8. 


-10 
-9 

-34 
-52 
-35 


1 

-13 

-29 

-45 

17 


-29 

-11. 

-19 

-11 

4 


-3 
-5 

-14 

8 

-4 


-12 
0 

-3 
-10 

-6 


•Includes  redemption  fee.  "Includes  deferred  sales  charge.  tl2(b)-l  plan  in  effect.  NA=Not  available.  NM=Not  meaningful. 

(al)  Formerly  Morgan  Stanley  Dean  Witter  Growth/B.  (am)  Formerly  Morgan  Stanley  Dean  Witter  Health  Sciences/B.  (an)  Formerly  Morgan  Stanley  Dean  Witter  Information/B.  (ao) 
FdS:Mid  Cap  Growth  Portfolio/lnstl.  (ap)  Formerly  MAS  Fds:Mid  Cap  Value  Portfolio/lnstl.  (aq)  Formerly  MAS  FdS:Small  Cap  Value  Portfolio/lnstl.  (ar)  Formerly  MAS  FdS:Value 
(as)  Formerly  Morgan  Stanley  Dean  Witter  Mid  Cap  Eqty  Tr/B.  (at)  Formerly  Morgan  Stanley  Dean  Witter  S&P  500  Index/B.  (au)  Formerly  Morgan  Stanley  Dean  Witter  Strategi 
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Equity  Funds 


4NNUAL  TOTAL  RETURNS  (%)    HISTORY    PORTFOLIO  DATA 


RISK 


TELEPHONE 


5  YEARS 
PRETAX  AFTERTAX 


10  YEARS 
PRETAX  AFTERTAX 


RESULTS  VS 
ALL  FUNDS 


TURNOVER  CASH  UNTAXED 
%     GAINS  % 


P/E    TOP  10 
RATIO  STKS.% 


LARGEST  HOLDING 


COMPANY  (%  ASSETS) 


LEVEL 


BEST 


WORST 


QTR     %  RET       QTR      %  RET 


8.8  5.9  NA  NA  BBBBB  Average  0  0  26 

15.4  13.0  NA  NA  00000  High  0  22  36 

12.6  10.1  NA  NA  OOOOO  High  0-153  31 

14.9  11.9  14.0  10.7  OOD0O  Average  5  -14  22 

16.0  13.7  NA  NA  D00O0  High  8  -7  23 

9.4  7.1  14.6  11.8  DO000  High  10  17  20 

8.4  6.1  NA  NA  0OOOO  Low  1  12  22 

9.6  9.5  NA  NA  ODDOO  Very  Low  NA  -67  45 

NA  NA  NA  NA  D0O0  Very  Low  NA  -4  32 

8.0  6.1  9.1  7.1  O0000  High  0  2  21 


44 
33 
22 
20 
17 


7.0 
10.7 

NA 
12.3 
11.8 

12.0 

12.1 

NA 

NA 

13.2 

14.2 

4.8 

7.6 

10.9 

12.0 


4.6 
8.8 
NA 
9.3 
9.2 

9.2 
9.4 
NA 
NA 
10.7 

13.5 
1.4 
5.0 
8.8 

10.1 


7.7  5.7  00000  Very  Low  0  29  17 

12.3  11.1  00O00  Very  Low  0  46  37 

NA  NA  BBB         Low  5  -234  34 

15.8  13.1  0OODD  Average  13  17  22 

NA  NA  00000  Average  23  11  NA 


14 
29 
NA 
NA 
18 

23 
4 
51 
21 
17 


Tyco  International  (7) 

Pfizer  (5) 

Intel  (3) 

Polycom  (3) 

Valassis  Communications  (3) 

NBTY  (2) 
Healthsouth  (5) 


Average 
Average 
Very  High 

High 
Average 


IS  98 
II  00 
1599 
1V99 
IS  98 


25.1 
23.2 
61.0 
39.2 
22.5 


I  01 

I  01 

III  01 

III  01 

III  01 


-18.5 
-21.5 
-36.8 
-27.6 
-20.6 


Microsoft  (2) 


Average 
Average 
Very  High 

Low 


15.7  12.8  0OOQD  Average  NA  22  NA  NA 

15.5  12.5  0OOOD  Average  15  20  23  22 

NA  NA  QQ         Low  0  NA  41  39 

NA  NA  D0OO  Very  Low  9  -22  25  55 

15.4  12.9  000  OO        Low  3  30  20  58 

15.3  14.3  DOOOD        Low  2  22  19  22 

10.4  7.9  OOO00  High  7  7  20  33 
12.7  9.8  0OO00  Average  2  6  21  25 
12.7  10.7  00000  Average  9-15  31  28 
13.0  11.2  OO000         Low  9  12  29  18 


Verizon  Communications  (3)         Low 
Johnson  &  Johnson  ( 1 )  Low 

AOL  Time  Warner  (8) 
Telephone  &  Data  Systems  (3)  Very  Low 
Finova  Capital  (3)  Very  Low 

Very  Low 
Very  Low 


III  97 

IVOO 
1299 
IV98 
12  99 

1297 
1298 
1299 
1298 
12  99 


18.3 
15.7 
62.2 
21.1 
12.4 

13.2 
16.5 
79.4 
12.6 
14.2 


III  01  -19.5 

III  98  -19.1 

III  01  -40.4 

III  01  -15.0 

I  01  -11.3 


800-869-6397 
800-869-6397 
800-869-6397 
800-354-8185 
800-354-8185 

800-354-8185 
800-354-8185 
800-869-6397 
800-869-6397 
800-869-6397 


III  01 
III  98 
III  01 
III  98 
III  98 


-11.4 
-14.1 
^7.7 
-17.5 
-19.4 


800-869-6397 
800-869-6397 
800-468-6337 
800-342-5236 
800-342-5236 


Federated  Department  Stores  (3) 
Microsoft  (11) 
General  Electric  (7) 
Citigroup  (9) 


High 


11  99 
1298 
1299 
1299 

12  98 


13.4 
13.3 
53.9 
32.9 
34.5 


Aptargroup  (3)  Low  III  97  20.1 

S&P  500  Futures  (4)  Average  1298  23.1 

Citigroup  (3)  Average  1298  16.4 

Berkshire  Hathaway  A  (5)  Average  1299  27.2 

Astrazeneca  (3)  Low  12  99  22.2 


III  98 
III  98 
III  01 
I  01 
III  01 

III  98 
III  98 
III  01 
III  01 
III  01 


-17.7 
-17.0 
-36.6 
-18.0 
-29.2 

-16.4 
-26.2 
-15.9 
-25.2 
-15.0 


800-342-5236 
800-342-5236 
800-537-3929 
800-321-7854 
800-366-6264 

800-366-6264 
800-366-6264 
800-366-6264 
800-421-0180 
800-421-0180 


NA 

6.7 

10.7 

15.1 

11.1 

22.6 
8.2 
16.9 
14.0 
13.9 


NA 
4.4 
8.7 
12.0 
9.3 


NA 
10.0 
NA 
NA 
NA 


NA 
7.8 
NA 
NA 
NA 


SB 
DBBBB 
00000 
00000 

0OO0B 


Low  11 

Average  1 

Average  0 

High  0 

High  NA 


-25 

30 

9 

-157 
11 


20 
25 
24 
119 
NA 


20 
27 
26 
48 
NA 


Petrobras  (2) 

Mercury  General  Fund  (4) 
General  Electric  (3) 
Electronic  Arts  (7) 


Average 

Average 

Very  High 

Low 


1299 
1298 
1298 
1299 
12  98 


25.2 
19.3 
24.8 
65.2 
15.7 


III  01 
III  01 
III  01 
12  00 
III  98 


-18.3 
-16.0 
-15.8 
^»3.8 
-16.6 


800-421-0180 
800-227-5987 
800-595-9111 
800-595-9111 
800-257-8787 


18.7 
6.7 
14.2 
11.0 
12.0 


9.4 

4.6 

14.8 

16.7 

5.2 


6.8 

3.3 

12.3 

14.8 

3.5 


NA  NA  D00DO 

9.9  7.9  00O00 

14.8  12.0  BDBBB 

13.6  10.9  00000 

14.3  12.1  BBBBB 

11.1  8.7  0O0O0 

9.2  7.8  O00O0 

12.5  10.2  BBDBB 

13.8  11.7  BBDBB 

9.9  7.7  BBBBB 


Average  5 

High  0 

Average  1 

High  4 

Low  13 


6 

2 

-2 

12 


20 
18 
24 
24 
25 


20 
29 
20 
17 
25 


Triquint  Semiconductor  (2)  Average 

Exxon  Mobil  (6)  Average 

Genzyme  (3)  High 

Telephone  &  Data  Systems  (2)      Low 
AOL  Time  Warner  (5)  Average 


1298 
1298 
1298 
1298 
12  99 


27.7 

15.5 
39.9 
16.0 
28.9 


III  01 
III  01 
III  01 
III  98 
III  01 


-22.1 
-16.5 
-21.0 
-13.6 
-19.9 


800-799-2113 
800-480-41 1 1 
800-480-41 1 1 
800-480-4111 
800-525-7048 


Average  4        16  17  22  Philip  Morris  (4)                          Low 

Average  17        -9  24  14  Webex  Communications  (2)        High 

Low  5          6  28  23  Cadence  Design  Systems  (4)  Average 

Average  1      -19  22  38  National  Semiconductor  (7)  Average 

Average  0-13  29  40  Kohls  (5)                                      High 


11  97 
1299 
1299 
1299 

12  99 


11.3 
59.4 
36.4 
32.5 
30.2 


III  01 
III  01 
III  01 
III  01 
1200 


-11.4 
-23.6 
-17.8 
-25.0 
-25.6 


800-525-7048 
800-525-7048 
800-525-7048 
800-525-7048 
800-525-7048 


8.9 

7.4 

15.0 

13.1 

BBBBB 

Average 

5 

3 

23 

20 

General  Electric  (3) 

Average 

1298 

22.1 

III  01 

-11.5 

800-525-7048 

8.6 

6.0 

10.3 

7.9 

BBBBD 

Low 

12 

13 

24 

12 

IBM  (2) 

Very  Low 

1298 

11.2 

III  01 

-11.0 

800-525-7048 

15.1 

13.0 

NA 

NA 

OOOOO 

High 

11 

-2 

20 

34 

Freddie  Mac  (6) 

Very  Low 

1298 

21.3 

III  99 

-6.0 

800-525-7048 

8.2 

6.6 

13.2 

11.9 

BBBBB 

Average 

9 

12 

19 

37 

Freddie  Mac  (8) 

Low 

1298 

12.6 

III  98 

-13.0 

800-525-7048 

7.6 

6.4 

12.1 

10.6 

BBBDB 

Average 

9 

13 

20 

40 

Freddie  Mac  (7) 

Low 

II  97 

13.5 

III  98 

-13.6 

800-525-7048 

9.1 

7.2 

11.7 

9.5 

BBBBB 

Average 

10 

15 

23 

32 

Freddie  Mac  (5) 

Average 

1298 

18.3 

III  01 

-13.9 

800-525-7048 

11.9 

9.9 

9.8 

7.9 

BBBBB 

Low 

10 

10 

21 

25 

Peoples  Energy  (2) 

Very  Low 

1298 

14.2 

III  01 

-7.6 

800-767-1729 

-1.2 

-1.9 

11.9 

10.7 

BBDBB 

Average 

10 

-45 

40 

34 

Laboratory  Corp.  of  America  (3)  Very  High 

1299 

64.6 

1200 

-32.6 

800^133-0051 

4.7 

3.4 

NA 

NA 

BBDBB 

High 

7 

27 

56 

46 

Cisco  (8) 

Very  High 

1299  111.5 

1200 

-51.0 

800-433-0051 

1.8 

-0.4 

6.1 

3.8 

BDBBB 

Average 

7 

-15 

23 

31 

Pfizer  (5) 

High 

12  99 

26.7 

III  01 

-29.5 

800-814-1897 

9.5 

6.8 

8.6 

6.2 

BBBBD 

Average 

6 

11 

20 

19 

General  Electric  (2) 

Very  Low 

1298 

13.5 

III  01 

-7.1 

800-243-4361 

12.3 

10.9 

NA 

NA 

BBBBB 

Low 

3 

-10 

19 

27 

Imperial  Chemical  (3) 

Average 

1299 

24.5 

III  98 

-14.7 

800-992-0180 

7.2 

4.8 

8.9 

6.4 

BDBBB 

Average 

4 

-5 

24 

37 

American  Intl.  Group  (4) 

High 

1299 

38.2 

I  01 

-23.7 

800-927^*648 

12.1 

10.5 

NA 

NA 

BDDBB 

High 

15 

-131 

20 

32 

Micron  Technology  (4) 

Very  High 

1299 

79.9 

III  01 

^*6.4 

800-927-4648 

21.4 

17.9 

17.7 

15.1 

DBBDD 

High 

5 

8 

11 

40 

Ace  Limited  (5) 

Low 

1201 

21.0 

III  98 

-16.8 

800-927-4648 

12.7 

13.0 

8.5 

5.1 

9.4 


9.7 
11.7 
7.5 
2.5 
7.3 


NA 
13.7 
10.3 

8.6 
14.7 


NA 

11.8 

8.0 

6.1 

12.5 


BBDBB 
DDBBB 
DDBBB 

BBBBB 
OOOOO 


Average  8 

Low  NA 

Average  NA 

Low  NA 

Average  NA 


-3 

28 

-23 

3 

12 


23 
25 
27 
30 
25 


35 
NA 

NA 
NA 
NA 


Calpine  (5) 


High 
Low 
Average 
High 
Low 


1299 
1298 
II  97 
1299 
II  99 


52.7 
22.5 
24.1 
32.2 
13.9 


III  01 
III  01 
III  01 
III  01 
III  98 


-27.2 
-14.0 
-18.6 
-23.0 
-21.4 


800-927-4648 
800-821-1239 
800-821-1239 
800-821-1239 
800-821-1239 


5.4 

8.3 

10.5 

12.1 

9.2 


3.8 
7.1 
10.1 
9.2 
8.0 


9.9 
9.9 
NA 
12.8 
NA 


7.5 
8.2 

NA 
10.2 

NA 


BBBDB 
BBBBB 
BDBBB 
BBBBD 

DBBBB 


Very  Low  NA 

Very  Low  1 

Average  2 

Low  0 

Average  0 


28 
20 
8 
12 
21 


20 
20 
23 
13 
19 


NA 
13 
29 
42 
23 


U.S.  Treas.  Bonds  1 1/96  (3) 
Citigroup  (4) 
Amerada  Hess  (5) 
Citigroup  (3) 


Average 
Very  Low 
Average 
Very  Low 
Low 


II  97 

1298 
1298 

11  99 

12  98 


15.5 
12.2 
24.7 
10.5 
13.1 


III  98 
III  01 
I  01 
III  01 
III  01 


-22.3 
-6.9 

-17.2 
-4.1 
-9.6 


800-821-1239 
800-638-5660 
800-638-5660 
800-638-5660 
800-638-5660 


10.4  9.9  12.6  11.7  DDBBB 

10.9  8.5  14.0  11.6  BBBBD 

8.5  6.5  12.4  10.4  BBBBB 

12.2  9.2  13.4  10.8  BDBBB 

17.7  16.1  NA  NA  BBBDB 


Average  0  19  20  24  General  Electric  (4)  Average  1298  21.3  III  01  -14.7  800-638-5660 

Low  5  18  17  21  Exxon  Mobil  (3)  Low  II  99  13.3  III  99  -8.5  800-638-5660 

Average  4  28  20  23  Pfizer  (4)  Low  II  97  12.9  III  01  -10.8  800-638-5660 

Average  6  16  23  31  Citigroup  (4)  Average  1298  23.1  101  -15.0  800-638-5660 

Average  1  12  34  41  Pfizer  (6)  Average  II  01  21.4  101  -25.4  800-638-5660 


anley  Dean  Witter  Utilities/B.  (aw)  Formerly  Morgan  Stanley  Dean  Witter  Value-Added  Mkt/B.  (ax)  Formerly  Neuberger  Berman  Focus  Fund,  (ay)  Formerly  Neuberger  Berman 
tt)  Formerly  Neuberger  Berman  Guardian  Fund,  (ba)  Formerly  Neuberger  Berman  Partners  Fund,  (bb)  Formerly  Nuveen  Growth  and  Income  Stock  Fund/A.  (be)  Formerly  Pio- 
nd/A.  (bd)  Formerly  Pioneer  I  l/A. 

Data:  Standard  &  Poor's 
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MUTUAL  FUND  SCOREBOARD 

FUND                                                             OVERALL  RA 

riNG 

/IANCE 

CATEGORY                        RATING 

(COMPARES  RISK-ADJUSTED  PERFORMANCE 

SIZE 

FEES 

2001  RETt 

(COMPARES  RISK-ADJUSTED  PERFORM 

ASSETS 

%  CHG. 

SALES 

EXPENSE 

PRE- 

AF. 

OF  EACH  FUND  AGAINST  ALL  FUNDS) 

OF  FUND  WITHIN  CATEGORY) 

SMIL. 

2000-2001 

CHARGE (%) 

RATIO  (%) 

TAX 

" 

T.  ROWE  PRICE  INTL.  EUROPEAN  STOCK  X 

C 

Europe 

v           B 

843.8 

-28 

No  load 

1.02 

-20.7 

-2 

T.  ROWE  PRICE  INTL.  NEW  ASIA  X 

F 

Pacific/Asia  ex-Japan 

B 

597.8 

-26 

No  load 

1.08 

-10.0 

-1C 

T.  ROWE  PRICE  INTL.  STOCK  X 

C- 

Foreign 

C 

6582.0 

-33 

No  load 

0.84 

-22.0 

-2 

T.  ROWE  PRICE  MEDIA  &  TELECOMMUNICATIONS 

Communications 

648.7 

-20 

No  load 

0.94 

-6.9 

-i 

T.  ROWE  PRICE  MID-CAP  GROWTH 

B+ 

Mid-cap  Growth 

B+ 

6354.0 

8 

No  load 

0.85 

-1.0 

- 

T.  ROWE  PRICE  NEW  AMERICA  GROWTH 

C- 

Large-cap  Blend 

F 

1156.7 

-23 

No  load 

0.85 

-11.9 

-13 

T.  ROWE  PRICE  NEW  ERA 

C 

Natural  Resources 

B+ 

1027.6 

-5 

No  load 

0.72 

-4.4 

_t 

T.  ROWE  PRICE  NEW  HORIZONS  X 

C- 

Small-cap  Growth 

C 

5234.7 

-10 

No  load 

0.88 

-2.8 

_; 

T.  ROWE  PRICE  PERSONAL  STRATEGY  BALANCED 

B+ 

Domestic  Hybrid 

B 

651.4 

4 

No  load 

0.90 

-2.5 

-; 

T.  ROWE  PRICE  SCIENCE  &  TECHNOLOGY  X 

F 

Technology 

C- 

5272.0 

-41 

No  load 

1.09 

-41.2 

-4 

T.  ROWE  PRICE  SMALL  CAP  STOCK 

B+ 

Small-cap  Blend 

B+ 

2856.4 

38 

No  load 

0.82 

6.8 

t 

T.  ROWE  PRICE  SMALL  CAP  VALUE  X 

B+ 

Small-cap  Value 

C 

1870.5 

47 

0.00* 

0.90 

21.9 

2 

T.  ROWE  PRICE  SPECTRUM  GROWTH  X 

C 

All-cap 

C 

2308.7 

-17 

No  load 

0.83 

-7.6 

-t 

T.  ROWE  PRICE  VALUE 

■+ 

Mid-cap  Value 

B 

1277.9 

41 

No  load 

1.10 

1.6 

( 

PRUDENTIAL  EQUITY  A  X 

C 

Large-cap  Value 

D 

1563.2 

-23 

5.00 

0.62T 

-12.1 

-i: 

PRUDENTIAL  JENNISON  GROWTH  A 

C 

Large-cap  Growth 

C 

1280.8 

-28 

5.00 

0.81 1 

-18.6 

-ii 

PRUDENTIAL  STOCK  INDEX  1 

Large-cap  Blend 

1209.7 

-19 

No  load 

0.30 

-12.1 

-ii 

PRUDENTIAL  UTILITY  A 

B 

Utilities 

B 

3109.0 

-15 

5.00 

0.54T 

-19.2 

-2(, 

PRUDENTIAL  VALUE  A  X 

B 

Mid-cap  Value 

C- 

681.8 

10 

5.00 

I.IBt 

-2.9 

—4 

PUTNAM  ASSET  ALLOCATION  BALANCED  A 

C 

Domestic  Hybrid 

D 

1320.5 

0 

5.75** 

1.1  IT 

-6.4 

~1 

PUTNAM  ASSET  ALLOCATION  CONSERVATIVE  A 

B 

Domestic  Hybrid 

C 

602.6 

55 

5.75** 

1.29t 

-0.2 

—4 

PUTNAM  ASSET  ALLOCATION  GROWTH  A 

C 

Domestic  Hybrid 

D 

734.0 

-4 

5.75** 

1.25t 

-10.0 

-1C 

PUTNAM  BALANCED  RETIREMENT  A 

B+ 

Domestic  Hybrid 

B 

608.7 

28 

5.75** 

1.08t 

3.3 

i 

PUTNAM  CAPITAL  APPRECIATION  A 

C- 

All  Cap 

C- 

762.0 

-21 

5.75** 

i.oot 

-15.4 

-IE 

PUTNAM  CLASSIC  EQUITY  A 

C 

Large-cap  Value 

D 

1159.2 

5 

5.75** 

0.94t 

-6.8 

-7 

PUTNAM  EQUITY  INCOME  A 

B 

Large-cap  Value 

C 

1247.9 

16 

5.75** 

0.96T 

-1.6 

PUTNAM  EUROPE  GROWTH  A 

C 

Europe 

c 

664.9 

-29 

5.75** 

1.23T 

-22.9 

-23 

PUTNAM  FUND  FOR  GROWTH  AND  INCOME  A 

C 

Large-cap  Value 

c- 

18693.3 

-4 

5.75** 

0.81 1 

-6.4 

-7 

PUTNAM  GLOBAL  EQUITY  A 

C 

World 

B 

SI  3.4 

-7 

5.75** 

1.17T 

-22.0 

-22 

■ 

PUTNAM  GLOBAL  GROWTH  A 

D 

World 

D 

3108.8 

-37 

5.75** 

1.07T 

-29.8 

-28 

PUTNAM  GROWTH  OPPORTUNITIES  A  & 

C- 

Large-cap  Growth 

D 

1866.7 

-31 

5.75** 

0.99t 

-32.2 

-32 

PUTNAM  HEALTH  SCIENCES  A 

B 

Health 

C- 

3375.4 

-16 

5.75** 

0.96t 

-19.8 

-2C 

PUTNAM  INTERNATIONAL  GROWTH  A  X 

C 

Foreign 

A 

6415.2 

-5 

5.75** 

1.13T 

-19.8 

-1£ 

1 

PUTNAM  INTERNATIONAL  NEW  OPPORTUNITIES  A 

D 

Foreign 

D 

729.3 

-38 

5.75** 

1.48T 

-28.6 

-28 

PUTNAM  INTERNATIONAL  VOYAGER  A 

C 

Foreign 

A 

782.4 

-30 

5.75** 

1.47T 

-27.3 

-21 

• 

PUTNAM  INVESTORS  A 

c- 

Large-cap  Growth 

C- 

5073.3 

-29 

5.75** 

0.89t 

-24.8 

-2' 

PUTNAM  NEW  OPPORTUNITIES  A 

D 

Large-cap  Growth 

D 

10511.6 

-30 

5.75** 

0.89t 

-30.1 

-3( 

PUTNAM  NEW  VALUE  A 

B 

Large-cap  Value 

C 

B08.7 

63 

5.75** 

1.1  IT 

3.3 

3 

PUTNAM  OTC  EMERGING  GROWTH  A 

F 

Small-cap  Growth 

F 

1817.6 

-6A 

5.75** 

1.04t 

-46.1 

-4t 

PUTNAM  RESEARCH  A 

B 

Large-cap  Blend 

C 

1096.5 

12 

5.75** 

1.05t 

-18.9 

-IP 

■ 

PUTNAM  UTILITIES  GROWTH  AND  INCOME  A 

C 

Utilities 

C- 

828.7 

-25 

5.75** 

1.01t 

-22.5 

-23 

PUTNAM  VISTA  A 

D 

Mid-cap  Growth 

c- 

4043.4 

-30 

5.75** 

0.89t 

-33.6 

-33 

PUTNAM  VOYAGER  A 

C- 

Large-cap  Growth 

c 

15936.5 

-25 

5.75** 

0.88T 

-22.5 

-23 

PUTNAM  VOYAGER  II  A 

D 

All-cap 

F 

995.7 

-32 

5.75** 

0.99t 

-30.5 

-30 

RAINIER  CORE  EQUITY 

B 

Large-cap  Growth 

B+ 

712.4 

-18 

No  load 

1.1  It 

-13.3 

-13 

■ 

RED  OAK  TECHNOLOGY  SELECT 

Technology 

666.0 

-52 

No  load 

0.99 

-56.0 

-56 

ROYCE  LOW  PRICED  STOCK 

A 

Small-cap  Value 

A 

852.1 

819 

0.00* 

1.49t 

25.1 

25 

■ 

ROYCE  PREMIER  X 

B+ 

Small-cap  Value 

C 

748.8 

23 

0.00* 

1.20 

9.6 

9 

1 

RS  DIVERSIFIED  GROWTH  A 

A 

Small-cap  Growth 

A 

713.6 

43 

No  load 

1.51t 

1.9 

1 

• 

RS  EMERGING  GROWTH  A 

C 

Mid-cap  Growth 

B 

2461.1 

-35 

No  load 

1.29t 

-27.3 

-27 

1 

F.  RUSSELL  DIVERSIFIED  EQUITY  S  X 

c 

Large-cap  Blend 

C- 

1194.3 

-13 

No  load 

0.94 

-14.8 

-15 

F.  RUSSELL  INSTL.  EQUITY  1  1 

c 

Large-cap  Blend 

C- 

862.6 

-35 

No  load 

0.69 

-14.5 

-14 

F.  RUSSELL  INSTL.  EQUITY  2  1 

B 

Small-cap  Blend 

B 

625.3 

-10 

No  load 

0.88 

-1.9 

-2 

> 

F.  RUSSELL  INSTL.  EQUITY  Q  1  X 

B 

Large-cap  Blend 

B+ 

1060.6 

-15 

No  load 

0.68 

-10.3 

-10 

1 

F.  RUSSELL  INSTL.  INTERNATIONAL  1 

C- 

Foreign 

C 

677.8 

-36 

No  load 

1.00 

-21.8 

-21 

F.  RUSSELL  INTERNATIONAL  SECURITIES  S 

c- 

Foreign 

c 

840.6 

-18 

No  load 

1.29 

-22.0 

-22 

F.  RUSSELL  QUANTITATIVE  EQUITY  S 

B 

Large-cap  Blend 

B 

1289.6 

-9 

No  load 

0.92 

-10.6 

-10 

1 

F.  RUSSELL  REAL  ESTATE  SECURITIES  S  X 

C 

Real  Estate 

B 

636.1 

-6 

No  load 

1.16 

7.6 

5 

F.  RUSSELL  SPECIAL  GROWTH  S 

B 

Small-cap  Blend 

B 

653.6 

-A 

No  load 

1.31 

-2.3 

-2 

, 

RYDEX  OTC  INV. 

C- 

Large-cap  Growth 

C- 

1001.7 

-47 

No  load 

1.16 

-34.7 

SAFECO  EQUITY 

c 

Large-cap  Value 

D 

1088.7 

-25 

No  load 

0.89 

-9.7 

-9 

SAFECO  GROWTH  OPPORTUNITIES  X 

B 

Small-cap  Growth 

B+ 

683.6 

10 

No  load 

1.05 

22.2 

22 

SALOMON  BROTHERS  INVESTORS  VALUE  O 

B+ 

Large-cap  Value 

B+ 

655.7 

-3 

No  load 

0.73 

-4.2 

-4 

SCHWAB  1000  INVESTOR 

B 

Large-cap  Blend 

B 

4116.5 

-12 

0.00* 

0.46 

-12.3 

-12 

SCHWAB  CAPITAL  S&P  500  SELECT 

Large-cap  Blend 

3877.7 

-A 

0.00* 

0.19 

-12.0 

-12 

SCHWAB  CAPITAL  SMALL  CAP  INDEX  INV. 

C 

Small-cap  Growth 

B 

870.5 

18 

0.00* 

0.49 

-0.9 

-1 

SCHWAB  INTERNATIONAL  INDEX  SELECT 

Foreign 

643.2 

-6 

0.00* 

0.47 

-22.7 

-23 

SCUDDER  CAPITAL  GROWTH  AARP 

C 

Large-cap  Growth 

B 

1438.9 

-33 

No  load 

0.88 

-20.4 

-20 

SCUDDER  DREMAN  HI  RETURN  A  (be)  X 

B+ 

Large-cap  Value 

B 

2104.1 

27 

5.75** 

1.27 

1.2 

0 

SCUDDER  GLOBAL  S  <& 

C 

World 

C 

1005.0 

-25 

No  load 

1.33 

-16.4 

-17 

'Includes  redemption  fee.  "Includes  deferred  sales  charge 

.  tl2(b)-l  plan  in  effect.  NA=Not 

available.  NM= 

Not  meaningf 

ul. 

(be)  Formerly  Kemper  Dreman  High  Return  Fund/A. 
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4NUAL  TOTAL  RETURNS  (%) 

HISTORY 

RESULTS  VS 

PORTFOLIO  DATA 

TURNOVER  CA^H  IINTAXFn 

P/E 

TOP  10 

LARGEST  HOLDING 

RISK 

LEVEL 

BEST 

WORST 

TELEPHONE 

5  YEARS 
PRETAX  AFTERTAX 

10  YEARS 

PRETAX  AFTERTAX 

ALL  FUNDS 

% 

GAINS  % 

RATIO 

STKS.  % 

COMPANY  (%  ASSETS) 

QTR 

%RET 

QTR 

%RET 

5.5 

3.8 

9.6 

8.4 

00000 

Low 

7 

8 

15 

31 

GlaxoSmithKline  (6) 

Average 

IS99 

20.5 

I  01 

-17.1 

800-225-5132 

-7.0 

-7.2 

2.8 

2.1 

BBO00 

Average 

0 

-26 

9 

43 

Hutchinson  Whampoa  (5) 

Very  High 

1599 

42.0 

1597 

-27.1 

800-225-5132 

0.7 

-0.5 

6.1 

4.8 

BBBBB 

Low 

0 

-3 

14 

25 

Glaxosmithkline  (5) 

Average 

IS99 

24.7 

I  01 

-15.5 

800-225-5132 

NA 

NA 

NA 

NA 

ones 

High 

3 

-39 

47 

39 

Western  Wireless  (7) 

IS99 

41.6 

III  98 

-18.6 

800-638-5660 

13.7 

13.0 

NA 

NA 

0BB00 

Low 

7 

19 

21 

23 

Concord  Efs  (2) 

Average 

15  98 

26.8 

III  01 

-17.7 

800-638-5660 

4.9 

3.0 

10.1 

8.5 

BBBBB 

Average 

7 

15 

24 

30 

Waddell  &  Reed  Finl  A  (3) 

High 

1598 

27.7 

III  01 

-21.8 

800-638-5660 

6.9 

4.6 

10.0 

7.7 

BBBDB 

Low 

4 

30 

15 

29 

Exxon  Mobil  (4) 

Average 

II  99 

15.0 

III  98 

-12.4 

800-638-5660 

8.1 

6.6 

13.8 

11.2 

BBBBB 

Low 

2 

23 

28 

16 

Bisys  Group  (2) 

High 

1501 

30.2 

III  01 

-25.2 

800-638-5660 

8.3 

6.8 

NA 

NA 

□BEIBB 

Average 

5 

3 

18 

13 

U.S.  Treas.  Bonds  8/96  (3) 

Very  Low 

1598 

11.2 

III  01 

-7.1 

800-638-5660 

2.4 

0.4 

13.1 

10.6 

BDDBB 

Average 

15 

-94 

37 

51 

Verisign  (7) 

Very  High 

15  98 

47.9 

III  01 

-W.3 
-19.4 

800-638-5660 

12.2 

11.0 

14.5 

11.8 

BBBDD 

Low 

8 

16 

15 

22 

Harmon  Intl.  (2) 

Average 

1501 

19.3 

III  98 

800-638-5660 

10.6 

8.9 

14.6 

13.0 

00000 

Very  Low 

7 

27 

13 

26 

Brown  &  Brown  (4) 

Low 

II  99 

16.7 

III  98 

-20.2 

800-638-5660 

8.3 

6.1 

11.9 

9.6 

□BBBB 

Very  Low 

0 

-7 

19 

100 

T.  Rowe  Price  Intl.  Funds  (23) 

Average 

1598 

18.6 

III  01 

-15.4 

800-638-5660 

12.1 

10.1 

NA 

NA 

00000 

Average 

0 

2 

17 

18 

Honeywell  Intl.  (2) 

Low 

II  99 

15.0 

III  98 

-13.4 

800-638-5660 

6.8 

4.4 

11.9 

9.5 

00000 

Average 

2 

NA 

NA 

19 

Microsoft  (3) 

Average 

II  99 

15.1 

III  01 

-15.9 

800-225-1852 

11.5 

10.0 

NA 

NA 

DD000 

Average 

3 

NA 

NA 

33 

Citigroup  (4) 

High 

1598 

30.1 

III  01 

-20.0 

800-225-1852 

NA 

NA 

NA 

NA 

DBBB 

Very  Low 

5 

NA 

NA 

24 

General  Electric  (4) 

1598 

21.3 

III  01 

-14.8 

800-225-1852 

■      10.2 

7.2 

11.3 

8.7 

000O0 

Low 

3 

NA 

NA 

29 

El  Paso  Corporation  (4) 

Low 

III  00 

19.0 

III  01 

-14.6 

800-225-1852 

10.7 

8.1 

12.6 

10.1 

00000 

Average 

4 

NA 

NA 

16 

Citigroup  (2) 

Average 

II  97 

17.2 

III  98 

-18.4 

800-225-1852 

6.9 

4.9 

NA 

NA 

□BBBB 

High 

0 

-11 

26 

NA 

General  Electric 

Low 

1598 

15.0 

III  98 

-11.3 

800-225-1581 

5.9 

3.7 

NA 

NA 

00O00 

High 

0 

-12 

NA 

NA 

General  Electric 

Very  Low 

1598 

8.8 

III  98 

-6.0 

800-225-1581 

6.5 

4.3 

NA 

NA 

00000 

High 

0 

-23 

25 

NA 

General  Electric 

Low 

1598 

19.3 

III  98 

-13.9 

800-225-1581 

8.2 

5.9 

10.2 

7.8 

000BO 

High 

9 

3 

22 

NA 

Exxon  Mobil 

Very  Low 

II  97 

8.6 

III  99 

-6.1 

800-225-1581 

5.7 

4.5 

NA 

NA 

00000 

Very  High 

1 

-4 

30 

NA 

Microsoft 

Average 

1599 

23.9 

III  01 

-19.1 

800-225-1581 

6.6 

4.9 

NA 

NA 

BBBBB 

Average 

4 

-2 

25 

NA 

Exxon  Mobil 

Low 

15  98 

17.0 

III  01 

-12.6 

800-225-1581 

9.9 

8.1 

12.5 

10.9 

BBBDB 

Average 

4 

5 

22 

NA 

Exxon  Mobil 

Low 

1598 

13.9 

III  99 

-10.2 

800-225-1581 

6.2 

5.0 

10.7 

9.6 

00000 

Average 

0 

-10 

23 

31 

Shell  Trans.  &  Trading  (4) 

Average 

1599 

21.8 

III  98 

-18.3 

800-225-1581 

7.9 

5.8 

12.0 

9.7 

BBBBB 

Average 

2 

9 

24 

NA 

Citigroup 

Low 

1598 

16.7 

III  01 

-11.0 

800-225-1581 

10.3 

7.7 

NA 

NA 

00O00 

Very  High 

1 

-21 

26 

NA 

Total  Fina  ELF 

Average 

1599 

35.3 

III  01 

-16.8 

800-225-1581 

3.5 

1.1 

7.6 

5.8 

0OO00 

High 

2 

-41 

30 

NA 

AOL  Time  Warner 

High 

15  99 

47.8 

I  01 

-25.1 

800-225-1581 

7.6 

7.6 

NA 

NA 

BDBBB 

Average 

0 

-57 

36 

40 

General  Electric  (7) 

High 

1599 

36.1 

I  01 

-27.5 

800-225-1581 

12.5 

11.1 

11.9 

10.6 

00000 

Low 

2 

22 

35 

NA 

Pfizer 

Average 

II  97 

20.3 

I  01 

-22.5 

800-225-1581 

10.4 

9.3 

11.7 

10.9 

00D00 

Average 

3 

-13 

24 

NA 

Munich  Re 

Average 

1599 

35.7 

III  98 

-19.1 

800-225-1581 

1.4 

-0.1 

NA 

NA 

00D00 

Very  High 

2 

-57 

29 

NA 

GlaxoSmithKline 

High 

1599 

58.9 

I  01 

-22.4 

800-225-1581 

12.8 

12.1 

NA 

NA 

0OO00 

Very  High 

1 

-49 

22 

NA 

Van  Oer  Moolen  Holdings 

High 

1599 

50.3 

III  01 

-24.4 

800-225-1581 

7.8 

7.0 

11.6 

9.2 

ODBBB 

Average 

0 

-18 

31 

32 

Citigroup  (4) 

High 

1598 

25.3 

I  01 

-20.3 

800-225-1581 

6.0 

4.8 

14.1 

13.3 

BBDBB 

Average 

4 

-14 

40 

25 

General  Electric  (4) 

High 

1599 

50.0 

III  01 

-29.3 

800-225-1581 

9.6 

8.0 

NA 

NA 

000DO 

Average 

3 

4 

22 

NA 

Citigroup 

Low 

1598 

16.4 

III  01 

-13.9 

800-225-1581 

-6.1 

-7.3 

6.1 

4.1 

BBDBB 

Average 

0 

-159 

40 

21 

Marvell  Technology  Group  (3)  Very  High 

1599 

81.3 

I  01 

-43.2 

800-225-1581 

11.7 

10.1 

NA 

NA 

DO0B0 

High 

2 

-22 

28 

NA 

Coca  Cola 

Average 

1598 

23.8 

III  01 

-20.2 

800-225-1581 

5.6 

3.3 

8.5 

6.2 

BBBDB 

Low 

1 

-1 

20 

NA 

SBC  Communications 

Low 

1597 

12.2 

III  01 

-11.1 

800-225-1581 

7.5 

5.2 

12.6 

10.0 

BBDBB 

Average 

0 

-49 

32 

21 

Convergys  (3) 

High 

1599 

42.1 

III  01 

-32.2 

800-225-1581 

9.5 

7.8 

12.5 

10.8 

00O00 

High 

0 

-3 

31 

27 

General  Electric  (5) 

High 

1599 

40.2 

I  01 

-19.1 

800-225-1581 

5.2 

4.6 

NA 

NA 

BBDBB 

Average 

1 

-44 

40 

16 

Bed  Bath  and  Beyond 

Very  High 

1599 

54.6 

III  01 

-32.2 

800-225-1581 

11.2 

9.5 

NA 

NA 

OBBBB 

Average 

0 

8 

22 

20 

Microsoft  (4) 

Average 

1598 

25.1 

III  01 

-15.2 

800-248-6314 

NA 

NA 

NA 

NA 

DOB 

Low 

0 

-225 

NA 

64 

Semtech(H) 

1599 

68.7 

III  01 

^19.2 

888-462-5386 

19.7 

18.2 

NA 

NA 

00BOO 

Average 

0 

10 

12 

17 

Transaction  Systems  Architects  (2)  Average 

1501 

27.7 

III  98 

-21.5 

800-348-1414 

12.6 

11.2 

13.6 

12.2 

000OO 

Low 

0 

25 

12 

32 

White  Mountains  Insurance  Group  (4)  Low 

II  99 

21.0 

III  01 

-14.8 

800-348-1414 

22.9 

20.8 

NA 

NA 

BBDBO 

Very  High 

4 

-20 

17 

21 

Regeneration  Technologies  (3) 

High 

1599 

62.9 

III  01 

-29.4 

800-766-3863 

18.5 

16.4 

14.4 

12.3 

0OO00 

High 

13 

-43 

29 

30 

Cytyc  (4) 

Very  High 

15  99 

75.2 

III  01 

-31.3 

800-766-3863 

8.1 

5.9 

11.4 

8.6 

OBBBB 

High 

8 

1 

20 

26 

General  Electric  (3) 

Average 

1598 

22.5 

III  01 

-16.2 

800-426-7969 

8.5 

5.9 

12.0 

9.0 

DB000 

High 

7 

13 

22 

25 

General  Electric  (3) 

Average 

1598 

22.5 

III  01 

-16.0 

800-426-7969 

11.3 

9.0 

12.8 

10.0 

B000B 

High 

5 

15 

35 

11 

Suiza  Foods  (1) 

Average 

1599 

20.9 

III  98 

-21.7 

800-426-7969 

11.2 

8.4 

13.9 

10.9 

OBBBB 

Average 

3 

12 

41 

26 

General  Electric  (4) 

Average 

1598 

23.0 

III  01 

-15.1 

800-426-7969 

0.6 

-0.6 

5.2 

3.6 

BBBBB 

High 

1 

-15 

NA 

17 

GlaxoSmithKline  PLC  (1) 

Average 

15  99 

18.8 

III  98 

-15.8 

800-426-7969 

0.4 

-0.6 

4.7 

3.4 

BBBBB 

High 

1 

-15 

NA 

16 

GlaxoSmithKline  PLC  (1) 

Average 

1599 

20.3 

III  98 

-15.9 

800-426-7969 

10.7 
7.0 

8.5 

13.2 

10.5 

DBBBB 

Average 

4 

9 

19 

26 

General  Electric  (4) 

Average 

1598 

22.6 

III  01 

-15.2 

800-426-7969 

4.8 

12.1 

9.7 

000DO 

Average 

3 

16 

17 

44 

Equity  Office  Properties  (8) 

Low 

III  97 

10.4 

III  98 

-10.3 

800-426-7969 

10.9 

8.7 

12.3 

9.8 

BBBBB 

High 

7 

14 

15 

12 

BISYS  Group  (1) 

Average 

1501 

19.7 

III  98 

-22.0 

800-426-7969 

13.1 

13.0 

NA 

NA 

BDDBB 

Very  High 

4 

24 

30 

42 

Microsoft  (11) 

Very  High 

15  99 

53.0 

III  01 

-36.8 

800-820-0888 

6.4 

5.4 

12.9 

10.9 

BBBBB 

Low 

2 

31 

22 

36 

General  Electric  (4) 

Average 

1598 

18.7 

III  01 

-11.5 

800-528-6501 

13.4 

12.5 

13.0 

10.6 

ODBBD 

Low 

0 

18 

60 

38 

United  Stationers  (5) 

High 

II  01 

34.5 

III  98 

-25.4 

800-528-6501 

12.5 

9.6 

14.6 

11.0 

BBBDB 

Average 

5 

14 

21 

23 

U.S.  Treas.  Notes  (4) 

Low 

1598 

17.4 

III  01 

-12.8 

800-446-1013 

10.3 

10.1 

12.4 

12.0 

00000 

Low 

0 

30 

28 

22 

General  Electric  (4) 

Average 

1598 

21.9 

III  01 

-15.4 

800-266-5623 

NA 

NA 

NA 

NA 

DBBB 

Low 

0 

2 

28 

24 

General  Electric  (4) 

15  98 

21.2 

III  01 

-14.7 

800-435-4000 

9.1 

8.1 

NA 

NA 

BBBBB 

Low 

0 

1 

24 

5 

Rite  Aid  (1) 

Average 

1501 

19.6 

III  98 

-20.9 

800-435-4000 

NA 

NA 

NA 

NA 

BBBB 

Very  Low 

0 

-21 

23 

23 

BP  Amoco  (4) 

1599 

20.0 

III  98 

-14.9 

800-266-5623 

10.1 

8.2 

10.8 

9.0 

DBBBB 

Low 

2 

-11 

35 

34 

Microsoft  (5) 

Average 

1598 

25.8 

III  01 

-20.6 

800-621-1048 

12.9 

11.3 

16.2 

14.9 

DBBOD 

Very  Low 

8 

8 

20 

49 

Philip  Morris  (11) 

Low 

III  00 

22.8 

III  99 

-12.7 

800-621-1048 

5.7 

3.1 

9.0 

7.2 

BBBBB 

Low 

4 

-7 

17 

20 

Bundesrefi4*Deutschland5X%(3)  Low 

1599 

15.2 

III  01 

-13.3 

800-621-1048 

Data:  Standard  &  Poor's 
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MUTUAL  FUND  SCOREBOARD 


FUND 


OVERALL  RATING 


CATEGORY 


RATING       SIZE 


FEES 


(COMPARES  RISK-ADJUSTED  PERFORMANCE 
OF  EACH  FUND  AGAINST  ALL  FUNDS) 


(COMPARES  RISK-ADJUSTED  PERFORMANCE 
OF  FUND  WITHIN  CATEGORY) 


ASSETS 
SMIL. 


%CHG. 
2000-2001 


SALES 
CHARGE  (%) 


EXPENSE 
RATIO  (%) 


2001 


PRE- 
TAX 


AFT  I 


SCUDDER  GREATER  EUROPE  GROWTH 
SCUDDER  GROWTH  &  INCOME  AARP 
SCUDDER  GROWTH  A  (bf) 
SCUDDER  INTERNATIONAL  S 
SCUDDER  LARGE  COMPANY  GROWTH  S 


D 
C- 

C- 


Europe 

Large-cap  Value 
Large-cap  Growth 
Foreign 
Large-cap  Growth 


D 

B 
C 


715.1 
3655.7 
1373.2 
2769.6 

795.8 


-44 
-26 
-32 
-35 
-35 


No  load 
No  load 
5.75* 
No  load 
No  load 


1.42 
0.76 
1.02 
1.07 
1.07 


SCUDDER  LARGE  COMPANY  VALUE 
SCUDDER  TECHNOLOGY  A  (bg) 
SCUDDER  TOTAL  RETURN  A  (bh) 
SECURITY  EQUITY  A  X 
SEI  EMERGING  MARKETS  EQUITY 


-25.7 
-12.1 
-23.0 
-26.9 
-22.7 


: 
: 


B  Large-cap  Value  C  2167.7  -5  No  load  0.89  -12.5  -13 1 

D  Technology  C  1695.9  -40                5.75**  0.99  -34.4  -34 

C  Domestic  Hybrid  C-  2406.8  -11                 5.75**  1.01  -6.8  -7 1 

C  Large-cap  Growth  C  612.0  -20                5.75**  1.02  -11.8  -11 

F  Diversified  Emerging  Markets  C-  1166.6  2  No  load  1.95  -2.5 


SEI  INTERNATIONAL  EQUITY  AX  C-  Foreign 

SELECT  SECTOR  SPDR  FINANCIAL  Financial 

SELECT  SECTOR  SPDR  TECHNOLOGY  Technology 

SELECTED  AMERICAN  B+  Large-cap  Value 

SEUGMAN  COMMUNICATIONS  &  INFORMATION  A  XC-  Communications 


B+ 

C 


2518.8 
891.7 
1281.2 
5456.9 
3446.3 


-11 

153 

50 

14 

-9 


No  load 
No  load 
No  load 
No  load 
4.75* 


1.28 

0.44t 

0.42t 

0.92t 

1.31T 


SEUGMAN  GROWTH  A 
SENTINEL  COMMON  STOCK  A 
SENTINEL  WORLD  A 
SEQUOIA  X 
SMALLCAP  WORLD  A  X 


C- 

Large-cap  Growth 

C 

Large-cap  Value 

C- 

Foreign 

A 

Large-cap  Value 

D 

World 

C- 

c- 

B 
A 
C- 


686.7 
1130.4 

999.6 
4058.0 
8421.8 


-28 
-14 
937 
3 
-24 


4.75** 
5.00** 
5.00** 
No  load 
5.75** 


1.14t 

1.03t 

1.23t 

1.00 

1.09t 


-22.5 

-9.1 

-23.0 

-11.2 

3.6 


-19.3 
-10.0 
-16.2 
10.5 
-17.4 


-12 
-U 

- 

-13 

-1 

-11. 


SMITH  BARNEY  AGGRESSIVE  GROWTH  AX  A  Large-cap  Growth 

SMITH  BARNEY  APPRECIATION  AX  B+  Urge-cap  Blend 

SMITH  BARNEY  BALANCED  A  C  Domestic  Hybrid 

SMITH  BARNEY  FUNDAMENTAL  VALUE  B  B+  Large-cap  Value 

SMITH  BARNEY  GROWTH  AND  INCOME  1  C  Domestic  Hybrid 


A 
B+ 

D 
B+ 

F 


2106.0 
3088.4 

670.2 
1567.9 

722.5 


36 
-1 
-8 
22 
-22 


5.00** 
5.00** 
5.00** 
0.00** 
8.50 


1.99t 
0.87t 
1.02t 
1.83t 
0.76 


-5.0 
-3.4 

-12.1 
-7.0 

-11.5 


SMITH  BARNEY  LARGE  CAP  CORE  1  B  Large-cap  Growth 

SMITH  BARNEY  LARGE  CAP  GROWTH  B  Large-cap  Growth 

SMITH  BARNEY  PREMIUM  TOTAL  RETURN  A  B  Domestic  Hybrid 

SOUND  SHORE  X  B+  All  Cap 

SSGA  S&P  500  INDEX  B  Large-cap  Blend 


B 

C 
B 
B 


3382.7 
1451.6 
868.2 
1046.8 
2233.3 


-21 

-18 

17 

3 

-16 


8.50 
0.00* 
5.00* 
No  load 
No  load 


0.71 
1.86t 
1.09t 
0.98 
0.1 7t 


-14.8 

-13.5 

-3.6 

-0.8 

-12.1 


STANDARD  &  POORS  DEPOSITARY  RCPT.  B  Urge-cap  Blend 

STANDARD  &  POOR'S  MDCAP  400  DEPOSITARY  RCPT.  A  Mid-cap  Blend 

STATE  FARM  BALANCED  X  B  Domestic  Hybrid 

STATE  FARM  GROWTH  X  B  Urge-cap  Growth 

STATE  STREET  RESEARCH  AURORA  A  A  Small-cap  Value 


B 
B  + 

C 
B+ 

A 


28010.5 

4654.7 

887.8 

2536.8 

1557.0 


25 

58 

-6 

-11 

149 


No  load 
No  load 
No  load 
No  load 
5.75** 


0.13 
0.25 
0.13 
0.11 
1.44T 


-11.9 
-0.5 
-5.6 

-10.8 
15.8 


-12 

-6  I 

-11 
15 


STATE  STREET  RESEARCH  INVESTMENT  TRUST  S  C  Urge-cap  Blend 

STEINROE  INVESTMENT  GROWTH  STOCK  C  Urge-cap  Growth 

STEINROE  INVESTMENT  YOUNG  INVESTOR  C-  Large-cap  Growth 

STI  CLASSIC  CAPITAL  APPRECIATION  TRUST  B+  Urge-cap  Blend 

STRONG  ADVISOR  COMMON  STOCK  Z  (bi)  &  B+  Mid-cap  Value 


C 
C 

c- 

B  + 

c 


752.4 

598.5 

841.1 

1136.4 

1624.7 


-26 

-30 

-19 

8 

1 


No  load 
No  load 
No  load 
No  load 
No  load 


0.65 
0.95 
1.26 
1.21 
1.20 


-18.1 

-23.9 

-22.0 

-6.5 

-1.7 


STRONG  GROWTH  &  INCOME  INV. 
STRONG  GROWTH  INV. 
STRONG  LARGE  CAP  GROWTH 
STRONG  OPPORTUNITY  INV.  A 
STYLE  SELECT  FOCUS  II 


C- 

C 
A 


Urge-cap  Blend 
All  Cap 

Urge-cap  Growth 
Mid-cap  Blend 
Urge-cap  Growth 


C 

c- 
c 

B 


880.2 
2028.3 

995.5 
3516.2 

599.2 


-21 
-39 
-36 
13 
-17 


No  load 
No  load 
No  load 
No  load 
1.00** 


1.10 

1.20 
1.00 
1.20 
2.21t 


-20.1 
-34.4 
-32.3 
-4.8 
-14.9 


-20 
-34 

-3: 

-5  ' 
-14 


TCW  GALILEO  SELECT  EQUITY  I  B 

TEMPLETON  DEVELOPING  MARKETS  AX  F 

TEMPLETON  FOREIGN  AX  C- 

TEMPLETON  GLOBAL  SMALLER  COMPANIES  A  D 

TEMPLETON  GROWTH  AX  B 


Urge-cap  Growth  B  979.3  84 

Diversified  Emerging  Markets  C-  1196.8  -21 

Foreign  B+  8663.2  -16 

World  D  596.3  -16 

World  B  11920.8  -2 


No  load 
5.75** 
5.75** 
5.75** 
5.75** 


0.85 
2.09t 
1.18t 
1.37t 
1-1  It 


TEMPLETON  INSTL.  EMERGING  MARKETS  F 

TEMPLETON  INSTL.  FOREIGN  EQUITY  PRIM.  C 

TEMPLETON  WORLD  A  C 

THIRD  AVENUE  VALUE  X  B  + 

THORNBURG  VALUE  A  A 


-19.2 
-5.8 
-7.9 
-1.7 
0.5 


Diversified  Emerging  Markets  C  1211.0  -25  No  load  1.47  -5.0 

Foreign  B+  3576.7  -15  No  load  0.83  -12.1 

World  C  7012.6  -14  5.75**  1.09t  -8.1 

All-cap  B  2524.3  42  No  load  1.09  2.8 

Urge-cap  Blend  A  1179.7  34  4.50**  1.37t  -8.1 


-19. 1 


TIAA-CREF  GROWTH  &  INCOME 

TIAA-CREF  GROWTH  EQUITY 

TORRAY 

TURNER  MID  CAP  GROWTH 

TWEEDY  BROWNE  AMERICAN  VALUE 


Urge-cap  Blend 
Urge-cap  Growth 
Urge-cap  Value 
Mid-cap  Growth 
Urge-cap  Value 


B 
A 
B+ 


630.1 
658.1 
1609.2 
727.4 
914.9 


-3 

-18 

-10 

-18 

0 


No  load 
No  load 
No  load 
No  load 
No  load 


0.43 
0.45 
1.06 
1.04 
1.36 


-13.4 
-23.0 

-0.5 
-28.4 

-0.1 


TWEEDY  BROWNE  GLOBAL  VALUE 
USAA  AGGRESSIVE  GROWTH 
USAA  CORNERSTONE  STRATEGY 
USAA  GROWTH 
USAA  GROWTH  &  INCOME 


A 
D 

C 
D 

C 


World 

Small-cap  Growth 
Domestic  Hybrid 
Urge-cap  Growth 
Urge-cap  Value 


A 

C- 

C- 

F 
C 


3914.5 
1009.3 
946.1 
1094.9 
1 050.4 


11 
-32 

-8 
-27 

-3 


No  load 
No  load 
No  load 
No  load 
No  load 


1.38 
0.66 
1.07 
0.99 
0.89 


-4.7 
-33.4 

-4.7 
-23.8 

-6.1 


USAA  INCOME  STOCK 

USAA  S&P  500  INDEX 

VAN  KAMPEN  AGGRESSIVE  GROWTH  A 

VAN  KAMPEN  COMSTOCK  A 

VAN  KAMPEN  EMERGING  GROWTH  A  X 


B 
B 
C- 

A 
C 


Urge-cap  Value 
Urge-cap  Blend 
Small-cap  Growth 
Urge-cap  Value 
Mid-cap  Growth 


C 
A 
B 


1830.8 
2915.2 
769.7 
3651.4 
6005.3 


-16 

59 

-28 


No  load 
No  load 
5.75** 
5.75** 
5.75** 


0.67 

1.06 

1.19t 

0.93t 

0.93t 


-4.2 
-12.1 
-39.7 

-1.8 
-32.6 


13 
-23 

-1 
-28  i 

-0.  ' 


-IS 
-39. ' 
■3 

3: 


'Includes  redemption  fee.  "Includes  deferred  sales  charge.  tl2(b)-l  plan  in  effect.  NA=Not  available.  NM=Not  meaningful. 

(bf)  Formerly  Kemper  Growth  Fund/A.  (bg)  Formerly  Kemper  Technology  Fund/A.  (bh)  Formerly  Kemper  Total  Return  Fund/A.  (bi)  Formerly  Strong  Common  Stock  Fund. 
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Equity  Funds 


NNUAL  TOTAL  RETURNS  (%)    HISTORY     PORTf  QUO  DATA 


RISK 


TELEPHONE 


5  YEARS 

10  YEARS 

RESULTS  VS 

TURNOVER  HASH  IINTAxFn 

P/E 

top  m 

LARGEST  HOLDING 

LEVEL 

BEST 

WORST 

RE1AX  AFTERTAX 

PRETAX  AFTERTAX 

ALL  FUNDS 

% 

GAINS  % 

RATIO  STKS.% 

COMPANY  (%  ASSETS) 

QTR 

%RET 

QTR 

%RET 

7.8 

7.1 

NA 

NA 

HOBOS 

Average 

0 

-20 

24 

27 

Vodafone  (4) 

Average 

IB  99 

30.9 

I  01 

-17.1 

800-621-1048 

NA 

NA 

NA 

NA 

■ 

Average 

2 

11 

30 

27 

Citigroup  (3) 

1301 

10.5 

III  01 

-14.7 

800-621-1048 

2.5 

0.7 

5.0 

2.8 

DBBSO 

Average 

3 

-11 

40 

42 

General  Electric  (7) 

High 

1299 

29.1 

III  98 

-22.2 

800-621-1048 

3.6 

1.7 

7.1 

5.4 

SBOSB 

Average 

0 

-30 

27 

25 

Vodafone  (4) 

Average 

1599 

30.5 

I  01 

-16.0 

800-621-1048 

8.3 

7.6 

9.4 

8.4 

OOBBO 

Average 

5 

-14 

35 

43 

General  Electric  (6) 

High 

IS  99 

28.1 

I  01 

-21.2 

800-621-1048 

8.8 

6.9 

10.8 

8.3 

OOBOB 

Average 

4 

12 

25 

30 

Exxon  Mobil  (4) 

Low 

IS98 

16.0 

III  01 

-14.7 

800-621-1048 

10.3 

8.1 

13.2 

10.1 

BOOBS 

Low 

0 

-37 

45 

44 

Microsoft  (5) 

Very  High 

IS99 

57.8 

III  01 

-34.8 

800-621-1048 

7.5 

5.0 

8.1 

5.5 

BOOBS 

Average 

4 

6 

31 

26 

U.S.  Treas.  Notes  05/02  (4) 

Low 

II  97 

13.1 

III  01 

-9.2 

800-621-1048 

7.0 

5.4 

11.4 

9.0 

HBOOH 

Low 

2 

22 

22 

31 

General  Electric  (5) 

Average 

IS  98 

20.9 

III  01 

-15.0 

800-888-2461 

-7.6 

-7.7 

NA 

NA 

BBOBH 

High 

NA 

-30 

14 

NA 

High 

IS99 

31.3 

III  98 

-27.5 

800-342-5734 

0.8 

0.0 

4.2 

2.9 

BBBBO 

Average 

3 

-29 

21 

15 

Deutsche  Bank  (2) 

Average 

IS  99 

20.9 

III  01 

-15.5 

800-342-5734 

NA 

NA 

NA 

NA 

BOB 

Very  Low 

1 

-7 

20 

53 

Citigroup  (14) 

III  00 

23.6 

III  99 

-15.4 

800-843-2639 

NA 

NA 

NA 

NA 

OBQ 

Low 

1 

-61 

45 

58 

Microsoft  (15) 

1399 

31.5 

ISOO 

-32.6 

800-843-2639 

13.3 

11.9 

13.8 

11.5 

DBBBB 

Low 

NA 

13 

26 

43 

Tyco  lntemational(6) 

Low 

IS  98 

22.2 

III  98 

-14.8 

800-243-1575 

13.2 

10.6 

20.4 

17.3 

BDDBD 

Average 

NA 

-18 

31 

40 

Microsoft 

Very  High 

IS98 

45.1 

III  01 

-31.0 

800-221-7844 

7.1 

4.3 

9.5 

6.5 

OOBOO 

High 

NA 

-35 

32 

37 

Pfizer 

High 

IS  98 

24.2 

ISOO 

-25.2 

800-221-7844 

8.4 

5.7 

10.7 

8.1 

BBBBB 

Average 

0 

34 

23 

25 

Exxon  Mobil  (4) 

Low 

IS  98 

16.5 

III  98 

-11.7 

800-282-3863 

4.1 

2.5 

NA 

NA 

□□BOO 

Average 

0 

-3 

NA 

30 

Novartis  Ag  (4) 

Average 

IS99 

17.0 

III  98 

-14.9 

800-282-3863 

16.5 

14.8 

16.5 

14.8 

OOBOO 

Low 

1 

57 

28 

97 

Berkshire  Hathaway  A  (37) 

Low 

II  97 

21.5 

III  99 

-14.4 

800-686-6884 

4.8 

3.3 

9.6 

7.7 

OOOOO 

Average 

10 

-14 

26 

11 

Gallagher.  Arthur  J.  &Co.(1) 

High 

IS99 

34.6 

III  01 

-25.2 

800-421-0180 

26.3 

25.8 

18.5 

17.8 

BODDB 

Very  Low 

8 

24 

24 

50 

Unitedhealth  Group  (6) 

Average 

IS98 

37.6 

III  01 

-22.4 

800-451-2010 

11.3 

8.9 

11.6 

9.4 

BBQBB 

Average 

9 

25 

20 

36 

Berkshire  Hathaway  A  (7) 

Low 

IS  98 

17.9 

III  01 

-12.5 

800-451-2010 

5.7 

3.3 

NA 

NA 

BBQBB 

Average 

0 

-8 

21 

17 

Merck  (2) 

Low 

1398 

14.5 

III  01 

-10.3 

800-451-2010 

12.9 

11.6 

NA 

NA 

□BOOB 

Average 

4 

18 

17 

23 

Worldcom  (2) 

Low 

IS98 

18.2 

III  01 

-17.6 

800-451-2010 

6.8 

4.5 

9.8 

7.1 

BBOOB 

Average 

1 

-1 

NA 

30 

Pfizer  (4) 

Average 

13  98 

19.5 

III  01 

-15.7 

800^51-2010 

11.3 

9.1 

11.9 

9.3 

BDBBO 

Very  Low 

4 

22 

NA 

30 

Pfizer (4)                                 Average 

IS98 

23.6 

III  01 

-15.2 

800-451-2010 

NA 

NA 

NA 

NA 

DBBB 

Very  Low 

0 

7 

31 

46 

Pfizer  (6) 

1398 

37.5 

III  01 

-17.2 

800^51-2010 

7.4 

4.3 

NA 

NA 

BOBBB 

Average 

1 

-A 

20 

22 

S&P  500  Index  Futures  1201  (6)  Very  Low 

II  97 

10.3 

III  01 

-11.7 

800-451-2010 

11.2 

10.3 

14.9 

12.8 

DOBOB 

Average 

4 

17 

17 

32 

Constellation  Energy  Group  (4)          Low 

1398 

16.3 

III  98 

-14.5 

800-551-1980 

10.5 

9.0 

NA 

NA 

DOBQB 

Low 

1 

1 

22 

22 

General  Electric  (4)                  Average 

15  98 

21.4 

III  01 

-14.7 

800-647-7327 

10.6 

10.1 

NA 

NA 

DOBQB 

Low 

0 

-20 

43 

25 

General  Electric  (4) 

Average 

1398 

21.2 

III  01 

-14.6 

800-843-2639 

15.7 

15.1 

NA 

NA 

OBODB 

Low 

NA 

-7 

NA 

NA 

Average 

1398 

28.0 

III  01 

-16.6 

800-843-2639 

7.3 

6.2 

8.7 

7.4 

BBBBB 

Very  Low 

1 

34 

23 

25 

Pfizer (5) 

Very  Low 

1398 

12.1 

I  01 

-6.8 

800-447-0740 

9.6 

8.9 

10.2 

9.2 

DBBBB 

Very  Low 

0 

48 

23 

37 

Johnson  &  Johnson  (6) 

Average 

IS98 

19.8 

I  01 

-11.5 

800-447-0740 

21.4 

20.9 

NA 

NA 

OSBOO 

Low 

11 

18 

30 

19 

Everest  Reinsurance  Group  (2)     Low 

III  97 

22.7 

III  98 

-23.7 

800-531-0131 

9.2 

7.4 

11.0 

8.3 

BDBBO 

High 

3 

7 

39 

28 

General  Electric  (3) 

Average 

13  98 

20.6 

III  01 

-17.9 

800-531-0131 

8.8 

7.4 

10.3 

8.3 

DBBDB 

Average 

7 

26 

30 

45 

Pfizer  (6) 

High 

13  99 

25.4 

III  01 

-20.1 

800-338-2550 

>         6.5 

5.8 

NA 

NA 

BBBOO 

1 

-4 

27 

39 

Johnson  &  Johnson  (5) 

High 

1399 

28.2 

III  01 

-24.6 

800-338-2550 

11.9 

9.2 

NA 

NA 

ODQBB 

Average 

1 

16 

24 

30 

Tyco  International^) 

Low 

IS98 

22.9 

III  01 

-15.0 

800-874-4770 

12.5 

9.6 

15.8 

13.0 

BOBBB 

Average 

8 

10 

27 

23 

Wellpoint  Health  Networks  (2)  Average 

13  99 

25.3 

III  01 

-20.1 

800-368-3863 

10.5 

10.1 

NA 

NA 

OOBOO 

Low 

2 

-3 

29 

29 

General  Electric  (4) 

Average 

1398 

23.4 

I  01 

-17.8 

800-368-3863 

9.5 

7.2 

NA 

NA 

BODDB 

Very  High 

9 

-23 

34 

28 

Kohls  (3) 

High 

IS99 

54.9 

I  01 

-27.4 

800-368-3863 

9.0 

6.3 

10.5 

8.3 

BOOOB 

Average 

11 

-30 

28 

30 

General  Electric  (4) 

High 

1399 

42.7 

I  01 

-26.5 

800-368-3863 

14.5 

11.7 

15.8 

13.5 

BBBBB 

Average 

10 

9 

23 

24 

Sprint  PCS  (2) 

Low 

1301 

19.6 

III  01 

-20.1 

800-368-3863 

NA 

NA 

NA 

NA 

DBD 

Very  High 

NA 

-26 

48 

NA 

IS  99 

31.6 

13  00 

-16.7 

800-654^760 

12.9 

9.9 

NA 

NA 

BDBBO 

Average 

0 

-10 

29 

59 

Progressive  Ohio  (14) 

High 

1399 

31.2 

III  01 

-25.8 

800-386-3829 

-6.4 

-7.0 

2.4 

1.7 

BBBBB 

Average 

6 

-79 

14 

28 

Cemex  SA  (5) 

Very  High 

IS99 

26.5 

IS  97 

-24.9 

800-342-5236 

4.6 

2.8 

8.5 

6.7 

BBBBB 

Low 

0 

-6 

17 

20 

Cheung  Kong  Holdings  (3) 

Low 

II  99 

15.6 

III  98 

-17.2 

800-342-5236 

-1.2 

-2.5 

5.8 

3.7 

BBQBB 

Low 

6 

8 

15 

27 

Giordano  International  (4) 

Average 

1301 

16.2 

III  98 

-20.3 

800-342-5236 

8.6 

6.1 

11.8 

9.0 

□BBBD 

Low 

0 

8 

18 

17 

H.J.  Heinz  (2) 

Low 

II  99 

13.4 

III  98 

-15.2 

800-342-5236 

-6.0 

-6.7 

NA 

NA 

BBDBB 

Average 

1 

-65 

NA 

28 

Cemex  (5) 

Very  High 

1399 

28.4 

1397 

-25.7 

800-342-5236 

5.3 

3.5 

8.8 

7.4 

OOBBB 

Low 

NA 

-1 

19 

NA 

Average 

1399 

16.8 

III  98 

-15.9 

800-342-5236 

7.4 

5.0 

11.4 

8.4 

BOBBB 

Low 

7 

7 

25 

19 

Cheung  Kong  Hldgs  Ltd  (4) 

Low 

IB98 

15.3 

III  98 

-14.1 

800-342-5236 

12.5 

11.3 

15.6 

14.6 

BOODD 

Low 

13 

18 

16 

31 

AVX(5) 

Low 

I  00 

17.5 

III  98 

-14.3 

800-443-1021 

16.5 

15.5 

NA 

NA 

DBBBB 

Average 

6 

-1 

24 

31 

Washington  Mutual  (4) 

Low 

IS  99 

21.6 

III  01 

-14.5 

800-847-0200 

NA 

NA 

NA 

NA 

DBBB 

Low 

6 

-12 

30 

29 

Freddie  Mac  Cons.  Dsc.  Note.  (6) 

IS98 

23.0 

III  01 

-14.7 

800-223-1200 

NA 

NA 

NA 

NA 

OBBO 

Low 

1 

-41 

37 

36 

General  Electric  (7) 

1398 

28.4 

I  01 

-22.7 

800-223-1200 

12.1 

11.2 

16.3 

15.3 

OOBBB 

Average 

NA 

11 

32 

46 

Illinois  Tool  Works  (6) 

Average 

1598 

21.3 

III  98 

-21.3 

800-443-3036 

21.4 

20.4 

NA 

NA 

DODBB 

Very  High 

4 

-62 

38 

17 

King  Pharmaceuticals  (2) 

High 

IE  99 

54.6 

III  01 

-32.3 

800-224-6312 

12.2 

11.3 

NA 

NA 

OOBOB 

Very  Low 

NA 

27 

11 

40 

MBIA  (7) 

Low 

II  97 

15.7 

III  98 

-14.6 

800-432-4789 

12.9 

11.0 

NA 

NA 

BBBDB 

Very  Low 

NA 

11 

13 

23 

Pharmacia  (3) 

Very  Low 

1398 

16.2 

III  98 

-17.9 

800-432-4789 

6.0 

4.5 

8.7 

6.9 

BBDBB 

Very  Low 

NA 

-A 

38 

NA 

Very  High 

1399 

51.2 

I  01 

-34.2 

800-531-8181 

4.5 

2.7 

8.5 

6.7 

OOOBB 

Average 

NA 

10 

24 

NA 

Very  Low 

II  97 

8.5 

III  98 

-10.7 

800-531-8181 

0.5 

-0.8 

6.9 

4.6 

BOBBB 

Average 

NA 

-19 

NA 

NA 

High 

1398 

26.1 

III  01 

-25.5 

800-531-8181 

8.2 

7.1 

NA 

NA 

BOOBB 

Low 

NA 

21 

28 

NA 

Low 

1398 

17.5 

III  98 

-17.5 

800-531-8181 

8.4 

6.2 

10.5 

8.2 

BOBBB 

Low 

NA 

18 

23 

NA 

Low 

1398 

10.7 

III  01 

-8.3 

800-531-8181 

10.5 

9.9 

NA 

NA 

OOBOB 

Average 

NA 

-12 

33 

NA 

Average 

IS98 

21.3 

III  01 

-14.7 

800-531-8181 

12.9 

11.6 

NA 

NA 

ODOOB 

Very  High 

4 

-57 

24 

22 

USA  Ed  (2) 

Very  High 

1399 

56.8 

I  01 

-29.1 

800^21-5666 

15.7 

12.2 

14.5 

10.4 

BBBDB 

High 

7 

1 

16 

29 

Halliburton  (4) 

Low 

ISOO 

15.4 

III  01 

-13.5 

800^21-5666 

14.8 

12.5 

15.7 

13.6 

BOOOB 

High 

4 

-40 

36 

20 

Freddie  Mac  Cons.  Dsc.  Note  (3)     High 

IS  99 

61.3 

1300 

-25.3 

800-421-5666 

Data:  Standard  &  Poor's 
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MUTUAL  FUND  SCOREBOARD 


FUND 


OVERALL  RATING 


CATEGORY 


RATING       SIZE 


FEES 


2001 


(COMPARES  RISK-ADJUSTED  PERFORMANCE 
OF  EACH  FUND  AGAINST  ALL  FUNDS) 


(COMPARES  RISK-ADJUSTED  PERFORMANCE 
OF  FUND  WITHIN  CATEGORY) 


ASSETS 
SMIL 


%CHG. 
2000-2001 


SALES 
CHARGE (%) 


EXPENSE 
RATIO  (%) 


PRE- 
TAX 


VAN  KAMPEN  ENTERPRISE  A 

C- 

Large-cap  Growth               * 

C- 

1752.9 

-23 

5.75" 

0.89T 

-20.7 

— 2Cl 

VAN  KAMPEN  EQUITY  INCOME  A   X 

A 

Domestic  Hybrid 

A 

2159.7 

41 

5.75** 

0.82t 

-2.2 

VAN  KAMPEN  GROWTH  &  INCOME  A  X 

B+ 

Large-cap  Value 

B+ 

1702.5 

32 

5.75** 

OuBBt 

-€.1 

.- 

VAN  KAMPEN  PACE  A 

C- 

Large-cap  Growth 

C- 

2253.7 

-25 

5.75** 

0.87 1 

-16.2 

-nl 

VANGUARD  500  INDEX   X 

B 

Large-cap  Blend 

B 

72493.5 

-19 

No  load 

0.18 

-12.0 

-vM 

VANGUARD  ASSET  ALLOCATION  X 

B+ 

Domestic  Hybrid 

B+ 

7854.3 

-9 

No  load 

0.44 

-5.3 

VANGUARD  BALANCED  INDEX 

B  + 

Domestic  Hybrid 

B 

3075.1 

-14 

No  load 

0.22 

-3.0 

VANGUARD  CAPITAL  OPPORTUNITY 

A 

Mid-cap  Growth 

A 

4727.7 

-3 

0.00* 

0.62 

-9.6 

--  a 

VANGUARD  EMERGING  MKTS.  STOCK  INDEX  (bj 

IF 

Diversified  Emerging  Markets 

C 

840.5 

-3 

0.00* 

0.59 

-2.9 

VANGUARD  ENERGY  X 

C 

Natural  Resources 

B+ 

1208.4 

2 

0.00* 

0.41 

-2.5 

VANGUARD  EQUITY  INCOME  X 

B+ 

Large-cap  Value 

B  + 

2242.0 

-8 

No  load 

0.47 

-2.3 

: 

VANGUARD  EUROPEAN  STOCK  INDEX  (bk)  X 

C 

Europe 

B 

4265.5 

-19 

No  load 

0.29 

-20.3 

-2C  1 

VANGUARD  EXPLORER 

C 

Small-cap  Growth 

B 

4334.5 

7 

No  load 

0.71 

0.5 

VANGUARD  EXTENDED  MARKET  PORT  INV.  X 

c- 

Small-cap  Blend 

D 

2966.3 

-21 

No  load 

0.25 

-9.2 

-10I 

VANGUARD  GROWTH  &  INCOME  X 

B 

Large-cap  Blend 

B+ 

6922.8 

-22 

No  load 

0.38 

-11.1 

-11 1 

VANGUARD  GROWTH  EQUITY 

C- 

Large-cap  Growth 

C- 

740.4 

-18 

No  load 

0.77 

-27.4 

-27 1 

VANGUARD  GROWTH  INV. 

c 

Large-cap  Growth 

B 

8500.6 

-29 

No  load 

0.22 

-13.0 

-13  ■ 

VANGUARD  HEALTH  CARE   X 

A 

Hearth 

A 

1 6654.4 

-5 

0.00* 

0.34 

-7.2 

VANGUARD  INTERNATIONAL  VALUE 

C- 

Foreign 

C 

872.3 

6 

No  load 

0.53 

-14.1 

-14| 

VANGUARD  LIFESTRATEGY  CONS.  GROWTH 

B+ 

Domestic  Hybrid 

B+ 

2012.5 

15 

No  load 

-0.1 

-1  1 

VANGUARD  LIFESTRATEGY  GROWTH 

B 

Domestic  Hybrid 

C 

3714.9 

10 

No  load 

-8.9 

-9| 

VANGUARD  LIFESTRATEGY  INCOME 

B+ 

Domestic  Hybrid 

A 

809.6 

30 

No  load 

4.1 

2| 

VANGUARD  LIFESTRATEGY  MOD.  GROWTH 

B+ 

Domestic  Hybrid 

B 

4227.7 

17 

No  load 

-A.5 

-5l 

VANGUARD  MID  CAP  INDEX  INV. 

Mid-cap  Blend 

1907.0 

32 

No  load 

0.25 

-0.5 

-l| 

VANGUARD  MORGAN  GROWTH  X 

C 

Large-cap  Growth 

C 

3460.1 

-30 

No  load 

0.40 

-13.6 

-13| 

: 

VANGUARD  PACIFIC  STOCK  INDEX  (bl) 

F 

Diversified  Pacific/Asia 

B 

1407.3 

-26 

No  load 

0.38 

-26.3 

-26  1 

VANGUARD  PRIMECAP  JL 

A 

Mid-cap  Growth 

A 

17885.0 

-15 

No  load 

0.48 

-13.3 

-13  1 

'• 

VANGUARD  REIT  INDEX 

C 

Real  Estate 

C 

1209.6 

17 

0.00* 

0.33 

12.4 

101 

VANGUARD  SELECTED  VALUE 

C 

Mid-cap  Value 

D 

S54.8 

527 

0.00* 

0.63 

15.1 

14| 

VANGUARD  SMALL  CAP  INDEX  INV.  X 

C 

Small-cap  Blend 

C- 

3306.6 

-3 

No  load 

0.27 

3.1 

2l 

VANGUARD  SMALL  CAP  VALUE  INV. 

Small-cap  Value 

718.5 

176 

No  load 

0.27 

13.7 

121 

VANGUARD  STAR   X 

B- 

Domestic  Hybrid 

B  + 

8132.6 

5 

No  load 

0.5 

-1  1 

:: 

VANGUARD  STRATEGIC  EQUITY 

B 

Mid-cap  Blend 

C 

836.4 

19 

0.00* 

0.49 

5.4 

5.1 

: 

VANGUARD  TAX-MGD.  CAP  APP 

C 

Large-cap  Blend 

C 

1785.0 

-31 

0.00* 

0.19 

-15.3 

-15  1 

VANGUARD  TAX-MGD.  GROWTH  &  INCOME 

B 

Large-cap  Blend 

B 

1705.2 

-25 

0.00* 

0.19 

-11.9 

-12  1 

'.' 

VANGUARD  TOTAL  INTL.  STOCK  INDEX 

C- 

Foreign 

C- 

2854.5 

3 

No  load 

-20.2 

-20 

VANGUARD  TOTAL  STOCK  MARKET  INV. 

C 

Large-cap  Blend 

c 

1 5559.7 

-6 

No  load 

0.20 

-11.0 

' 

VANGUARD  U.S.  GROWTH  X 

D 

Large-cap  Growth 

D 

9543.1 

-42 

No  load 

0.44 

-31.7 

-31 

VANGUARD  UTILITIES  INCOME 

B 

Utilities 

C 

687.9 

-24 

No  load 

0.37 

-19.4 

-2C 

VANGUARD  VALUE  INV. 

B 

Large-cap  Value 

c 

3013.5 

-9 

No  load 

0.22 

-11.9 

-13 

VANGUARD  WELLESLEY  INCOME  X 

A 

Domestic  Hybrid 

A 

6514.7 

3 

No  load 

0.31 

7.4 

4. 

VANGUARD  WELLINGTON  INV. 

B+ 

Domestic  Hybrid 

B+ 

21863.9 

-3 

No  load 

0.31 

4.2 

2. 

VANGUARD  WINDSOR 

B 

Large-cap  Value 

B 

15798.6 

3 

No  load 

0.31 

5.7 

4 

VANGUARD  WINDSOR  II  INV.  X 

B 

Large-cap  Value 

B 

22105.0 

-6 

No  load 

0.37 

-3.4 

-4. 

VANGUARD  WORLD  INTL.  GROWTH  X 

C- 

Foreign 

B 

6030.4 

-30 

No  load 

0.61 

-18.9 

-19 

VANTAGEPOINT  AGGRESSIVE  OPPORTUNITY 

Small-cap  Blend 

693.4 

-11 

No  load 

1.24 

-13.8 

-13. 

VANTAGEPOINT  ASSET  ALLOCATION 

Domestic  Hybrid 

836.9 

-16 

No  load 

0.78 

-5.4 

-11. 

VANTAGEPOINT  GROWTH 

Large-cap  Blend 

2508.5 

-23 

No  load 

0.84 

-15.2 

-16. 

VICTORY  DIVERSIFIED  STOCK  A  X 

B  + 

Large-cap  Blend 

A 

1102.5 

16 

5.75** 

1.10 

0.9 

0. 

WADDELL  &  REED  ADV.  ACCUMULATIVE  A  X 

A 

Large-cap  Value 

A 

2096.3 

-17 

5.75 

1.04t 

-15.4 

-17J 

: 

WADDELL  &  REED  ADV.  CORE  INVMNT.  A  (bm) 

B 

Large-cap  Growth 

B+ 

6439.4 

-21 

5.75 

0.98t 

-15.3 

-16. 

WADDELL  &  REED  ADV.  INTL.  GROWTH  A 

C- 

Foreign 

B 

1004.9 

-26 

5.75 

1.44t 

-22.4 

-22.! 

WADDELL  &  REED  ADV.  NEW  CONCEPTS  A  & 

C 

Mid-cap  Growth 

B 

1164.0 

-24 

5.75 

1.44t 

-18.1 

-18. 

WADDELL  &  REED  ADV.  RETIREMENT  SHARES  A 

C 

Domestic  Hybrid 

D 

968.5 

-18 

5.75 

1.1  IT 

-12.7 

-12J 

WADDELL  &  REED  ADV.  SCENCE&  TECHNOLOGY  A  &  A 

Technology 

A 

2533.4 

-26 

5.75 

1.32T 

-13.4 

-13J 

WADDELL  &  REED  ADV.  VANGUARD  A 

C 

Large-cap  Growth 

C 

1800.7 

-28 

5.75 

l.llt 

-24.7 

-24/ 

WASATCH  CORE  GROWTH 

A 

Small-cap  Blend 

A 

1064.1 

240 

0.00* 

1.32 

28.8 

27. 

WASATCH  SMALL  CAP  GROWTH 

A 

Small-cap  Growth 

A 

796.2 

272 

0.00* 

1.36 

24.2 

23.1 

WASHINGTON  MUTUAL  INVESTORS  A  X 

B+ 

Large-cap  Value 

B 

48135.1 

6 

5.75** 

0.65t 

1.5 

0..' 

WEITZ  PARTNERS  VALUE 

A 

All-cap 

A 

2798.6 

67 

No  load 

1.13 

-0.9 

-1/ 

WEITZ  VALUE  X 

A 

All-cap 

A 

4150.2 

43 

No  load 

1.13 

0.2 

-<J.< 

WELLS  FARGO  ASSET  ALLOCATION  A  X 

B 

Domestic  Hybrid 

C 

1041.7 

-12 

5.75** 

0.99 

-7.2 

-*.» 

-  WELLS  FARGO  DIVERSIFIED  EQUITY  1 

B 

Large-cap  Blend 

B 

1526.5 

-17 

No  load 

1.00 

-12.5 

-12.1 

WELLS  FARGO  EQUITY  INCOME  1 

B 

Large-cap  Value 

B 

1250.1 

-9 

No  load 

0.85 

-5.4 

-«.: 

WELLS  FARGO  GROWTH  BALANCED  1 

A 

Domestic  Hybrid 

A 

1259.0 

20 

No  load 

0.93 

-2.9 

■AX 

WELLS  FARGO  INDEX  1 

B 

Large-cap  Blend 

B 

815.8 

-10 

No  load 

0.25 

-11.9 

-12- 

WELLS  FARGO  LARGE  COMPANY  GROWTH  1 

B+ 

Large-cap  Growth 

A 

1286.4 

-14 

No  load 

0.97 

-21.6 

-21.1 

WHITE  OAK  GROWTH 

C- 

Large-cap  Growth 

C- 

3671.3 

-33 

No  load 

0.96 

-39.1 

-39. 

WM  BALANCED  B 

B+ 

Domestic  Hybrid 

B 

705.3 

32 

0.00** 

1.77t 

-1.1 

-2.: 

WM  CONSERVATIVE  GROWTH  B 

B 

Domestic  Hybrid 

C 

681.5 

19 

0.00** 

1.77t 

-4.9 

-5.« 

'Includes  redemption  fee.  "Includes  deferred  sales  charge 

.  t!2(b)-l  plan  in  effect.  NA=Not  available.  NM= 

=Not  meaningfi. 

1. 

(bj)  Formerly  Vanguard  Intl.  Equity  Index  FundiEmerging  Mkts.  (bk)  Formerly  Vanguard  Intl.  Equity 

Index  Fund:  European. 

(bl)  Formerly  Vanguard 

Intl.  Equity  Index  FundPacif 

merly  Waddell  &  Reed  Advisors  Income  Fund/A. 
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Equity  Funds 


'i  NNUAL  TOTAL  RETURNS  (%)    HISTORY     PORTFOLIO  DATA 


RISK 


TELEPHONE 


5  YEARS 

PRETAX  AFTERTAX 

10  YEARS 
PRETAX  AFTERTAX 

RESULTS  VS. 
All  FUNDS 

TURNOVFR  CASH  UNTAXFD     P/F    TOP  10    LARGEST  HOLDING 

%     GAINS  %  RATIO  STKS.%  COMPANY  (%  ASSETS) 

LEVEL 


BEST 


WORST 


QTR     %RET        QTR      %  RET 


6.2 
13.4 
13.2 

5.8 
10.7 


4.3 
10.6 
10.6 

3.4 
10.1 


10.4 
13.7 
14.1 
9.0 
12.8 


7.6 
11.3 
11.2 

5.7 
12.1 


10.8 

9.2 

20.7 

-5.0 

8.0 


8.9 

8.0 

19.8 

-5.7 

6.6 


12.0 
NA 
NA 
NA 

12.5 


10.0 
NA 
NA 
NA 

11.0 


BBBBB 
BBBBB 
BBBBB 
BBBBB 

obhbb 

BBBBB 
BBBBB 
BBBBB 

BBQB0 
BBBBB 


High  3-13  23  24 

Average  7  4  19  22 

High  4  4  19  26 

High  5        -1  21  26 

Low  0         23  29  NA 


Microsoft  (4)                                 High  IB98  24.6  101    -21.5  800-421-5666 

S&P  500  Index  Futures  09A)1  (3)  Very  Low  II  97  12.9  III  98     -7.9  800-421-5666 

Bank  America  (3)                         Low  1398  15.9  III  98  -11.5  800^21-5666 

Freddie  Mac  Cons.  Dsc.  Note  (4)  Average  1398  20.5  101    -16.5  800-421-5666 

General  Electric                        Average  IS  98  21.4  III  01    -14.7  800-662-2739 


Average  0          6  29  NA  IBM  Very  Low  IS98  14.3  101  -9.3 

Low  1           6  30  NA  Citigroup  Very  Low  1398  12.7  III  01  -7.8 

Very  Low  2          4  38  NA  Pharmacia                                   High  IS99  37.6  III  01  -23.9 

Low  0-40  14  NA  Samsung  Electronics                    High  IS99  28.5  III  01  -22.0 

Very  Low  3        26  12  NA  Philips  Petroleum                         High  III  97  16.1  III  98  -14.2 


11.2 
6.4 

12.3 
7.5 

11.4 


9.5 
5.7 
10.2 
5.3 
9.7 


13.0 
9.9 
13.0 
11.1 
13.2 


11.1 
9.2 

10.9 
9.3 

11.2 


OBBDB 
BOBBB 
□□BBO 
BBBBB 
BBBBB 


Low  2  28  21  NA  ExxonMobil                                  Low  1398  13.2  III  99  -8.4 

Very  Low  0  3  NA  NA  Astrazeneca  Group  PLC  Average  198  20.4  101  -15.6 

Average  5  7  57  NA  Caremark                                     High  IS99  30.0  III  01  -21.7 

Low  0  -19  37  NA  Berkshire  Hathaway                     High  1599  29.6  III  01  -21.0 

Average  2  -1  23  NA  General  Electric  Average  IS  98  20.6  III  01  -15.0 


800-662-2739 
800-662-2739 
800-662-2739 
800-662-2739 
800-662-2739 

800-662-2739 
800-662-2739 
800-662-2739 
800-662-2739 
800-662-2739 


9.2 

11.1 

23.6 

2.0 

8.5 


5.9 

10.6 

21.7 

0.3 

6.9 


NA 
NA 
19.9 
5.3 
NA 


NA 
NA 
18.0 
3.2 
NA 


OOOBB 
OOBBB 
BOBBB 

BBBBB 
□BBBB 


8.5 
8.4 
8.6 
NA 
10.1 


7.5 
6.5 
7.3 
NA 
7.5 


NA 
NA 
NA 
NA 
12.1 


NA 
NA 
NA 
NA 
9.5 


BBBBB 
□BBBO 
BBBBB 
□OB 
OBBBB 


Very  High  1 

Low  0 

Very  Low  1 

Average  3 

Very  Low  0 

Very  Low 

Low 
Very  Low 

Low 
Average 


-71 

-9 

37 

-7 

5 


53 
34 
45 
15 
NA 


NA 
NA 
NA 
NA 
NA 


Pfizer 

General  Electric 

Pharmacia 

Nestle 


High 
Average 
Very  Low 
Average 


Total  International  Stock  Index  Very  Low 

1  NA  NA  Total  Bond  Market  Index  Fund       Low 

2  NA  NA  Total  Stock  Market  Index  Very  Low 

3  NA  NA  Total  International  Stock  Index  Very  Low 
1  27  NA  Genzyme 

-1 1        36       NA      AOL  Time  Warner  Average 


IS99 
IS  98 
II  97 
IS  98 
IS  98 


39.7 
24.6 
19.1 
20.6 
8.8 


IS  00 

I  01 

I  01 

III  98 

III  01 


-29.0 
-17.5 
-12.6 
-15.7 
^1.1 


800-662-2739 
800-662-2739 
800-662-2739 
800-662-2739 
800-662-2739 


IS98 

17.3 

III  01 

-11.8 

800-662-2739 

II  97 

6.1 

I  01 

-0.8 

800-662-2739 

IS98 

13.1 

III  01 

-7.9 

800-662-2739 

IS  98 

28.4 

III  01 

-16.5 

800-662-2739 

IS  98 

25.9 

III  01 

-20.8 

800-662-2739 

-8.1  -8A  -2.5  -2.8  BBBBB  Very  Low  0  -53  NA  NA  Honda  Motor                                High  1298  26.5  1297   -20.7 

17.0  15.8  17.6  16.4  OBBBB  Very  Low  8  23  33  NA  Pharmacia  Average  1598  28.8  III  01    -21.7 

6.2  4.0  NA  NA  BBBBB        Low  1  2  17  NA  Equity  Office  Properties                Low  III  97  11.5  III  98  -10.4 

6.6  5.8  NA  NA  BBBBB        Low  9  5  19  NA  Dana  Average  IS98  17.5  III  98  -27.2 

8.4  6.5  12.3  10.5  BBBBB        Low  0  -3  35  NA  Triquint  Semiconductor                High  1301  20.9  III  01    -20.7 


800-662-2739 
800-662-2739 
800-662-2739 
800-662-2739 
800-662-2739 


NA 

NA 

NA 

NA 

BBO 

Average 

0 

5 

22 

NA 

Smithfield  Foods 

IS01 

21.4 

III  98 

-21.3 

800-662-2739 

10.2 

7.8 

11.5 

9.2 

BBBBB 

Low 

0 

14 

NA 

NA 

International  Growth  Fund 

Very  Low 

IS  98 

11.5 

III  98 

-8.1 

800-662-2739 

11.4 

9.7 

NA 

NA 

BBBBB 

Average 

0 

6 

16 

NA 

Tenet  Healthcare 

Average 

IS98 

21.3 

III  98 

-20.7 

800-662-2739 

10.6 

10.4 

NA 

NA 

BOBBB 

Low 

0 

27 

31 

NA 

General  Electric 

Average 

IS98 

25.4 

III  01 

-18.6 

800-662-2739 

10.7 

10.3 

NA 

NA 

BBBBB 

Very  Low 

0 

11 

29 

NA 

General  Electric 

Average 

12  98 

21.4 

III  01 

14.7 

800-662-2739 

0.1 

-0.5 

NA 

NA 

BBBBB 

Very  Low 

0 

-22 

NA 

NA 

Individual  Emerging  Markets 

Average 

1298 

20.5 

III  01 

-14.9 

800-662-2739 

1         9.7 

9.2 

NA 

NA 

OBBBB 

Low 

0 

1 

30 

NA 

General  Electric 

Average 

IS98 

21.5 

III  01 

-15.9 

800-662-2739 

!         3.3 

1.7 

8.0 

6.7 

BBBBB 

High 

1 

5 

43 

NA 

General  Electric 

High 

IS98 

24.7 

I  01 

-31.0 

800-662-2739 

1         7.2 

5.0 

NA 

NA 

BBBBB 

Average 

3 

-5 

17 

NA 

FPL  Group 

Low 

III  00 

13.6 

III  01 

-12.5 

800-662-2739 

9.4 

7.6 

NA 

NA 

BBBBB 

Low 

0 

-7 

24 

NA 

Exxon  Mobil 

Average 

IS  98 

17.5 

III  01 

-16.3 

800-662-2739 

10.0 

7.1 

10.4 

7.7 

BBBBB 

Low 

2 

7 

15 

NA 

Weyerhaeuser 

Very  Low 

III  97 

7.4 

III  99 

-3.1 

800-662-2739 

10.6 

8.1 

12.1 

9.8 

BBBBB 

Low 

1 

19 

22 

NA 

Alcoa 

Very  Low 

II  97 

12.2 

III  01 

-5.7 

800-662-2739 

10.9 

8.1 

14.4 

11.4 

BOBBO 

Average 

2 

18 

19 

NA 

Citigroup 

Average 

IS01 

14.4 

III  98 

-19.4 

800-662-2739 

10.4 

8.2 

13.5 

11.4 

BBBBB 

Low 

3 

18 

19 

NA 

Philip  Morris 

Low 

1398 

14.9 

III  99 

-13.6 

800-662-2739 

2.7 

1.6 

7.5 

6.6 

BBBBB 

Average 

4 

-3 

19 

NA 

Nippon  Telegraph  and  Telephone  Average 

13  99 

21.8 

III  01 

-16.0 

800-662-2739 

NA 

NA 

NA 

NA 

OB 

Low 

0 

-22 

24 

14 

Caremark  Rx  (2) 

1399 

39.9 

III  01 

-30.4 

800-669-7400 

NA 

NA 

NA 

NA 

BB 

Low 

NA 

-26 

23 

NA 

IS01 

8.2 

I  01 

-9.4 

800-669-7400 

NA 

NA 

NA 

NA 

BB 

Average 

0 

-26 

28 

22 

Microsoft  (3) 

1299 

26.7 

III  01 

-20.6 

800-669-7400 

14.3 

11.1 

15.3 

12.0 

BBBBB 

High 

8 

5 

23 

31 

SBC  Communications  (3) 

Average 

1398 

17.6 

III  01 

-14.6 

800-539-3863 

1        15.2 

10.9 

14.3 

10.5 

BBBBB 

Very  High 

17 

-16 

20 

35 

Pfizer  (5) 

Low 

IS  99 

24.9 

I  01 

-12.6 

800-366-5465 

11.3 

8.3 

13.0 

10.8 

BBBBB 

Very  Low 

2 

15 

24 

29 

Target  (4) 

Low 

II  97 

18.7 

III  01 

-14.6 

800-366-5465 

5.4 

2.4 

9.4 

6.9 

OBDBB 

High 

30 

-33 

24 

26 

Suez (4) 

Average 

1399 

46.7 

III  98 

-17.3 

800-366-5465 

1       13.0 

10.5 

12.8 

11.0 

ODDBO 

Very  Low 

27 

-1 

28 

29 

Concord  Efs  (4) 

High 

1399 

46.2 

III  01 

-21.5 

800-366-5465 

8.9 

5.9 

10.2 

7.5 

BBBBB 

Very  High 

7 

-24 

20 

23 

American  International  Group  (3)  Average 

IS  99 

28.9 

III  01 

-17.6 

800-366-5465 

1       20.9 

17.2 

17.4 

14.8 

BODBB 

Low 

23 

10 

25 

30 

Guidant  (4) 

High 

IS  99 

61.7 

I  01 

-19.9 

800-366-5465 

1        11.0 

8.6 

11.0 

8.7 

BBBBB 

Average 

9 

10 

26 

43 

Philip  Morris  (8) 

Average 

1399 

31.1 

I  01 

-21.9 

800-366-5465 

1       22.3 

20.7 

18.3 

15.9 

BBBBB 

Low 

6 

18 

24 

55 

Rent-a-Center  (8) 

Average 

II  01 

30.7 

III  98 

-23.4 

800-551-1700 

1       22.0 

18.8 

17.3 

15.0 

BBBBB 

Low 

20 

22 

33 

30 

Ameripath  (5) 

Average 

IS01 

32.0 

III  98 

-23.8 

800-551-1700 

i        12.2 

10.0 

14.1 

12.0 

BBBBB 

Low 

3 

19 

21 

22 

Bank  of  America  (4) 

Low 

II  97 

14.4 

III  99 

-9.4 

800-421-0180 

i       21.6 

19.6 

NA 

NA 

BOBBB 

Low 

27 

7 

NA 

42 

Liberty  Media  (6) 

Very  Low 

I  98 

16.6 

III  01 

-11.0 

800-232-4161 

o       21.0 

18.6 

18.0 

15.9 

DOBOB 

Low 

23 

10 

NA 

41 

Liberty  Media  (6) 

Very  Low 

I  98 

16.5 

III  01 

-11.1 

800-232-4161 

1         9.6 

6.9 

10.6 

8.0 

BBBBB 

Average 

2 

-15 

23 

23 

U.S.  Treas .  Bonds  1 1/01  (3) 

Low 

IB98 

16.2 

I  01 

-8.9 

800-222-8222 

)         9.7 

8.5 

NA 

NA 

BBBBB 

Average 

5 

27 

21 

20 

Pfizer  (3) 

Average 

IS  98 

19.9 

III  01 

-14.6 

800-222-8222 

»          9.5 

8.5 

NA 

NA 

BBBBB 

Very  Low 

2 

16 

20 

37 

St  Paul  (5) 

Low 

1398 

15.7 

III  98 

-10.4 

800-222-8222 

i        11.7 

9.9 

NA 

NA 

BBBBB 

Average 

8 

10 

21 

15 

Pfizer  (2) 

Very  Low 

13  98 

16.9 

III  01 

-9.1 

800-222-8222 

)        10.4 

9.2 

NA 

NA 

BOBBB 

Very  Low 

3 

32 

23 

26 

General  Electric  (4) 

Average 

1398 

21.3 

III  01 

-14.7 

800-222-8222 

)        14.7 

14.0 

NA 

NA 

BBBBB 

Very  Low 

1 

-7 

33 

55 

Microsoft  (7) 

High 

1398 

31.6 

I  01 

-22.8 

800-222-8222 

1        10.5 

10.4 

NA 

NA 

BBBBB 

Very  Low 

0 

-51 

NA 

70 

Eli  Lilly  (9) 

High 

IS  98 

37.5 

I  01 

-33.3 

888-462-5386 

1         9.3 

7.5 

NA 

NA 

BBBBB 

Low 

5 

-2 

NA 

96 

WM  Growth  &  Income  1  (24) 

Very  Low 

IS99 

15.2 

III  98 

-8.7 

800-222-5852 

)        10.1 

8.5 

NA 

NA 

BBBBB 

Low 

6 

-2 

22 

100 

WM  Growth  &  Income  1  (32) 

Low 

13  99 

21.9 

III  01 

-12.9 

800-222-5852 

Data:  Standard  &  Poor's 
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Sports  Bl%^srs 


ON  THE  RUN: 

QB  McNabb 

eluding 
Tampa  Bay's 
Brooks 


FOOTBALL 


THE  EGGHEAD 
IN  THE  OWNER* 

Philly's  Jeff  Lurie  failed  at  films,  but  he's  pretty  good  at  pigskin 


SBOX 


When  NFL  owners  meet,  the  arm- 
chairs quickly  fill  with  tycoons  of 
businesses  ranging  from  con- 
sumer credit  to  used  cars.  It  may  be  a 
gathering  of  big  heads — but  not 
eggheads.  In  fact,  Philadelphia  Eagles 
owner  Jeffrey  Lurie  is  the  only  PhD  in 
the  room. 

Any  doubts  about  whether  the  resi- 
dent brainiac  can  win  football  games, 
though,  have  been  put  to  rest.  Leaning 
on  Andy  Reid,  last  year's  NFL  coach  of 
the  year,  and  quarterback  Donovan  Mc- 
Nabb, the  Eagles  have  a  shot  at  the 
Super  Bowl.  After  logging  their  second 
straight  11-5  season,  they  thumped  Tam- 
pa Bay  on  Jan.  12  by  31-9  to  move  to 
the  second  round  of  postseason  play. 
Two  more  victories  and  the  team  heads 
for  New  Orleans — its  first  championship 
appearance  in  21  years. 
Lurie  and  his  aides 
have  been  no  slouches 
on  the  sidelines,  either. 
Last  March,  the  Eagles 
'moved  into  the  Nova- 
Care  Complex,  a  $37 
million  training  complex. 
Two  months  later, 
ground  was  broken  for 
a  $500  million  stadium 
set  to  open  in  South 
Philly  in  2003— with 
nearly  $200  million  of 
the  tab  picked  by  the 


city  and  state.  Says  former  Philly  May- 
or Ed  Rendell:  "When  the  Eagles  are  in 
the  playoffs . . .  you  could  raise  the  wage 
tax  and  nobody'd  notice." 

The  slight,  contemplative  Lurie,  who 
bought  the  Eagles  in  1994  for  about 
$195  million,  then  a  record  for  a  sports 
franchise,  sometimes  behaves  more  like 
a  Peace  Corps  volunteer  than  a  foot- 
ball owner.  In  the  NovaCare  Complex 
lobby,  he  has  installed  a  hall  of  heroes 
photo  display  honoring  Martin  Luther 
King  Jr.,  Mother  Teresa,  and  Jonas  Salk. 
"Jeffrey  is  different  and  distinct,"  says 
NFL  Commissioner  Paul  Tagliabue.  "But 
he  also  comes  from  a  family  with  a  very 
deep  business  tradition." 

Lurie  grew  up  in  Boston,  the  grand- 
son of  Philip  Smith,  a  movie-theater  op- 
erator whose  General  Cinema  made  a 
fortune.  The  family  parlayed  that  into 


even     more     lucral 
stakes  in  such  comi 
as  Neiman  Marcus 
and   Harcourt  Gene 
sold  last  year  to 
Dutch  publisher  Re 
sevier  for  $4.5  billion. 

For  a  kid,  the  movie  business 
perks — like  free  passes  for  his  frie 
But  Lurie's  most  vivid  childhood 
ories  revolve  around  sports — often  I 
games  he  attended  with  his  fatl 
Morris,  who  died  of  kidney  cance| 
1961  when  young  Jeff  was  9. 

After  getting  a  PhD  in  social 
Lurie  opened  Chestnut  Hill  Product! 
and  went  to  Hollywood  to  chamj 
films  with  a  social  wallop.  But  mc 
Chestnut  Hill  turned  out  turkeys 
got  walloped.  As  setbacks  moun| 
Lurie  began  looking  for  a  new 
"It's  like  somebody  from  a  family 
doctors  who  goes  into  medicine  and 
covers  he  should  have  been  a  pain« 
says  John  Bard  Manulis,  who  woij 
with  Lurie  on  several  films. 

After  a  losing  bid  to  Robert 
for  the  New  England  Patriots, 
contacted  Norman  Braman,  then- 
er  of  the  Eagles.  He  startled  Br 
with  a  request — rare  for  a  prospec 
owner — to  send  him  game  films 
the  previous  year.  "That's  Jeffrey, 
very  knowledgeable  about  the 
says  New  York  Giants  co-owner  RoJ 
Tisch,  a  friend  of  Lurie's  family. 

While  Lurie  insists  he's  no  foot 
expert,  his  office  in  the  NovaCare 
plex  overlooks  the  manicured  prao 
fields,  allowing  him  to  watch  daily  w| 
outs.  And  after  each  game,  he  qi 
Reid.  Former  Eagles  staffers  gij 
when  asked  about  the  boss's  buttinfl 
though  Lurie  gives  the  impression 
always    hands-off.    "When    an    o\ 
starts  to  evaluate  talent,"  he  says, 
reach  some  irrational  decisions  at  til 
There  is,  however,  one  decision  L| 
would  love  to  be  making  in  Febr 
how  to  find  room  next  to  Mother 
for  a  Super  Bowl  trophy. 

By  Mark  Hyman  in  Philadelf 


BORN  1951, 
Boston. 


JEFFREY  LURIE 


EDUCATION    BA 

from  Clark  Universi- 
ty; MS  in  psychology 
from  Boston  Univer- 
sity; PhD  in  Social 
Policy  from  Brandeis 
University. 

MOVIE  CREDITS 

Lurie's  Hollywood 
film  company 


produced  V.I. 
Warshawski,  Sweet 
Hearts  Dance, 
I  Love  You  to  Death, 
and  State  of 
Emergency. 

WHY  HE  BOUGHT 
A  FOOTBALL 
TEAM  "I  thought 
the  value  only  would 
go  up,  and  I'd  have 
something  I'd 


emotionally  love. 
He  paid  about  $9 
million  for  the  teal 
in  1994;  the  Eaglf 
now  are  worth  $7(| 
million. 

MANAGEMENT 
CREDO  "I  call  1 1  < | 
namic  optimism. 
We're  very  player- 
friendly.  And  we 
dare  to  dream." 
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When  you  stop  coming  up  with 

new  challenges,  we'll  stop  coming 
up  with  new  monitors. 


More  real-world  solutions  from  the  best-selling  brand  of  flat  panel  monitors. 
Today's  specialized  applications  demand  the  right  tools.  So  the  NEC  MultiSync® 
product  line  is  always  growing,  always  offering  better  ways  to  work.  You'll  find  high 
resolution,  flicker-free  viewing;  a  choice  of  colors;  touchscreen  and  protective 
glass  technologies;  flexible  integration  options;  and  models  that  afford  both 
landscape  and  portrait  viewing.  Even  the  industry's  first  full  line  of  thin-frame 
monitors  for  increased  versatility  in  multi-monitor  applications.  And,  unlike 
conventional  CRT  monitors,  flat  panel  technology  offers  space-saving  design 
and  60%  less  energy  consumption  for  long-term  efficiency. 


Innovation  continues  to  run  in  the  family:  from  Ambix™ 
digital/analog  dual  input  technology  that  ensures  long-term 
compatibility  to  XtraView+™  for  wide  angle  viewing  to 
OmniColor™  technology  for  precise  color  values.  All  the 
display  solutions  you  need — all  from  the  world's  largest  line 
of  flat  panel  monitors. 


Learn  more  at  www.necmitsubishi.com  or  call  888-NEC-MITS. 


Our  innovative  line  of  thin-frame 
flat  panel  monitors  allows  you  to 
see  more  image,  less  frame. 


mORE 


TM 


NEC  ranked  as  the  #  1  flat  panel  monitor  branded  vendor  in  the  Stanford  Resource  -  iSuppli 
Rat  Panel  Monitrak'  Quarterly  Report,  0.2  'ol  MultiSync  is  a  registered  trademark,  and  Ambix, 
XtraView+,  and  OmniColor  are  trademarks  of  NEC-Mitsubishi  Electronics  Display  of  America,  Inc. 

©2002  NEC-Mitsubishi  Electronics  Display  of  America,  Inc. 
All  rights  reserved.  Simulated  images  in  monitors. 
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Social  Issues 


COMMENTARY 


By  Joseph  Weber 


THE  NEW  POWER  PLAY  IN  HEALTH 


Last  fall,  some  200,000  Northern 
Calif ornians  had  reason  to  reach 
for  the  Prozac.  As  members  of  a 
health  insurance  plan  run  by 
Woodland  Hills-based  Health  Net  Inc., 
they  feared  being  shut  out  of  many  lo- 
cal hospitals  if  they  got  sick  or  hurt 
over  the  next  year.  That's  because 
Health  Net  was  balking  at  the  25%  an- 
nual payment  hikes  demanded  by  Sut- 
ter Health,  a  mammoth  health-care 
provider  with  26  hospitals  and  5,000 
doctors  serving  San  Francisco  and  100 
other  cities  across  half  the  Golden 
State.  And  Sutter  was  playing  rough:  It 
yanked  its  own  30,000  employees  out  of 
Health  Net  and  pounded  the  insurer  in 
newspaper  ads,  suggesting  that  perhaps 
patients  should  switch  health  plans. 

Sutter's  tactics  scared  the  daylights 
out  of  Health  Net  members,  prompting 
some  20,000  to  jump  to  other  insurers, 
says  Health  Net  Senior  Vice-President 
David  Olson.  In  the  end,  his  company, 
which  insures  5.5  million  in  13  states, 
agreed  on  a  two-year  contract  with  Sut- 
ter. Health  Net  then  jacked  up  its  pre- 
miums by  about  15%.  Sutter  spokesman 
Bill  Gleeson  defends  the  ads  as  a  neces- 
sary early  warning  for  patients  when 
talks  are  going  poorly. 

A  little  cutthroat  for  folks  in  the 
healing  profession?  No  doubt.  Yet  such 
brawls  are  increasingly  common  as  the 
growth  of  regional  monopolies  like  Sut- 
ter dramatically  boosts  the  pricing  pow- 
er of  health-care  providers  once  again. 
Throughout  much  of  the  1990s,  man- 
aged care  gave  insurers  like  Health  Net 
the  clout  to  dictate  ever-stingier  terms 
to  hospitals,  doctors,  and  other  health- 
care providers.  The  controls  cooled 
years  of  feverish  medical  inflation  and 
helped  hold  health-care  cost  hikes  in 
the  single  digits.  Now  costs  are  soaring 
upward  again,  thanks  to  the  waves  of 
mergers  and  closings  that  have  consoli- 
dated hospitals  into  ever-larger  chains 


KEEPING 
PROVIDER 
COSTS 
IN  LINE 


like  Sutter,  with  much  more  pricing 
power  (charts).  Already,  family  premi- 
ums are  jumping  up,  and  states  are 
struggling  to  pay  for  crushing  Medicaid 
expenses.  "We  have  instituted  survival 
of  the  fattest,"  warns  Alan  Sager,  a 
professor  of  health  services  at  Boston 
University. 

The  public  backlash  against  the  gate- 
keepers has  bolstered  providers'  grow- 
ing strength.  As  patients  chafe  at  re- 
strictions on  which  doctors  they  can 
see,  they  have  stampeded  out  of  hmos. 
Just  23%  of  workers  are  covered  by 

ANTITRUST  Sic  the  feds  and  states  on 
hospitals  and  other  providers,  which  are 
using  their  growing  market  power  to 
ratchet  up  prices.  Officials  could  apply 
long-established  antitrust  principles  that 
measure  excessive  concentration  in 
local  markets. 


hmos  today,  vs.  31%  in  1996,  a, 
to  the  Kaiser  Family  Foundatu 
contrast,  70%  now  use  less  res 
preferred-provider  organizatioi 
point-of-service  plans,  up  from 
result:  Americans  have  gained 
tients'  rights,  but  at  the  expen 
ing  providers  more  leeway  to 
through  price  increases. 

No  relief  is  in  sight.  With  ro 
care  pretty  much  spent  as  a  cl 
rising  costs,  the  nation's  health 
may  hit  16%  of  gross  domestic 
by  2010,  vs.  13.4%  now,  accord 

PRICE  TRANSPARENCY  Con 

usually  have  no  way  to  tell  wh 
hospitals  and  doctors  charge  f 
services.  These  prices  should 
public,  allowing  consumers  to 
choices  about  health-care  pun 
just  as  they  do  for  any  other  s- 
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are  a  lev 

7A 


h  &  Human  Services  Dept. 
ns  should  get  used  to  the  fact 
.h-care  costs  are  going  to  take 
irger  share  of  GDP,"  says 
University  health-care  econo- 
■  E.  Reinhardt. 

are  a  few  ways  to  cool  off  the 
price  fever.  For 
one,  providers  and 
insurers  should 
make  their  prices 
public,  so  compa- 
nies can  prod  em- 
ployees to  consid- 
er cost  when  they 
seek  medical  care. 
Washington  and 
the  states  also 
should  use  the 
antitrust  stick 
to  dampen  some 
of  the  new  pro- 
vider clout.  On 
Jan.  4,  the  Massa- 
chusetts Attorney 
General  opened 
an  antitrust  probe 
of  statewide 
physicians  and 
hospitals. 

To  see  why  this 
is  a  good  idea, 
just  look  at 
providers'  grow- 
ing power.  The 
number  of  hospi- 
tals has  shrunk  by 
about  9%  since 
1990,  to  4,915, 
even  as  the  U.  S. 
population  has  ex- 
y  13%.  Massachusetts,  for  ex- 
is  fewer  than  70  hospitals, 
ti  about  90  a  decade  ago. 
hospitals  have  closed  in  North- 
prnia  in  recent  years.  Those 

have  consolidated  into  ever- 
ains:  Just  four  companies  man- 
of  beds  in  Cleveland,  vs.  41% 
or  instance.  In  10  of  12  repre- 
markets  across  the  U.S.,  four 
s  control  most  patient  admis- 
rs  the  Washington-based  Cen- 
tudying  Health  System  Change 
at's  the  level  denned  as  "con- 

FORCES  Insurers  and 
s  should  offer  health  plans 

consumers  the  ability  to 
und  among  individual 

and  doctors.  That  would 
itroduce  true  market  condi- 
:he  industry. 


centrated"  by  the  Justice  Dept.  for  the 
purposes  of  antitrust  regulation. 

Hospital  chains  are  flexing  their  new 
muscle.  Spending  on  hospitals  jumped 
by  5.1%  in  2000,  vs.  an  average  of  3.5% 
from  1994  to  1999,  according  to  HHS  fig- 
ures released  on  Jan.  7.  Hospitals  ac- 
counted for  43%  of  the  increase  in  em- 
ployer health-care  spending,  almost 
double  their  1999  share,  hsc  concluded. 
They  even  outstripped  prescription- 
drug  spending,  which  accounted  for  29% 
of  employers'  higher  medical  costs. 

Indeed,  bare-knuckle  battles  have 
broken  out  across  the  country.  One  in- 
volved Partners  HealthCare  System 
Inc.,  a  Boston  hospital  group  that  con- 
trols a  fifth  of  all  hospital  beds  in  east- 
ern Massachusetts.  In  2000,  it  stormed 
away  from  the  bargaining  table  with 
Tufts  Health  Plan,  which  serves  900,000 
people,  after  the  insurer  refused  30% 
increases  over  three  years.  Partners 
posted  notices  at  Mass  General  saying 
that  Tufts  cards  were  no  longer  accept- 
able. Finally,  Tufts  agreed  to  Partners' 
terms,  bringing  9%  to  12%  premium 
hikes  for  Tufts  customers.  Partners  de- 
fends its  price  push,  arguing  that  it's 
necessary  to  provide  good  medical  care, 
especially  at  teaching  hospitals.  "We're 
not  trying  to  be  profligate,  but  we  do 
have  to  have  margins  to  invest  in  re- 
search and  education,"  says  Partners 
CEO  Samuel  O.  Thier. 

Like  hospitals,  doctors  are  beginning 
to  see  strength  in  numbers.  In  recent 
years,  many  have  formed  groups  to 
pool  their  negotiating  power.  In  Seattle, 
groups  of  specialists  refused  to  renew 
contracts  in  2000  with  1  million-member 
Regence  BlueShield,  the  biggest  insurer 
in  Washington  State,  in  a  dispute  over 
fees.  As  a  result,  Regence  was  shut  out 
of  big  swaths  of  Seattle  for  months. 

In  one  high-profile  fight,  a  75-doctor 
group  refused  to  handle  Regence  pa- 
tients for  six  months  while  the  parties 
dickered.  The  docs'  grievance:  Govern- 
ment reimbursement  schemes,  used  as 
benchmarks  by  many  private  health 
plans,  had  pushed  down  their  payments. 
The  group,  Proliance  Surgeons,  won  the 
battle,  lifting  Regence's  doctor  expenses 
by  up  to  12%  in  2002. 

Providers  like  Sutter  and  Partners 
explain  the  price  hikes  as  an  effort  to 
restore  the  quality  of  care.  While  some 
agree  that  managed  care  wrung  ineffi- 
ciencies out  of  the  system,  they  argue 
that  the  controls  cut  flesh  along  with 
the  fat.  Still,  the  exceptional  power 
they  have  garnered  seems  all  too  easy 
to  abuse. 


AS  HOSPITALS'  MARKET 
CLOUT  GROWS... 
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...THEY'RE  CHARGING  MORE, 
DRIVING  UP  PREMIUMS 


I f ! 1  I  I 
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A  PERCENT 

Data:  Center  for  Studying  Health  System  Change 

What's  to  be  done?  For  one  thing, 
antitrust  authorities  should  look  at  mar- 
kets where  providers  wield  dispropor- 
tionate influence.  Does  it  really  promote 
competition  for  11  Boston  area  hospitals 
to  form  a  united  front?  Another  step 
would  be  to  make  costs  public,  some- 
thing hospitals,  doctors,  and  insurers 
generally  refuse  to  do.  For  a  truly  com- 
petitive system,  consumers  must  weigh 
prices  when  they  choose  what  health 
care  to  buy.  Finally,  we  all  may  have  to 
learn  how  to  shop  for  health  care,  pay- 
ing as  much  mind  to  doctor  bills  as  we 
do  to,  say,  car  prices.  PacifiCare  Health 
Systems  has  begun  offering  a  lower- 
cost  plan  in  which  patients  shoulder  co- 
payments  of  up  to  $400  a  day  if  they  go 
to  higher-cost  hospitals  but  pay  nothing 
extra  for  lower-priced  ones. 

Such  efforts  may  prove  to  be  only 
Band-Aids.  Systems  that  exclude  people 
based  on  price  also  raise  the  specter  of 
unequal  care.  But  as  things  now  stand, 
the  U.  S.  tolerates  a  system  in  which 
everyone  pays  exorbitantly  and  there 
are  few  checks  on  prices.  Unless  the 
private  sector  can  come  up  with  work- 
able solutions,  the  clamor  for  a  heavier 
government  hand  is  sure  to  rise  anew. 
With  John  Cady  in  New  York 
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INSURANCE 


A  NEW  WAY  TO 
SQUEEZE  THE  WEAK? 


Insurers'  use  of  credit 
scores  to  set  premiums  is 
spurring  outrage -and  legal 
and  legislative  action 

Heather  Lowe,  a  32-year-old  secre- 
tary in  Bellingham,  Wash.,  reeled 
when  she  opened  her  auto  insur- 
ance bill  in  November.  Farmer's 
Bureau  was  raising  her  annual  premi- 
ums by  46%,  to  $1,665,  a  blow  for  the  di- 
vorced mother  of  two.  She  had  paid  all 
her  previous  premiums  on  time.  True, 
she  had  had  an  accident  some  years  be- 
fore, but  the  company  didn't  raise  her 
rates  then.  Why  now?  Her  agent  was 
no  help.  Then  she  got  suspicious.  The 
renewal  notice  showed  Farmer's  had 
checked  her  credit.  Investigating,  she 
traced  the  credit  problem  to  her  ex-hus- 
band's bankruptcy.  Her  name  was  still  on 
a  joint  mortgage  and  some  credit  cards. 
But  that  didn't  answer  the  basic  ques- 
tion: What  did  her  credit  rating  have  to 
do  with  the  odds  she  would  wreck  her 
car?  Unable  to  pay  the  higher  rate, 
Lowe  let  her  insurance  lapse  temporari- 
ly. "What  happens  to  people  like  me  who 
are  not  at  fault  and  don't  have  a  bad 
driving  record?"  she  sighs. 

An  increasing  number  of  Americans 
are  getting  similar  jolts  from  their  home 
and  auto  insurers.  State  laws  generally 
require  companies  to  cover  anyone  who 
represents  an  acceptable  risk,  and  pre- 


miums must  reflect  the  statisti- 
cal odds  that  they'll  file  claims 
based  on  such  criteria  as  age, 
place  of  residence,  and  driving 
record.  But  over  the  past  three 
years — a  period  when  premiums 
and  profits  were  under  pres- 
sure— U.S.  insurers  have  quiet- 
ly ramped  up  the  use  of  a  con- 
troversial new  risk  criterion: 
credit  history.  According  to  a 
July,  2001,  study  by  Conning  & 
Co.,  a  Hartford  industry  re- 
search firm,  92%  now  use  it  as  a 
factor  in  calculating  premiums 
on  home  and  auto  insurance. 

The  practice  has  already  in- 
spired a  major  backlash.  Mount- 
ing" consumer  complaints  have 
aroused  state  regulators'  suspi- 
cions that  it's  a  creative  new 
form  of  redlining:  illegal  discrim- 
ination against  low-income,  el- 
derly, and  minority  customers 
whose  credit  record  may  be  less 
than  pristine.  Using  credit  scor- 
ing "is  discriminatory,"  says 
Washington  State  Insurance  Commis- 
sioner Mike  Kreidler.  "You  can  pay  two 
times  as  much  for  your  insurance  as  your 
next-door  neighbor  because  of  your  cred- 
it score."  More  than  20  states  are  inves- 
tigating the  practice.  In  San  Antonio, 
six  people  filed  a  class  action  in  federal 
court  alleging  that  Allstate  Insurance 
Co.  uses  credit  criteria  to  discriminate 
against  minority  customers.  Allstate  de- 
nies the  allegations. 


THE  CREDIT-RATING  DEBATE 


INSURERS  SAY 


CRITICS  SAY 


•Individuals  with  bad  credit  tend 
to  make  more  claims  on  policies 


•  There's  no  rational  link  between 
credit  ratings  and  claims  records 


•A  good  financial  record 
can  reduce  a  policyholder's 
premiums 


•  Companies  use  the  practice 
to  get  around  regulators' 
limits  on  premium  hikes 


•Using  credit  ratings  isn't 
discriminatory  because  rich 
people  have  bad  scores,  too 


•  This  is  a  new  excuse  for 
denying  coverage  to  the  poor, 
elderly,  and  minorities 


Data:  BusinessWeek 


The  controversy  revives  ugly  n 
ries.  For  decades,  insurers  rout 
drew  a  metaphorical  red  line  ai 
poor  or  minority  neighborhoods,  rei  i 
to  insure  residents'  homes  or  cars 
practice  was  supposed  to  be  outl 
by  the  Fair  Housing  Act  of  196£ 
redlining  never  completely  went 
In  1997,  Nationwide  Insurance,  All 
and  State  Farm  Insurance  sett 
redlining  complaint  with  the  Ho 
&  Urban  Development  Dept.  by  a 
ing  to  fund  minority-homeowne 
programs.  Consumer  advocates  say 
have  to  be  eternally  vigilant  be<   |g 
insurers  always  try  to  avoid  cov 
those  they  see  as  less  desirable    [ft 
tomers.  "Redlining  has  its  own  mc   Ln 
turn,"  says  Al  Scudieri,  a  forme 
agent  who  investigates  redlining 
Tampa  law  firm. 

Major  property  and  casualty  i 
ers — including  Allstate,  Progressiv 
sualty  Insurance,  and  State  Farrr 
sist  that  credit  data  are  a  meani 
adjunct  to  conventional  underwi 
procedures,  and  they  are  used  t 
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Insurers  found  a  "magic 
potion"  to  justify  higher 
premiums,  says  an 
industry  consultant 

LOWE'S  CAR  PREMIUMS  JUMPED  46% 

tionwide.  "We  want  to  determine  the  ex- 
tent to  which  credit  scoring  may  be  re- 
sponsible for  some  of  these  staggering 
rate  increases,"  says  Montemayor.  Rates 
in  Texas  have  risen  over  30%.  Lowe's 
experience  backs  that  up.  After  Farmer's 
November  shocker,  she  shopped  around 
and  was  given  a  quote  for  comparable 
coverage  that  didn't  involve  credit  scor- 
ing for  only  $1,020  from  a  local  company, 
Columbia  Agencies  Inc.  She  expects  to 
have  enough  saved  to  start  coverage  at 
the  end  of  January.  A  Farmer's  spokes- 
woman says  factors  other  than  credit 
may  have  boosted  Lowe's  rates. 

Insurance  industry  executives  concede 
that  credit-scoring  is  a  lightning  rod  for 
critics.  "We  expect  to  see  legislative  and 
regulatory  proposals  in 
at  least  25  states  that 
will  ban  or  restrict  the 
use  of  credit  scores  for 
underwriting  and  rat- 
ing purposes,"  says 
Sam  Sorich,  vice-presi- 


the  financially  responsible  of  all 
it  me  levels,  not  to  discriminate,  (geico 
irp.  wouldn't  comment.  State  Farm 
credit  scores  to  assess  whether  to 
>  ire  someone,  not  to  set  rates.) 
Uere's  a  powerful  correlation  between 
itlit  history  and  potential  losses  from 
;  cyholders,"  says  Dean  K.  Lamb,  re- 
!1  rch  director  at  Allstate,  which  has 
t!  d  credit  scoring  for  pricing  since 
;9.  "What  we're  trying  to  measure  is 
a  how  much  money  a  person  has  but 
a  v  they  manage  it." 
Ul  state  and  some  other  insurers  say 
idit  scoring  lowers  some  customers' 
ibs.  Progressive  says  in  a  statement 
i3%  of  its  U.  S.  policyholders  "have 
o  >wer  rate  because  of  our  use  of  cred- 
'i  n  conjunction  with  other  factors."  But 
ulators  in  some  states,  including 
as,  where  State  Insurance  Commis- 
ii  ier  Jose  Montemayor  has  ordered  in- 
i<  tigations  of  Allstate  and  Farmer's  Bu- 
ll u,  think  financial  criteria  could  be 
i  ind  last  year's  sharp  rise — as  much  as 
ib  by  some  estimates — in  homeown- 
:>'  and  auto  insurance  premiums  na- 


INSURERS  HAVE  A 
HISTORY  OF  REDLINING 


1920-40  Insurers  routinely 
discriminate  against  minority 
clients 


use  of  credit  reports  was  the  magic  po- 
tion that  would  help  them  squeeze  those 
extra  profits,"  says  Wayne  D.  Holdredge, 
a  principal  at  financial-services  consul- 
tants Tillinghast-Towers  Perrin. 

Yet  even  some  industry  insiders  have 
misgivings.  Insurance  sales  agents  com- 
plain that  they're  losing  loyal  customers. 
And  the  National  Association  of  Profes- 
sional Allstate  Agents  has  condemned 
credit  scoring  as  discriminatory.  "Every 
day,  hundreds,  if  not  thousands,  of  people 
are  affected  negatively  by  their  credit 
score,"  fumes  Bill  Murphy,  an  indepen- 
dent agent  in  Austin,  Tex. 

Allstate  agent  Raymond  Gonzalez  says 
he  couldn't  defend  a  25%  hike  the  com- 
pany imposed  in  May  on  his  customer, 
Jose  C.  DeHoyos,  based  on  his  credit 
record.  The  65-year-old  Hispanic-Ameri- 
can from  Somerset,  Tex.,  has  filed  only 
one  claim  in  26  years  as  an  Allstate  cus- 
tomer— for  hailstorm  damage  to  his  car 
five  years  ago.  He's  now  the  lead  plaintiff 
in  the  San  Antonio  class  action.  DeHoyos' 
attorney,  Christa  L.  Collins,  says  the 
only  blemishes  on  his  credit  history  are 
two  late  payments,  totaling  $131,  to  a 
hospital  and  a  gas  station.  Says  Allstate 
spokesman  Michael 
Trevino:  "It  could  be  a 
perfect  credit  report  in 
his  mind  because  he 
might  have  always 
paid  on  time,  but  there 
are    other    variables, 


dent  of  the  National      like  number  of  credit 


Association  of  Inde- 
pendent Insurers,  a 
lobbying  group.  He 
and  others  say  they'll 
fight  such  legislation 
because  credit  scoring 
is  not  only  legal  under 


1968  Presidential  panel  on 
Insurance  in  Riot-Affected 
Areas  documents  impact  of 
redlining  for  the  first  time 

1980  Aetna  admits  past 
racial  discrimination  with  ads 


accounts  and  outstand- 
ing balances  relative 
to  credit  limits  that 
are  considered  in  our 
score." 

Insurance  regulators 
say  what  makes  them 


the  Federal  Fair  Cred-      shovving  man  eating  Crow particularly  suspicious 


it  Reporting  Act  of 
1970  but  its  validity  as 
a  predictor  of  claims 
has  been  well  docu- 
mented. The  practice 


1988  Amendment  to  Fair 
Housing  Act  of  1968  and  new 
HUD  regulations  prohibit 
redlining  for  homeowners' 


insurance 


is  insurers'  refusal  to 
explain  how  they  use 
credit  histories,  which 
are  notoriously  inaccu- 
rate and  hard  to  inter- 


really    caught    on    in      pret.    Back   in    1980, 


1999  after  several 
studies,  from  the  Vir- 
ginia Bureau  of  Insur- 
ance and  the  credit 
scoring  agency  Fair, 
Isaac   &   Co.,  among 


1992  American  Family 
Insurance  sued  for  racial 
discrimination 

1997  Nationwide  Insurance 
fined  $10  million  in  Texas 


Aetna  Inc. — which  sold 
its  property  and  casu- 
alty business  in  1996 — 
admitted  past  discrim- 
ination with  ads 
showing  a  man  eating 


others,  lent  support  to      .?r...r_.l.n.l.nA..  crow.       Given       the 


1999  Use  of  credit  records 
as  insurance-eligibility  criteria 
starts  to  become  widespread 


groundswell  against 
credit  scoring,  other 
insurers  may  soon  see 


the  notion  that  poor 

credit  scores  correlated 

with    higher    claims. 

With  premiums  under  the  same  dish  on  the 

pressure,        insurers     2002  More  than  20  states  menu. 

were  looking  for  ways      are  investigating  insurance  By  Brian  Grow  in 

to  cut  claims  and  justi-      credit-scoring  Atlanta  and  Pallavi 

fy  higher  rates.  "The  Gogoi  in  Chicago 
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ANDRX:  IS  WALL  STREET 
BLINDED  BY  LOVE? 

The  drugmaker  faces  serious  competition-and  insider  selling 


As  managing  director  of  Sterling  Fi- 
nancial Investment  Group  Inc.,  a 
research  boutique  in  Boca  Raton, 
Fla.,  Steven  C.  Kirsch  has  seen  more 
than  his  share  of  dog  and  pony  shows. 
But  when  a  generic-drugmaker  called 
Andrx  Group  gave  a  presentation  at  a 
Bear,  Stearns  &  Co.  health-care  confer- 
ence a  year  ago,  Kirsch  was  stunned. 
"Andrx  management  got  a  standing  ova- 
tion," recalls  Kirsch.  "In  20  years  on 
Wall  Street.  I've  never  seen  anything 
like  it." 

The  applause  has  not  stopped.  An- 
drx' Nasdaq-traded  shares  gained  22fr 
in  2001  (chart).  Though  its  shares  are 
down  this  year  because  of  profit  worries, 
its  market  cap  is  a  beefy  $4  billion  be- 
cause of  cheers  from  a  small  army  of 
Wall  Street  analysts.  They  are  most  en- 
thused about  an  undeniable  coup:  Andrx 
is  the  first  company  to  win  U.  S.  Food  & 
Drug  Administration  approval  to  make 
the  generic  version  of  the  antiulcer  med- 
ication Prilosec,  the  world's  best-selling 
prescription  drug. 

But  if  a  few  naysayers,  including 
Sterling  and  a  handful  of  short-sellers, 


are  right,  Andrx  is  merely  a  competent 
but  humdrum  company  that  has  been 
overhyped.  They  claim  that  the  Street  is 
overlooking  or  underplaying  serious  neg- 
ative factors,  including  potentially  dev- 
astating competition  and  management 
departures  accompanied  by  heavy  in- 
sider selling.  If  the  bears  prove  correct, 
Andrx  shareholders  are  in  for  some  bit- 
ter disappointments. 

The  tussle  over  Andrx  is  a  prime  ex- 


ANDRX  HAS  EASILY 
BEATEN  ITS  PEERS 


DEC.  29.  '00  JAN  16.  '02 

i  INDEX:  DEC.  29.  2000=100 

Data:  Bloomberg  Financial  Markets 


ACTING  CEO  HAHN 

Worries  that  Andrx'  genei 
version  of  Prilosec  will  be 
hurt  by  a  competing  drug  i 
overblown,  he  says 


ample  of  an  old  issue  that 
reappeared   following   Er 
Corp.'s  downfall:  Are  broke: 
house  analysts  likely  to  gloss 
flaws  in  the  companies  they  co 
It's  a  troubling  question,  and 
are  few  cases  where  the  b 
lines  are  drawn  more  fiercely 
that  of  Andrx. 

Much  of  the  disagreement 
volves  Prilosec  The  drug,  with 
billion  in  sales  in  2000  in  the  t 
alone,  is  manufactured  by  As 
Zeneca  PLC,  the  British  phar 
ceutical  giant.  According  to  bu 
Street  analysts,  Andrx  sales 
benefit  richly  once  patent  litiga 
is  resolved.  They  predict  that 
drx  stock,  now  trading  at  about  $64, 
rise  as  high  as  $115  in  coming  months 
cause  of  generic  Prilosec  and  other  di 
in  the  pipeline.  Analysts  also  say  t 
generic  Prilosec  alone  will  generate  $ 
million  in  sales  in  its  first  six  montta 
the  market.  Among  Andrx'  champior 
Standard  &  Poor's,  which  recently  nai 
it  one  of  the  35  companies  expected  t< 
stellar  performers  in  2002.  (s&P  is  ow 
by  The  McGraw-Hill  Companies,  j 
lisher  of  BusinessWeek.) 

Of  the  18  analysts  who  follow 
company,  a  few  have  qualms  about 
stock's  valuation.  Only  Sterling  is  ( 
right  negative  and  has  put  a  rare  "s 
rating  on  the  stock.  "The  fact  is,  we 
get  a  lot  of  compliments,"  says  El 
F  Hahn,  Andrx'  acting  ceo. 

Andrx  management  concedes  I 
bringing  their  generic  version  of  Prfl< 
to  market  won't  be  easy.  For  one  thi 
the  company  is   duking  it  out  o 
patent  issues  with  AstraZeneca  in  a 
al  now  under  way  in  U.  S.  District  Cc 
in  Manhattan.  But  even  Andrx'  err 
think   it   will   win   the   court   bat 
They're  worried  about  a  drug  cal 
Xexium,  which  AstraZeneca  is  marl" 
ing  as  a  replacement  for  Prilosec.  Anc 
detractors  note  that  Nexium  has  aires 
begun  to  gnaw  away  at  the  mar; 
share  of  Prilosec,  which  AstraZeneca 
longer  promotes.  "AstraZeneca  is  c 
verting  doctors  from  Prilosec  to  Xexi 
and  is  aiming  a  big  ad  campaign  at 
tients,"  says  one  short-seller. 

That  issue  is  also  raised  by  Rob 
M.  Wasserman,  a  Sterling  analyst  v 
covers  Andrx,  which  is  based  in  Da^ 
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Both  are  seen  as  pillars  of  trust. 
Only  one  can  assess  the  health  of  your  portfolio. 


Doctor  Watson  - 
delivered  three 
generations  of  babies. 


Kathleen  Hastings 

Schwab  Investment  Specialist, 

McLean,  VA 


Complimentary  Initial  Consultation.  Okay,  so  we  don't  write  prescriptions.  But,  at 
Charles  Schwab,  we  do  dispense  helpful  advice.  Our  Investment  Specialists  will  sit  down  with 
you  and  discuss  your  financial  goals.  With  a  one-on-one  consultation  that  offers  just  the  expert 
advice  you'd  expect  from  us. 

Objective.  Uncomplicated.  And  not  driven  by  commission. 

And  that  expert  advice  covers  everything  from  college  and  retirement  planning  to  trust  and 
estate  issues.  So  during  your  consultation  we  can  discuss  a  plan  of  action  that: 

•  Assesses  your  current  investment  strategy 

•  Recommends  changes  to  achieve  your  goals 


•  Suggests  strategies  to  protect  and  preserve  your  assets 

•  Factors  in  how  the  new  tax  laws  affect  your  retirement 


But  most  importantly,  you  can  rest  assured  that  you're  getting  the  kind  of  advice 
you  can  feel  very  comfortable  with.  And  we  promise  it  won't  hurt  a  bit. 

Call  us  to  sign  up  for  your  complimentary  initial  consultation  and 
you'll  also  receive  our  planning  guide. 


charles  schwab 


1-800-540-9757 


schwab.com 


402  locations  nationwide 


Canadian  residents  call  Charles  Schwab  Canada  Co.  at  1  -866-339-0399  or  visit  schwabcanada.com. 

c  2001  Charles  Schwab  &  Co.,  Inc.  All  rights  reserved.  Member  SIPC/NYSE  (0901-14571). 


Finance 


Fla.  He  is  concerned  about  Nexium  and 
a  possible  over-the-counter  version  of 
Prilosec.  "I'm  sure  that  the  company  will 
say  they'll  never  go  otc,"  says  Wasser- 
man.  "But  the  other  ulcer  drugs  did  just 
a  year  or  two  after  they  went  generic." 

Baloney,  say  Andrx  boosters  and 
Hahn.  They  claim  that  worries  about 
Nexium  and  a  possible  otc  version  of 
Prilosec  are  overblown  and  have  already 
been  incorporated  into  their  calculations. 
"Everybody  knows  Nexium  is  on  the 
market  and  gaining  share,"  says  Gre- 
gory B.  Gilbert,  who  follows  Andrx  for 
Merrill  Lynch  &  Co.  He  does  not  be- 
lieve that  an  otc  version  is  imminent. 

Andrx  fans  and  foes  also  differ 
strongly  over  the  departure  of  the  com- 
pany's two  top  executives  and  co-chair- 
men. Chief  Executive  Officer  Alan  P. 
Cohen  left  Andrx  last  year  to  take 
over  the  National  Hockey  League's 
Florida  Panthers,  and  Chih-Ming  Chen, 
chief  scientific  officer,  is  leaving  for 
what  associates  call  "personal  reasons." 
Cohen  and  Chen  did  not  return  calls  to 
their  offices.  But  in  an  e-mail  to  Busi- 
nessWeek in  response  to  questions,  Co- 
hen observed  that  it  is  "time  for  a 
change."  He  added  that  "money  doesn't 
drive  me  at  this  point,  and  my  heart 


"I'm  sure  the  company  will 
say  they'll  never  go  OTC. 
But  the  other  ulcer  drugs  did 
just  a  year  or  two 
after  they  went 
generic" 

ROBERT  WASSERM  AN 

Sterling  Financial 
Investment  Group  Inc. 


wasn't  in  it  anymore." 
Hahn  maintains  that 
the  departure  of  the  two 
does  not  reflect  adverse- 
ly on  Andrx'  future.  He 
also  downplays  another 
factor  cited  by  critics:  the 
recent  substantial  sales  of  Andrx  stock 
by  Chen  and  Cohen,  including  1  million 
shares  sold  by  Cohen  family  partner- 
ships in  late  October  and  early  Novem- 
ber. Cohen's  e-mail  did  not  directly  com- 
ment on  his  reason  for  the  sales,  but  it 
noted  that  he  still  owns  over  $200  mil- 
lion in  stock.  "I  personally  believe  in 
the  Andrx  employees  and  their  pipeline 


of  products  waiting  approval 
fda,"  said  Cohen's  e-mail. 

That  remains  the  dominant  v| 
analysts  such  as  ubs  Warburg's 
Valiquette,  who  has  a  "strong  b^ 
Andrx  stock  He  admits  to  some 
about  "why  they 
retire  ahead  of  the 
generic  payday  in 
tory  of  the  industr 
is  also  worried  abc 
stock  sell-off.   Hoi 
Valiquette  is 
tressed  enough  abc 
executive  departuj 
lower  his  rating — o| 
share  misgivings  wil 
clients.  In  an  April] 
report,  he  describe 
hen's  impending 
ment  as  a  neutral 
and  said  that  "we 
have  a  higher  level  of  concern"  ii 
were  to  retire,  because  of  his  e? 
But  when  Chen  did  indeed  depa 
quette  did  not  repeat  his  misgiviJ 
Such  optimism  is  often  justified 
if  the  bears'  predictions  cornel 
Street  analysts  will  have  a  lot 
plaining  to  do. 

By  Gary  Weiss  in  Neil 


NOT  THE  END  OF  THE  DAY. 


tiiV^; 


ITS  THE  BEGINNING  OF  THE  EV 
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For  Worldwide  Locations  and 
Reservations  call  1  (800)  544-0808 

www.ruthschris.com 
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Get  ready  to  enjoy  the  best  online 
experience  ever! 

Get  FREE  customer  service  24-hours  a  day, 
on  the  phone  or  online. 

Get  your  favorite  music  when 
you  want  it  with  Radio@AOL. 

Get  local  news,  weather,  movie 
show  times  and  more  -  every       * 
time  you  sign-on.  M^ 

There's  never  been  a  better 
time  to  join! 


So  easy  to  use, 
no  wonder  it's  #1 


A 


Call  I-800 -^ONLINE  today  for  FREE  AOL  7.0  software 
and  1000  hours  to  try  it  outLuday* 

Or  pick  up  your  FREE  AOL  7.0  software  at  these  retailers: 

Barnes  d  Noble  •  BLOCKBUSTER  •  Circuit  City  •  CompUSA  •  Kinko's  •  Office  Depot  •  SCARS  •  Target* 

Q  2001  Amenta  Online.  In*  1000  hour  trial  must  be  used  within  45  days  of  initial  sign  on  lb  avoid  being  charged  a  monthly  fee.  simply  cancel  before  trial  period  ends  Other  charges  may  apply. 
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AUTOS 


ATTACK  OF  THE 
KILLER  CROSSOVERS 

New  models  from  Europe  and  Japan  are  bruising  Detroit 


For  the  thousands  of  consumers 
strolling  around  the  Detroit  auto 
show  in  mid-January,  the  array  of 
new  vehicles  and  concept  cars  has 
been  dazzling.  The  lion's  share  fall  into 
the  category  known  as  "crossover  vehi- 
cles," hybrids  that  combine  the  rugged 
looks  and  all-wheel-drive  of  sport-utility 
vehicles  with  the  seating  capacity  of 
minivans  and  the  smooth  ride  and  han- 
dling of  sporty  sedans.  Car  buyers  ogled 
Toyota  Motor's  extra  tall  Matrix  wag- 
on, Chrysler's  Pacifica — one  part  minivan 
and  one  part  SUV — and  Mercedes'  sleek 
GST  luxury  concept  vehicle. 

This  something-for-everyone  trend 
may  be  exciting  for  consumers,  but  it's 
bad  news  for  U.S.  auto  makers.  The 
profit-starved  businesses  of  Ford,  Daim- 
lerChrysler's  Chrysler  Group,  and  Gen- 
eral Motors  are  about  to  see  much 


tougher  times,  thanks  to  the  splintering 
of  the  lucrative  truck  market,  which 
they  have  dominated  for  decades. 
Drawn  by  fat  truck  profits,  new  com- 
petitors from  Honda  Motor  Co.  to  Kia 
Motors  Co.  continue  to  stream  into  the 
field.  The  number  of  SUV  and  crossover 
models  has  zoomed  to  60  from  37  five 
years  ago,  even  as  Detroit's  total  share 
of  those  segments  has  slipped  three  per- 
centage points,  to  72%.  "We're  witness- 
ing the  fragmentation  of  the  market- 
place," says  Robert  A.  Lutz,  gm's 
product-development  chief.  "Pretty  soon, 
we'll  have  as  many  vehicle  categories 
as  we  have  vehicles." 

Not  quite.  But  fragmentation  does 
threaten  to  rip  U.  S.  auto  makers' 
profits  to  shreds.  To  keep  up  with  the 
competition,  all  carmakers  will  have  to 
expand  their  truck  lineups  to  include 
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as  Toyota  th\ 
have  flexible 
factories  stal 
prosper  witl 
proliferation 
new  vehicle^ 

more  suvs 
crossovers — a| 
proposition 
oping  a  new 
takes  two  to 
years  at  a  cos 
least  $500 
Ford,  ChrysL 
GM  stand  to  1< 
most.  They  ha 
voted  the  mos 
tal  to  pro( 
high  volumes 
ditional  true 
have  the  gr 
difficulty  swi 
gears. 

Indeed,  the 
eration  of  mod( 
reward  the  nimble.  Companies  th 
most  quickly  develop  innovativ 
autos  on  a  shoestring  will  be  a 
sell  profitably  at  lower  volumes.  ' 
Motor  Corp.  and  Volkswagen,  f 
ample,  could  be  big  winners,  sine 
are  skilled  at  incorporating  sharei 
ponents  among  different  models  t' 
money.  Toyota,  Honda,  and,  increa 
GM  have  flexible  factories  that 
several  different  vehicles  on  the 
assembly  line  at  one  time,  end 
them  to  switch  output  as  demand 
"The  key  is  flexibility,  low  costi 
being  fast  to  market,"  says  GM 
Executive  G.  Richard  Wagoner  Ji| 
Those  are  qualities  Detroit  is 
on.  For  most  of  the  1990s,  limite< 
petition  from  foreign  auto  maker: 
tributed  to  the  Big  Three's  huge 
profits.  By  selling  high  volumes 
few  basic  models  of  pickups,  suv 
minivans,  and  running  factories  fu 
Detroit  raked  in  a  combined  $14  1 
from  1997  to  2000,  the  peak  of 
profitability.  Those  models  account) 
virtually  all  their  profits  in  those  ; 
But  in  recent  years,  Mercedes,  T 
and  Honda  have  been  building  new 
truck  factories,  even  as  BMW  and  JN 
Motor  Co.  retooled  plants  to  adc 
and  crossover  capacity.  Already, 
profits  at  the  Big  Three  are  being 
squeezed  and  will  continue  to  shri 
capacity  and  competition  rise.  "Tl 
going  to  be  a  convergence  between 
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y  soft  drinks,  natural  sodas,  smoothies,  and  fruit  juices.  So  what's  a  company  like  Hansen 
Corporation  doing  with  an  old,  cumbersome  accounting  system?  A  question  answered  when 
r  Controller  installed  Best  Software's  MAS  90.  Immediately,  MAS  90  integrated  the  front  and  back 
e.  Shipment  schedules  improved.  And  with  their  sales  orders  linked  electronically  and  seamlessly 
ccounting,  efficiency  dramatically  improved.  Which  is  what  happens  when  someone  gets  a  key 
into  their  business.  Another  sparkling  reason  why  more  CPAs  recommend  Best  than  any  other 
range  business  management  software.  For  all  the  details,  visit  www.bestsoftware.com/hansen 

i  SO    •  MAS  200   •    BEST  ENTERPRISE  SUITE   •  BUSINESSWORKS   •  PLATINUM  FOR  WINDOWS  BY  BEST 


Act  On  Your  Insights" 
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Detroit  has  made  big  profits  by;  selling  a  few  basic  mod< 
of  trucks,  SUVs,  and  minivans.  Those  days  may  be  over: 


and  car  profits,"  in  Detroit,  warns  Stan- 
dard &  Poor's  analyst  Scott  Sprinzen. 

Detroit  is  already  behind  the  pack  in 
crossovers,  a  category  invented  by  for- 
eign manufacturers.  European  and  Asian 
auto  makers  turned  their  biggest  disad- 
vantage— a  lack  of  truck  chassis  for 
making  suvs — into  an  advantage.  Toyota 
rolled  out  its  rav-4  in  the  U.S.  in  late 
1995,  followed  by  Honda's  CR-V  in  1997 
and  both  were  instant  hits.  As  car  buy- 
ers took  a  liking  to 
their  smoother  rides 
and  better  gas  mileage, 
auto  makers  have  hus- 
tled out  a  wide  array  of 
new  models.  Latest 
count:  18  crossovers, 
with  collective  sales  top- 
ping 1  million.  Eleven 
of  those  18  are  foreign 
nameplates  not  affiliated 
with  GM,  Ford,  or  Daim- 
lerChrysler,  and  they've 
grabbed  57%  of  cross- 
over sales. 

Moreover,  domestic 
brands  are  losing  their 
one  solid  chance  of 
winning  back  business 
from  foreign-brand  cars. 
Chrysler,  Ford,  and  GM 
won  a  steady  stream  of 
converts  from  the  mid- 
'80s  until  recently,  as 
baby  boomers  in  need 
of  space  traded  their 
Toyota  Camrys  and 
Honda  Accords  for 
American-brand  mini- 
vans  and  suvs.  Now 
loyal  import  owners 
need  never  leave  their 
trusted  marques. 

That  scares  the  day- 
lights out  of  Detroit  ex- 
ecs. Of  all  the  new  vehicles  at  the  auto 
show,  the  one  that  worries  them  most 
may  be  the  Honda  Pilot,  a  less  expen- 
sive, eight-seat  version  of  Acura's  up- 
scale mdx  crossover  suv.  Honda's  ini- 
tial plans  to  build  a  mere  75,000  Pilots 
hardly  sounds  threatening.  But  that's 
where  Honda's  wizardry  with  flexible 
manufacturing  comes  in.  Together,  the 
company's  two  plants  in  Alliston,  Ont., 
and  Lincoln,  Ala.,  can  churn  out  any 
combination  of  300,000  Pilot  and  MDX 
BUVa  and  Odyssey  minivans.  That  al- 
lows Honda  to  concentrate  on  which- 


ever model  happens  to  be  in  greatest 
demand. 

Such  flexibility  eludes  old-style  mass 
manufacturers  like  Ford.  The  No.  2  auto 
maker  is  geared  to  cranking  out  hun- 
dreds of  thousands  of  Tauruses,  Ex- 
plorers, and  F-150  pickups,  with  as 
many  as  three  factories  dedicated  to 
each  vehicle.  But  in  a  fragmented  mar- 
ket, "it's  hard  for  any  manufacturer  to 
sell  two  plants-full  of  one  product — or 


body  shops  is  flexible.  They  are  sev 
limited  in  their  ability  to  build  more 
one  model  on  an  assembly  line.  So,  fcj 
stance,  as  demand  for  Taurus  drops  | 
auto  maker  can't  put  those  facilit 
employees  to  work  making  some 
more  popular,  without  spending  mil| 
and  shutting  a  plant  for  months. 

DaimlerChrysler  is  in  the  same 
Its  plants  are  so  inflexible  it's  unabj 
expand  output  of  one  of  its  few  hits! 


TOYOTA  PRODUC1 

Horning  in  on  the  I 
Three's  minivan  tt\ 


COSTLY  CHALLENGES 

The  proliferation  of  "crossover  vehicles"  is  putting 
new  strains  on  carmakers 


SPEEDIER  PRODUCT  DEVELOPMENT  MORE  FLEXIBLE  MANUFACTURING 


Carmakers  must  bring  new  con- 
cepts to  market  faster  to  cash  in 
on  fickle  consumer  preferences 


BETTER  ENGINEERING 


To  cut  costs,  designers  have  to  in- 
crease component  sharing  among 
vehicles  even  as  each  auto  must 
look  distinctive 


As  markets  fragment  into  niches, 
plants  will  have  to  crank  out  a  vari 
ety  of  models  in  smaller  batches 


STRONGER  MARKETING 


Advertising  will  have  to  do  a  bet- 
ter job  of  differentiating  among 
similar  models  so  consumers  don't 
get  confused 


even  to  sell  out  one  plant,"  says  James 
J.  Padilla,  head  of  Ford  North  America. 
When  demand  for  any  vehicle  drops, 
Ford  is  stuck  with  extra  capacity  that 
its  union  contract  won't  let  it  shed. 

That's  why  converting  the  body  shops 
at  as  many  as  one-third  of  its  21  North 
American  assembly  plants  is  a  top  prior- 
ity of  Ford's  Jan.  11  restructuring  plan. 
Unlike  Ford's  European  operations, 
which  recently  retooled  three  body  shops 
to  allow  those  plants  to  make  two  or 
three  completely  different  models  simul- 
taneously, none  of  Ford's  North  American 


PT   Cruiser.   Alth 
Chrysler  designed 
Cruiser  on  the 
chassis  as  the  slow 
ing  Neon  subcomj 
it  can't  build  mor 
the  popular  Cruis' 
its  Belvidere  (111.)  > 
plant    without    cc 
renovations.    Inst 
Chrysler  has   sla: 
Neon     production 
Belvidere  to  one  sh 
and     may    close 
plant — while  spen 
some  $400  millio 
expand  Cruiser  oi 
in  Mexico. 

GM  is  in  better 
Woefully  behind 
carmakers  in  the 
the  company  b 
fighting  back  some 
years  ago.  It  inve 
heavily  in  new  tecr 
ogy  and  equipmen 
make  its  truck  fact* 
more  adaptable  an< 
retool  car  factorie 
allow  them  to 
trucks  and  crossover  suvs.  The  stan- 
is  its  brand-new  $560  million  Lan 
(Mich.)  plant  that  will  soon  build 
Cadillac  sts  and  cts  sedans  in  the  s 
body  shop  as  the  SRX  crossover  sr. 
utility  and  a  Saab. 

Pressured  by  dire  necessity,  GM  v. 
ed  from  worst  to  first  among  the 
Three  in  manufacturing  agility.  ] 
that  only  puts  more  pressure  on  I 
and  Chrysler,  if  they  are  going  to  \ 
on  to  crucial  truck  profits. 

By  Kathleen  Kerwin  and  D( 
Welch  in  Detroit 
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or  some  companies,  long  term  planning  means  an  annual  plan... 
..at  Omron,  we  just  finished  our  decade  plan. 


's  called  Grand  Design  2010.  And  it's  our  roadmap 
>r  developing  and  applying  our  core  competencies  in 
rising  and  control  technologies  toward  the  needs  of 
"  century  society.   It's  not  a  crystal  ball,  but  a  tool  to 
)cus  our  vision  of  creating  a  better  tomorrow,  today, 
i  manufacturing,  healthcare,  automotive  systems, 
acurity  and  electronic  components,  Omron  is 
arnessing  the  power  of  intelligent  information 
ensing,  networks  and  controls  to  deliver  innovative 
olutions  that  offer  greater  comfort,  convenience, 
fety,  productivity  and  quality  and  enhance  the  way 
e  live  and  work. 


Omron  is  a  $5  billion  global  technology  leader  with 
nearly  70  years  of  experience  in  developing 
innovative  products  and  services.  With  operations  in 
nearly  every  part  of  the  globe  we  can  work  closely 
with  our  local  customers  while  providing  global 
expertise.  Odds  are  that  an  Omron  product  has 
touched  your  life  today  -  and  made  it  better. 


# 


Putting  tomorrow's  technology 
within  your  reach. 


bensins  Tomorrow 


omRon 


www.omron.com 


idustrial  Automation 

mron  Electronics  LLC 
00-55-OMRON 


Electronic  Components 

Omron  Electronics  LLC 
800-55-OMRON 


Healthcare 

Omron  Healthcare,  Inc. 
847-680-6200 


Automotive 

Omron  Automotive  Electronics,  Inc. 
248-539-4700 


Social  Systems 

Omron  Transaction  Systems,  Inc. 
847-843-0515 
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Jack  Welch's 
successor  charts 
a  course  for  GE  in 
the  21st  century 

After  winning  the  highest-prized 
succession  race  in  corporate  his- 
tory, filling  Jack  Welch's  seat  as 
ceo  and  chairman  of  General 
Electric  Co.,  Jeffrey  R.  Immelt 
now  finds  himself  charged  with  deliver- 
ing double-digit  growth  amid  war  and  a 
nasty  downturn.  BusinessWeek  Editor- 
in-Chief  Stephen  B.  Shepard  spoke  with 
Immelt  on  Jan.  15  as  part  of  the  mag- 
azine's Captains  of  Industry  series  at 
Manhattan's  92nd  Street  Y.  Here  are 
excerpts  from  their  conversation: 

It's  fascinating  to  me  that  your  father 
worked  38  years  for  GE  and  then  you 
ended  up  running  the  joint.  When  you 
told  your  father,  what  did  he  say? 

It  was  the  first  call  I  made  and  one 
of  those  moments  I'll  always  remem- 
ber. He  said  how  proud  he  was.  He  said 
congratulations.  And  he  said,  "Now  you 
can  do  something  about  the  pension." 

What  would  have  happened  if  you  hadnt 
gotten  the  job? 

In  about  September  of  2000,  Jack 
told  all  three  of  us  that  if  we  didn't 
get  the  job,  he  wanted  us  to  leave.  I 
knew  1  could  find  a  job  somewhere. 
Probably,  at  the  end  of  the  day,  I 
would  have  gone  to  3M,  where  Jim  Mc- 
Nerney  ended  up.  The  three  of  us  got 
embroiled  in  something  that  was  cast 
as  the  race  of  the  century.  But  we've 
remained  good  friends  because  we  re- 
spect one  another. 

I'm  told  you  work  seven  days  a  week 
and  sleep  five  hours  a  night. 

I  think  about  the  company 
all  the  time,  and  I  don't  need 
much  sleep. 

It's  also  true  that  you  read  a 
book  a  week? 

Just  about.  Yeah. 

What  kind  do  you  read? 

I  do  a  lot  of  biographies,  a  fair 
amount  of  history,  and  some  novels.  I 
don't  read  many  business  books.  I  just 
read  the  [Edmund  Morris]  book  on 
Theodore  Roosevelt. 

You  and  George  Bush. 


_ 


I  wasn't  eating  pretzels  at  the  time, 
though,  so  it's  a  little  safer. 

What  CEOs  in  America  do  you  admire 
or  respect? 

I've  had  a  long-term  relationship 
with  Steve  Ballmer  [at  Microsoft 
Corp.].  I  think  [Vivendi  Universal's] 
Jean-Marie  Messier  is  building  a  heck 
of  a  company  in  that  business.  Rick 
Wagoner  is  doing  a  good  job  at  GM. 
There's  [Sun  Microsystems  Inc.'s]  Scott 
McNealy,  who  is  on  our  board.  I've  al- 
ways admired  Scott's  sense  of 
humor,  his  vision,  his  ability  to 
stick  with  a  vision.  Globally,  I 
have  a  lot  of  respect  for  John 
Browne  at  BP  and  for 
[Nobuyuki]  Idei-san  at  Sony. 

What  do  you  want  to  accomplish  in  your 
first  few  years? 

I  want  to  take  the  power  of  digitiza- 
tion and,  like  we've  done  with  Six  Sig- 
ma, transform  the  way  the  company  is 
run.  About  40%  of  the  company  is  now 
administration,  finance,  and  backroom 
functions.  Over  the  next  three  years,  I 
want  to  shrink  that  by  75%.  On  top  of 
that,  the  most  important  thing  is  to 


n 


grow.  We're  a  $130  billion  growth  t' 
ness  because  we  don't  run  it  as  a  : 
billion  blob.  We  run  it  as  a  $10  bi 
medical  business,  a  $1  billion  ultrasci 
business.  We  know  how  to  get  dou 
digit  growth  in  this  environment. 

How  did  September  11  make  th 
more  difficult  for  the  company  and 
you  personally? 

Let's  categorize  September  11  at 
amazing  tragedy,  just  an  unbelieva 
unspeakable  tragedy.  It  had  an  im{ 
on  the  airline  industry  and  the  tour  \^ 
industry  and  the  insurance  indus 
But  this  economy  was  in  recession 
Sept.  10.  This  economy  started  gett 
worse  in  August  of  2000.  It  was  ac 
erating  in  terms  of  getting  in  a  rei 
sionary  mode.  And  September  11 
made  it  tougher. 

I  look  at  this  environment  a. 
tremendous  chance  to  play  offensf 
GE.  The  strength  of  GE  is  our  divers^. 
So  while  30%  of  our  company  gets 
in  an  economy  like  this,  70%  is  j 
flourishing.  We'll  generate  $17  bil 
in  cash  in  2001,  so  we'll  have  lots  of 
pability  to  do  acquisitions.  You  low 
hate  where  my  stock  price  is  toe 


h 
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44  We  run  a  multibusiness 
company  with  common 
cultures,  with  common 

management. .  .where  the 
whole  is  always  greater 

than  the  sum  of  its  parts. 
Culture  counts  7T 


I  love  where  everybody  else's  is. 
.'s  a  great  time  to  do  acquisitions 
play  offense. 

e're  looking  at  this  time  as  the  de- 
ve  time  for  GE.  Quite  honestly,  it 

tougher  to  run  the  company  in 
.  We  were  growing.  The  markets 
l  great;  the  equity  markets  were 
t.  But  everybody  hated  a  120-year- 
pompany.  You  know,  anything  that 
l't  new  was  terrible.  Now  we  look 

again. 

ou  object  when  people  use  the  word 
Jomerate  to  describe  GE? 

ate  it.  I  went  to  business  school 
ting  how  companies  like  ge  couldn't 
t.  We  run  a  multibusiness  company 
common  cultures,  with  common 
agement... where  the  whole  is  al- 
s  greater  than  the  sum  of  its  parts, 
ure  counts. 

tere  any  company  anywhere  in  the 
d  that  is  remotely  close  to  the  way 
do  it? 

y  assumption  is  yes.  I  view  Siemens 
very  strong  competitor,  from  Ger- 
y.  I  think  Dennis  Kozlowski  at  Tyco 
tempting  to  do  the  same  thing.  So 


we  never  take  for  granted  that  we've 
got  the  only  model  that  works  and  that 
there  aren't  people  out  there  trying  to 
compete  with  us.  I  just  think  that  we've 
got  a  company  that  can  run  in  this  way. 

GE  Capital  accounts  for  40%  to  45%  of 
your  earnings.  Do  you  think  that's  too 
high? 

My  preference  would  be  to  keep  it  in 
that  range.  But  I  hedge  that  it's  an  ex- 
ceptionally good  time  to  be  acquiring 
financial  assets  today.  If  we  have  the 
opportunity  to  make  ge  Capital  bigger 
in  the  short  term,  we'll  probably  take 
that  opportunity. 

What  about  the  lower-margin  businesses, 
like  lighting  and  appliances?  What  hap- 
pens to  them? 

If  we  were  building  a  portfolio  to- 
day, we  wouldn't  start  with  lighting  and 
appliances,  that  is  for  sure.  We're  limit- 
ed by  the  growth,  and  we're  limited  by 
the  positions  they  have  in  terms  of  be- 
ing able  to  globalize  and  things  like  that. 
Neither  business  is  on  fire.  We're  No.  1 
in  both.  They  both  return  their  cost  in 
capital.  They're  good  for  the  brand. 

And  the  way  that  we  use  a  business 


like  appliances  is,  it's  a  great  place  to 
train  people.  It's  a  great  way  for  man- 
agers to  go  there  and  learn  what  a  re- 
cession is  like.  Because  those  businesses 
are  in  recession  almost  all  the  time. 
Even  the  good  years  are  tough.  So  you 
learn  unbelievable  management  skills  at 
businesses  like  that. 

Let's  talk  about  globalization,  one  of 
your  big  initiatives.  I'm  going  to  name 
countries,  and  I  want  you  to  tell  me 
what  you  think  the  opportunities  are. 
Let's  start  with  Japan. 

Very  bleak.  Most  of  the  global  com- 
panies are  moving  manufacturing  facili- 
ties outside  of  Japan.  My  fear  is  that  it's 
in  a  permanent  state  of  sideways  move- 
ment. You'd  almost  rather  see  an  impe- 
tus of  a  sharp  decline  that  would  drive 
structural  change.  Unfortunately,  what 
we  have  is  constant  zero.  I  think  it's 
demoralizing  to  the  people  in  Japan. 

China? 

China  is  going  to  be  the  second- 
biggest  economy  in  the  world.  The  po- 
litical leadership  of  the  country  really 
does  understand  the  people.  I'm  not  here 
to  make  a  political  statement.  None  of  us 

agrees  with  everything 
HOT  SEAT:  In  they  do,  but  I  think 
conversation  there's  an  inextricable 
with  Editor  movement  to  the  fu- 
Shepard  ture.  There's  just  no 

stopping  that  country. 

India? 

India  is  a  great  place.  They  graduate 
30,000  electrical  engineers  every  year. 
From  the  standpoint  of  human  capital 
and  from  the  standpoint  of  education 
and  smart  people,  they  are  fabulous. 
The  infrastructure  of  India  keeps  it 
from  being  a  great  global  market.  The 
power  still  goes  out  when  you're  shav- 
ing every  morning  at  6.  But  it  has  prob- 
ably got  the  best  intellectual  depth  in 
the  world. 

Europe? 

I  really  do  believe  that  the  Euro- 
pean Union  and  European  unity  is  go- 
ing to  change  the  way  Europe  does 
business.  Having  one  currency,  having 
one  market  is  going  to  be  a  good  deal. 
Our  margin  rates  are  half  what  they 
are  in  the  U.S.,  so  there  are  great  op- 
portunities to  improve. 

Beyond  that,  I  hate  the  way  the 
Honeywell  acquisition  ended  in  Europe. 
And  I  hate  the  way  it  cast  our  compa- 
ny. So  Europe  is  very  big  on  my  agen- 
da list.  We  got  painted  with  a  brush 
that  was  unfair:  of  being  too  big,  of 
not  being  focused  on  customers  in  the 
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marketplace.  I'm  really  dedicated  to 
proving  that  wrong.  We're  going  to  be 
a  great  European  country — I  mean 
company. 

So  you  do  have  some  politician  in  you. 
Latin  America? 

NAFTA  really  did  work  from  both  a 
Mexican  and  U.  S.  standpoint.  But  south 
America  is  very  tough.  It's  never  been  a 
place  where  GE  invested  a  lot  because  of 
currency  instability  and  a  lack  of  trans- 
parency. Unfortunately,  Argentina  only 
serves  to  reinforce  that. 

Let's  turn  to  Enron.  It's  a  mess.  What 
are  the  lessons  of  this? 

Either  people  in  leadership  misled 
folks,  or  there's  something  wrong  with 
the  system,  and  the  system  has  to  be 


for  each  and  every  day  is  the 
integrity  of  the  company  I 
work  for. 

When  do  you  think  the  reces- 
sion will  end,  or  when  will  we 
have  a  turnaround? 

The  two  factors  I  watch,  Steve,  are 
what's  happening  with  the  consumer  and 
when  will  technology  reinvestment  occur. 
There  is  massive  excess  capacity  in  tech- 
nology today.  And  I  think  when  you  add 
all  those  things  up,  we're  doing  all  our 
business  planning  assuming  that  2002 
stays  as  tough  as  it  is  right  now.  A  zero- 
growth  economy.  If  we  get  a  second- 
half  rebound,  all  the  better.  By  2003,  we 
see  the  economy  getting  better. 

Just  about  two  years  ago,  Jack  Welch 


changed.  That's  what  we're  going  to 
learn  over  the  next  few  months. 

Two  years  ago,  every  business  leader 
on  earth  got  the  benefit  of  the  doubt. 
Because  of  the  recession,  because  of 
Enron,  that  trust  has  evaporated.  So 
it's  incumbent  on  me  not  just  to  de- 
scribe my  company.  I  now  tell  people, 
look,  I  review  every  business  in  ge  six 
times  a  year.  I  have  500  internal  audi- 
tors; we  do  thousands  of  audits  every 
year.  We  all  have  one  currency  at  GE — 
that's  ge  stock.  We're  totally  aligned 
with  shareholders.  I  don't  want  my  com- 
"pany  to  be  painted  with  that  brush. 

But  you  worry  a   little  bit  that  there 
might  be  a  backlash? 

The  backlash  is  beginning.  When  the 
seventh-largest  company  in  the  world 
goes  bankrupt  in  six  months,  some- 
thing happened.  Something  happened 
that's  wrong,  and  that's  bad.  But  one  of 
the  things  that  I'm  going  to  stand  up 


II  About  40%  of 

the  company  is  now 

administration, 

finance,  and  backroom 

functions.  Over  the 

next  three  years, 

I  want  to  shrink  that 

by75%JT 


has  to  do  with  remain  1 
modern  company.  And  21s| 
tury  companies  are  goii 
have  more  diversity  thrj 
out  their  leadership. 


So  there  was  nothing  about  the  co 
ny's  culture  that  made  it  more  di^ 
for  women? 

This  is  a  performance  culture.    | 
just  refuse  to  believe  that  there's 
thing  about  the  culture  that  mat 
unattractive  for  anybody  to  work, 
meritocracy.  People  like  meritocr 
think,  they  like  being  treated  fairly| 
they  like  knowing  that  they  get 
based  on  the  merits  of  their  idf 
don't  think  that's  sex-based. 

What  keeps  you  up  at  night? 

It's  always  a| 
tegrity  issue  of 
kind.   With   30(1 
people,  you  al] 
worry  that  some 
doesn't   get   it.| 
can  survive  bad 
kets.  What  you' 
live  through  is 
body  who  takes 
the  company  or| 
something  wror 
the  community. 


was  here  on  this  stage.  We  asked  him 
why  there  were  so  few  women  in  the 
top  management  ranks  at  GE.  And  his 
answer  was,  "Shame  on  us."  What  is  it 
about  GE  that  there  aren't  more  women 
in  the  top  ranks,  and  are  you  going  to 
do  anything  about  it? 

You  know,  Steve,  if  you  look  at  the 
last  12  months,  50%  of  our  appointees 
of  the  top  500  people  are  women  and 
African  Americans.  So  we're  moving 
the  needle  very  quickly.  About  20%  of 
the  leadership  today  is  diverse.  We've 
got  a  great  pipeline  of  women  in  place 
to  be  able  to  fill  those  jobs.  I  think  it's 
a  leadership  prerogative,  and  it's  a 
leadership  objective,  to  be  a  more  di- 
verse company. 

I've  told  people  that  one  of  the  things 
that  I'm  going  to  be  accountable  to  the 
organization  in  is  the  percentage  of 
women  and  African  Americans  that  are 
in  the  top  175  in  the  company  and  the 
top  500  in  the  company.  Again,  it  all 


At  a  recent  Bus  \ 
Week     event, 
Welch  said  that 
Hewlett's  oppositij 
the  Compaq/Hev 
Packard  merger! 
"a  sin."  What  are 
thoughts  on  Waj 
standoff  with  the  Hewlett-Packard 

I  am  firmly  on  [HP  CEO  Carletcl 
Fiorina's]  side  with  respect  to  her  i| 
to  do  it,  the  process  she  used  to 
and  the  fact  that  a  board  can't  nl 
that  way.  There's  a  time  and  a  r.| 
for  a  board  to  make  a  decision  ar 
make  its  feelings  known.  To  bi| 
ranks  and  to  come  out  and  ques 
publicly  is  wrong. 

Do  you   send   handwritten   memo| 
your  top  staff,  similar  to  Jack's  me 
to  you? 

No,  my  handwriting  is  terrible.  <| 
had  the  luxury  of  not  only  running 
company  but  he  had  the  best  penrj 
ship.  I  send  e-mails. 


BusinessWeek  online 


For  a  video  of  the  entire  interview 

go  to  the  Jan.  28  issue  online  at 

www.businessweek.com. 
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CHRIS  MEAGHER  TAUGHT  THE  BIG  DOG 
SOME  NEW  TRICKS. 


INTRODUCING  THE  ALL-NEW  VUKON  XL  DENALI 


FULL-TIME 
ALL-WHEEL  DRIVE 


320  HP  VORTEC 
V8  ENGINE. 


THE  VUKON  XL  DENALI  IS  A  WHOLE  NEW  BREED— THE  FIRST 
AND  ONLV  FULL-SIZE  SUV  WITH  FULL-TIME  AWD.  PULL  INTO  A 
TIGHT  PARKING  SPOT  WITH  THIS  8-SEATER  OR  MERGE  INTO  1HF 
FAST  LANE,  AND  VOU'LL  MOVE  WITH  AGILITV  THAT  ASTONISHES 


CHRIS  AND  THE  TEAM  WANTED  VOU  TO  SURGE  INTO  THAT 
AGILITV.  SO  THEV  TURNED  TO  THE  BIG  VORTEC""  WITH  ITS 
365  LB-FT  OF  TORQUE.  WHEN  THE  BIG  DOG  HEADS  OUT, 
IT'S  THE  ROAD  THAT  LEARNS  TO  OBEV. 


GMC     DENALI     OR    GMC.COM/dENALI 


FROM   PROFESSIONAL   GRADE   PEOPLE 
COME    PROFESSIONAL    GRADE    SUVS. 


WE  ARE  PROFESSIONAL   GRADE 
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The  Corporation 


STRATEGIES 

KMART:  THE 
FLOOD  WATERS 
ARE  RISING 

Conaway's  rescue  plan  looks 
shaky  amid  bankruptcy  talk 

Can  Kmart  Corp.  avoid  bankruptcy? 
The  country's  second-largest  retailing 
chain  has  been  scrambling  to  extend 
financing  that  will  enable  it  to  survive  af- 
ter a  disastrous  year  culminating  in  an 
abysmal  holiday  season.  Viewing  Kmart 's 
estimated  $400  million  in  cash  and  $3.8 
billion  in  total  debt,  many  investors  now 
wonder  whether  the  Troy  (Mich.)  com- 
pany's cash  flow  is  strong  enough  to  allow 
it  to  stay  afloat,  let  alone  implement  an 
ambitious  restructuring  plan  under  CEO 
Charles  C.  Conaway. 

The  latest  wave  of  dread  began  on 
Jan.  10,  when  Kmart  issued  a  profit 
warning  and  said  it  was  reviewing  its 
business  plan  and  liquidity  issues.  Major 
credit  agencies  slashed  Kmart's  already 
low  credit  rating  further,  sending  it  deep- 
er into  junk  territory.  Some  worried  ven- 
dors also  began  withholding  merchandise 
shipments  or  demanding  immediate  pay- 
ment. Investors,  meanwhile,  are  stam- 
peding toward  the  exits.  Since  Jan.  1, 
Kmart's  battered  shares  have  fallen  71%, 
to  just  $1.60. 

Conaway  is  now  racing  the  clock,  trying 
to  renew  and  expand  $1.5  billion  in  bank 
credit  by  putting  up  billions  of  dollars  in 
inventory  as  collateral.  Yet  amid  swirling 
rumors  that  Kmart  is  on  the  brink  of 
bankruptcy,  company  management  has 
remained  virtually  silent  about  the  extent 
of  its  financial  problems  and  its  strategy 
for  getting  out  of  the  mess.  "Things  have 
gone  into  free  fall  faster  than  we 
thought,"  is  all  one  high-ranking  official 
will  say.  But  that  silence  has  sapped  con- 
fidence even  further. 

Industry  insiders 
agree  that  if  the  com- 
pany is  going  to  save 
itself,  it  must  radically 
alter  its  turnaround 
strategy.  Instead  of  at- 
tacking main  competi- 
tor Wal-Mart  Stores 
Inc.  head-on.  Kmart 
must  carve  out  a  less 
competitive  niche  for  it- 
self. And,  they  say,  the 
retailer  must  quickly 
shutter  underperform- 


BAD  DECISIONS:  Conaway's  price  reductions  were  topped  by  Wal-Mart 


HOME  OF  LOW  PRICES 


KMART 
STOCK  PRICE 


DEC.  29.  '00 
A  DOLLARS 

Data:  Bloomberg  Financial  Markets 


ing  stores.  "It's  a  nail  biter,"  says  Sanford 
Bernstein  analyst  Emme  Kozloff. 

Although  he  put  in  a  successful  stint 
as  a  president  of  cvs  Corp.  before  joining 
Kmart  in  June,  2000,  Conaway  has  had 
trouble  making  headway  at  the  retailer. 
Early  moves  to  improve  inventory  con- 
trol and  customer  service  proved  smart, 
but  Conaway  also  has  made  costly  mis- 
takes. His  initial  strategy  was  to  get 
more  shoppers  into  stores  by  lowering 
prices  to  match  Wal-Mart  on  more  than 
30,000  basic  items  such  as  toothpaste  and 
diapers.  The  move  backfired  when  Wal- 
Mart  responded  by  dropping  its  own 
prices  even  further.  Meanwhile,  Conaway 
cut  the  size  of  Kmart's  advertising  inserts 
in  Sunday  newspapers:  He  viewed  them 
as  costly  and  inefficient.  But  with  adver- 
tising down,  Kmart  at- 
tracted even  fewer 
shoppers  as  the  econo- 
my worsened. 

The  sorry  result:  In 
the  quarter  ended  Oct. 
31,  Kmart  lost  $224 
million,  as  sales  fell 
22%.  Worse,  in  the  cru- 
cial December  month, 
its  sales  fell  1%  as  Wal- 
Mart's  surged  8%  and 
Target's  rose  0.6%. 

How  can  Conaway 
reverse  Kmart's  slide? 


JAN.  16,  '02 


One  no-brainer:  He  could  dump  uj 
itable  stores  instead  of  trying  to  fix  J 
Kmart  has  identified  a  group  of  25f  I 
performing  outlets.  While  some  eslj 
closing  them  would  cost  about  $1 
it  would  let  the  company  direct  res 
toward  more  promising  urban  stor 
cater  to  Latino  and  African  Ama 
consumers.  That  move  will  take 
but  the  company  also  plans  to  q^ 
redouble  its  efforts  to  promote  i 
vate-label  brands  Martha  Stewart 
day,  Sesame  Street,  and  Route  66 
ing.  Martha  Stewart  sales  alone 
25%  last  year,  to  $1.5  billion.  And  \| 
new  seven-year  contract  that  prcl 
increased  royalties  and  minimum 
guarantees,  Stewart's  company 
solidly  behind  Conaway's  turnarouil 
fort.  "You  have  to  credit  him  with  t| 
on  the  monster,"  says  Sharon  Pa 
president   of  Martha   Stewart    I 
Omnimedia  Inc. 

Will  Conaway  and  Kmart  have  til 
implement  new  plans  before  the  I 
runs  out?  "The  silence  is  working  ad 
them,"  says  Robert  Goch,  a  fixed-irl 
analyst  at  Miller  Tabak  Roberts  Si 
ties  LLC  in  New  York.  Unless  execs  [ 
showing  publicly  that  Kmart  canl 
mount  its  financial  hurdles,  all  the  j| 
ideas  in  the  world  aren't  likely 
much  help. 

By  Joann  Muller  in  D\ 
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evelopments  to  Watch 


/ED  BY  ELLEN  LICKING 


EERS  HAVE  DREAMT  OF 

ying  swarms  of  pico- 
ites — spacecraft  the  size 
immingbirds — to  main- 
repair,  and  gather  data 
ger  satellites  and  space 
his.  But  for  that  to  hap- 
the  tiny  birds  would 
to  be  able  to  dock  fre- 
tly  to  refuel  and  offload 
ata  their  sensors  collect, 
ny    pulsating    artificial 
developed  at  Stanford 

.  ersity  and  adapted  by 
Bohringer,  an  electrical 
leer  at  the  University  of 
tington,  may  facilitate 
•Jig.  Designed  to  behave 
:he  small  hairs  that  line 

jiurnan  windpipe,  these 

|  lied  microcilia  wave  back 
forth  to  nudge  the  pico- 
in  different  directions. 
ie  microcilia  are  made  of 

J-s  of  a  temperature-sen- 
i  polymer  that  has  been 
sited  onto  a  silicon  wafer, 
hair  comes  equipped 
a  heating  element  made 
anium  and  tungsten  that 

;rols  its  movements, 
n  cool,  a  cilium  curves 
nd  away  from  the  silicon 
But  when  heated,  it 
?ns  out.  By  precisely  reg- 
ng  the  temperature  of 
hair,  it  is  possible  to 
rate  the  waves  necessary 
love  small  objects.  In 
aravity  laboratory  tests, 
ringer  says,  a  patch  of 
•  cilia  was  able  to  move  a 
ram  block  across  the  sur- 
of  an  air-hockey  table, 
results  were  recently 
ished  in  Smart  Materi- 
&  Structures.  ■ 


.  i 


ANOTHER  STEP 

CLOSER  TO 

AN  AIDS  VACCINE 

SCIENTISTS  ONCE  HOPED  THAT 

HIV  could  be  tamed  by  stim- 
ulating the  immune  system 
to  make  antibodies  that  neu- 
tralize the  invaders.  But 
while  antibodies  can  protect 
against  measles  or  polio,  none 
has  proved  potent  enough  to 
fight  AIDS.  So  researchers 
have  been  trying  to  harness 
another  part  of  the  immune 
system:  killer  T-cells. 

This  approach  is  showing 
promise.  In  the  Jan.  17  issue 
of  Nature,  scientists  at  Merck 
and  at  Duke  and  Harvard 


universities  report  that  an 
experimental  vaccine  enables 
monkeys  to  keep  the  virus  at 
bay  for  more  than  a  year — al- 
though the  vaccine  doesn't 
prevent  infection.  It  uses  a 
modified  cold  virus  to  carry 
an  Hiv-like  gene  into  the 
body's  cells.  The  cells  use  the 
gene's  instructions  to  make  a 
viral  protein,  which  they  dis- 
play on  their  surfaces.  Then 
the  immune  system  makes 
killer  cells  to  attack  any  cells 
displaying  the  protein.  But 
even  this  may  not  be  suffi- 
cient. Another  report  in  Na- 
ture suggests  that  the  virus, 
in  some  cases,  can  mutate 
drastically  enough  to  escape 
the  attacks.  John  Carey 


THIS  SPERMICIDE  MAY  ZAP  VIRUSES,  TOO 


A  NOVEL  CONTRACEPTIVE  GEL  THAT  MAY  ALSO  PROTECT 

against  sexually  transmitted  diseases  and  urinary  tract 
infections  is  under  development  at  Johns  Hopkins  Uni- 
versity and  privately  held  Baltimore-based  ReProtect. 
In  the  coming  months,  almost  1,000  women  will  partici- 
pate in  a  clinical  trial  using  this  new  contraceptive, 
called  BufferGel.  Next  year,  the  scientists  plan  to  launch 
an  even  larger  trial  to  test  BufferGel's  ability  to  block 
transmission  of  Hiv  and  genital  herpes. 

Conventional  spermicides  such  as  nonoxynol-9  are 
made  from  detergents  that  kill  sperm  by  stripping  away 
their  outer  membranes.  Although  effective,  these  soap- 
based  spermicides  can  irritate  the  vaginal  lining  and 
also  wipe  out  "good"  bacteria  that  thwart  bugs  responsi- 
ble for  urinary  infections.  BufferGel  works  by  a  differ- 
ent mechanism:  The  colorless  polymer  that  forms  the 
basis  of  the  spermicide  reinforces  the  mildly  acidic  con- 
ditions of  the  vagina  that  are  toxic  to  sperm  and  other 
microbes.  And  because  the  polymer  has  been  used  in 
other  pharmaceutical  products  for  many  years  without 
problems,  the  compound  is  believed  to  be  very  safe.       ■ 


INNOVATIONS 


■  Medical  researchers  at  the 
University  of  California  at 
Irvine  believe  that  attention- 
deficit  hyperactivity  disorder 
(ADHD)  may  result  from  a  ge- 
netic mutation  that  helped 
humans  adapt  to  their  envi- 
ronment thousands  of  years 
ago.  The  scientists  studied 
the  genes  of  600  people  and 
found  a  new  variation  in  the 
dopamine  receptor  gene  that 
is  linked  to  both  ADHD  and  a 
behavior  trait  correlated  with 
greater  alertness  called  "nov- 
elty seeking."  The  variation 
appears  to  have  arisen  be- 
tween 10,000  and  40,000 
years  ago — at  what  is 
thought  to  have  been  the 
dawn  of  human  societies. 

■  A  technique  that  dramati- 
cally reduces  the  amount  of 
liquid  emitted  by  inkjet  print- 
er nozzles  has  been  developed 
by  chemists  at  Purdue  Uni- 
versity. It  could  lead  to  print- 
ers that  produce  higher-reso- 
lution images  while  using  less 
ink.  Scientists  have  spent 
years  trying  to  reduce 
droplet  size  by  building  small- 
er and  smaller  nozzles.  The 
Purdue  researchers  decided 
instead  to  alter  the  electrical 
signals  that  control  how  the 
nozzles  produce  the  droplets. 
The  result:  droplets  Vw  to  Vm 
the  size  of  those  from  com- 
mercially available  nozzles. 

■  Brookhaven  National  Lab- 
oratory scientists  may  have 
found  a  way  to  curb  the  pol- 
lution from  burning  coal. 
Mow  Lin  and  Eugene  Premu- 
zic  harvested  naturally  oc- 
curring bacteria  called  Lep- 
tospirillum  ferrooxidans  from 
piles  of  coal  refuse  and  grew 
them  under  harsh  conditions. 
The  bacteria  that  survived 
were  able  to  gobble  up  the 
sulfur,  heavy  metals,  and  oth- 
er toxic  impurities  that  give 
coal  its  dirty  reputation.  Pow- 
er plants  typically  wash  coal 
to  remove  contaminants  be- 
fore burning  it.  Lin  believes 
that  Leptospirillum  could  be 
added  to  the  washing  mix  to 
improve  the  cleaning  process. 
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Economics 


COMMENTARY 


By  Peter  Coy 


DEREGULATION:  INNOVATION  VS.  STABILlI 


The  year  2001  was  awful  for  three 
important  American  industries. 
Electric  utilities  suffered  capacity 
shortages  that  led  to  price  spikes  and 
scattered  blackouts.  Airlines,  even  be- 
fore September  11,  had  to  cancel  flights 
and  put  planes  into  desert  storage.  And 
the  overbuilt  telecom-services  sector 
cut  investment  so  dramatically  that  it 
helped  drag  the  entire  U.  S.  economy 
into  recession. 

What  2001  demonstrated  is  what 
many  economists  have  long  argued — 
that  certain  industries  are  inherently 
unstable.  Utilities,  airlines,  and  phone 
companies  all  have  the  same  Achilles' 
heel:  Nearly  all  their  costs  are  up  front. 
Once  they  build  capacity,  they  can  in- 
crease their  output  at  little  cost.  This 
may  sound  like  a  recipe  for  making 
money,  but  it's  really  a  recipe  for  a  big 
mess.  Industries  whose  costs  keep 
falling  as  production  rises  tend  to  turn 
into  monopolies  or  oligopolies.  Their 
pricing  is  byzantine.  Captive  customers 
(like  business  flyers)  pay  far  more  than 
noncaptives  (like  tourists).  And  invest- 
ment tends  to  swing  wildly  between 
boom  and  bust. 

Regulation  can  tame  these  instabili- 
ties, but  it  also  suppresses  innovation 
and  takes  away  incentives  for  compa- 
nies to  be  efficient.  So  for  the  past  two 
decades,  government  has  been  deregu- 
lating so-called  increasing-returns  in- 
dustries— to  the  delight  of  some  and 
the  horror  of  others. 

What  have  we  learned  in  recent 
years?  In  a  nutshell,  deregulation  of  in- 
creasing-returns industries  has  been  less 
than  a  complete  success.  On  the  positive 
side,  deregulation  has  increased  efficien- 
cy and  innovation.  Airlines  have  reduced 
costs  by  concentrating  operations  in 
hubs.  Upstart  independent  power  gener- 
ators have  built  gas-fired  "peaker"  plants 
that  start  up  when  prices  rise.  In  tele- 
com, cell  phones  have  shrunk  to  palm- 
size  and  let  their  owners  cruise  the  wire- 
less Web  for  weather,  traffic,  and  market 
updates. 

But  deregulation  has  also  brought 
about  concentration  of  ownership,  enor- 
mous pricing  disparities,  and  violent  gy- 
rations of  investment.  What's  more, 
these  problems  are  not  easily  avoidable. 


They  may,  in  fact,  be  the  price  society 
pays  for  efficiency  and  innovation.  The 
Brookings  Institution's  Robert  W  Cran- 
dall,  a  leading  advocate  of  deregulation, 
acknowledges  that  booms  and  busts  of 
investment,  in  particular,  are  "just  en- 
demic in  capitalist  markets." 

Think  about  why  increasing-returns 
businesses  are  unstable.  It  costs  a  lot  oT 
money  for  them  to  gear  up,  but  once 
they  do,  each  incremental  unit  of  output 
is  extremely  cheap  to  produce.  Take  air- 
lines. Once  they  fill  their  planes  enough 
to  cover  their  fixed  costs,  each  additional 
passenger  is  enormously  profitable.  Trou- 
ble is,  those  profits  invariably  entice  new 
entrants.  Capacity  increases.  Fare  wars 
begin.  In  desperation,  airlines  cut  fares 
until  some  passengers  are  paying  barely 


have  risen.  The  airfare  comj 
the  consumer  price  index  h 
130%  from  its  1982-84  base, 
crease  of  77%  for  the  cpi  as  I 
Electric  utilities  are  anotheM 
point.  In  the  past  several  yea 
states  have  deregulated  the 
electricity  generation  (though  I 
tricity  delivery,  which  remain  It 
oly  service),  hoping  that  cor 
lead  to  greater  efficiency 
prices.  That  may  eventually 
the  transition  is  ugly.  In  area- 1 
parity  shortages,  spot  prices 
sionally  spiked  to  hundreds 
times  the  average  rate.  Califoj 
nia  has  had  rolling 
blackouts  two 
summers  in  a 


So-called  increasing-returns 
businesses,  such  as  airlines, 
having  incurred  costs  up  front, 
can  hike  output  cheaply. 
Money  machines?  Not  quite 


more  than  the  cost  of  their  meals.  No 
longer  earning  enough  to  cover  their 
fixed  costs,  airlines  must  merge  or  go 
bankrupt.  Capacity  falls,  fares  rise,  prof- 
its increase,  and  the  cycle  begins  again. 
The  turmoil  can  be  considerable. 
Barely  more  than  a  third  of  the  292 
U.  S.  airlines  with  scheduled  passenger 
service  that  were  operating  when 
deregulation  began  in  1978  or  began 
service  afterward  were  still  operating 
independently  by  2000.  Deregulation 
advocates  like  3rookings'  Clifford  Win- 
ston argue  that  the  turbulence  is  justi- 
fied by  savings  on  air  fares,  which  he 
calculates  are  substantial  in  comparison 
with  what  fares  would  have  been  if  reg- 
ulation had  remained  in  place.  It's  hard 
to  know  what  fares  would  have  been 
under  regulation.  But  the  fact  is  that 
air  fares  have  not  fallen,  despite  the 
availability  of  some  highly  publicized 
bargains.  According  to  the  Bureau  of 
Labor  Statistics,  in  fact,  overall  prices 


row.  Lured  by  the  hij. 
spot  rates,  independe  I 
power  producers  hav  \ 
gone  on  a  crash  builc 
gram  in  the  Golden  S| 
a  result,  a  glut  is  < 
It's  a  classic  case  exa 
booms  and  busts  that  increasi  I 
industries  experience.  Eugenej 
consulting  economist  in  Vallejt 
gues  that  the  answer  is  publicl 
of  the  electricity  business — soij 
that's  already  a  fact  of  life  for  I 
of  the  Tennessee  Valley  Authcl 
sundry  municipal  utilities  acrof 
country.  The  increased  rece{ 
that  extreme  solution  is  a  me 
just  how  bad  things  have  gottl 
Perhaps  no  deregulated  incl 
hibits  more  signs  of  increasinl 
than  telecommunications — in  I 
long-haul  transmission  over  fi[ 
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The  cables  are  expensive  to 
ioles  and  lay  in  trenches,  but 
•e  in  place,  it  costs  hardly 
irry  traffic  over  them.  As 
fiber  carriers  are  tempted 
5  to  capture  customers — to 
hat  revenues  fall  below 
ded  to  pay  the  interest  on 
i.  Last  year,  28  publicly  trad- 
companies,  each  with  more 
million  of  liabilities,  sought 
from  creditors  in  bankruptcy 

BankruptcyData.com. 
in  old  problem,  to  be  sure, 
ian,  dean  of  the  School  of  In- 
Management  &  Systems  at 
•sity  of  California  at  Berke- 
that  more  miles 
track  were 
1880s  than  in 


any  decade  before  or  since.  And  more 
miles  of  track  were  in  the  hands  of  com- 
panies in  bankruptcy  in  the  1890s  than 
at  any  other  time. 

Why  do  companies  persistently  over- 
build in  increasing-returns  industries? 


managers  can  overinvest.  "It's  worse  if 
you  add  to  that  the  fact  that  business- 
es are  not  rational  organisms  but  bu- 
reaucratic cultures  where  people  come 
before  the  managing  committee  and 
ask  for  stuff,"  says  J.  Bradford 


PRACTICE  WONT  MAKE  PERFECT 

Here's  what  can  go  wrong  in  industries  with  increasing  returns  to  scale, 
such  as  telecom,  airlines,  and  utilities 


WINNER-TAKE-ALL 
INVESTING  In  the  boom 
phase,  businesses  race 
each  other  to  build  ca- 
pacity, hoping  domi- 
nance will  eventually 
translate  into  profits. 


MARKET-SHARE  WARS 

In  the  transitional  phase, 
prices  begin  to  fall  as 
companies  seek  higher 
sales  volumes.  It's 
tempting  to  cut  prices 
because  the  cost  of 
producing  additional 
units  is  very  low.  But 
prices  become  too  low  to 
cover  huge  fixed  costs. 


BANKRUPTCIES  In  the 

bust  phase,  bankers  and 
shareholders  pull  the 
plug  on  companies  that 
can't  make  money.  Even 
well-run,  promising 
businesses  can't  get 
funded.  Capacity  falls  to 
the  point  where  prices 
rise.  The  cycle  is  ready 
to  repeat  itself. 


Often, 
they  are 
hoping  to 
emerge  as  win 
ners  after  the 
shakeout.  The  sur- 
viving few  competitors 
in  an  increasing-returns 
industry  can  make  cozy 
profits.  Knowing  that, 
dozens  of  companies  will 
spend  heavily  to  be  among 
those  survivors.  Companies 
are  competing  not  so  much  in  a 
market  as  for  a  market.  Some  in- 
evitably bomb  out.  Even 
the  winners,  by  spending 
so  much  up  front  to 
grab  the  prize,  effec- 
tively lower  their 
long-term  returns  to 
ones  that  are  no 
higher  than  average. 
Meanwhile,  if  tech- 
nology or  consumer 
taste  changes,  the 
profits  these  surviv- 
ing companies  are 
vying  for  may  never 
materialize.  That's 
how  perfectly  rational 


DeLong,  a  Berkeley  economist. 

There  are  ways  to  quell  the  turmoil, 
at  least  a  bit.  Even  in  businesses  with 
increasing  returns  to  scale,  small  rivals 
can  carve  out  a  niche  that  protects 
them  from  a  price-slashing  giant. 
That's  happening  even  in  the  selling  of 
electricity — the  ultimate  generic  com- 
modity— where  some  companies  are 
marketing  their  power  as  green. 
The  passage  of  time  should  help 
somewhat,  too.  Telecom  and 
electricity  were  deregulated 
recently  enough  that  compa- 
nies are  still  thrashing  around 
for  a  strategy.  Many  overex- 
panded  by  misjudging  the  demand 
for  new  services.  Brookings'  Winston 
argues  that  even  airlines  are  at  last 
figuring  out  how  to  get  capacity  right. 
He  says  they  would  have  come 
through  the  recession  all  right  if  it 
hadn't  been  for  September  11. 

Still,  increasing-returns  businesses 
will  never  be  quiet  and  well-behaved — 
their  cost  structures  simply  won't  al- 
low it.  And  the  race  for  technological 
supremacy  keeps  things  roiling  as  well. 
Crandall,  the  dereg  advocate,  acknowl- 
edges that  regulation  would  smooth 
out  booms  and  busts,  but  at  the  cost  of 
slowing  advances  in  the  state  of  the 
art.  "One  thing  that  regulation  is  very 
good  at  doing  is  suppressing  technolog- 
ical progress,"  he  says.  Take  your  pick: 
stability  or  speed.  In  increasing-re- 
turns businesses,  you  can't  have  it 
both  ways. 

Coy  is  Economics  Editor. 
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TAX  REFORM, 

CAPITAL  GAINS 

ON  MUTUAL 

FUNDS 


The  Ins  and  Outs 
Of  the  New  Tax  Law 


orget  the  Beltway  bickering  about  whether  the  tax  cuts  passed  i 
should  be  delayed.  They're  here  to  stay — and  that's  to  your  benefit  i 
The  rebate  checks  last  summer  were  just  a  taste:  2002  is  when  most  $ 
new  law's  key  changes  take  hold. 


2*i 


YOUR  I  TAP 


That's  why  it's  vital  for  you  to  pay  even  more  at- 
tention than  usual  to  taxes  this  year.  The  centerpiece  of 
President  George  W.  Bush's  tax  plan — a  phased-in  reduction  in  tax  rates-ts 
ready  fattening  your  paychecks.  But  some  of  the  biggest  rewards  will  cc 
those  who  act  now  to  use  new  incentives  for  retirement  plans  and  college  s;  ir 
Here's  a  guide  to  what's  new  in  the  tax  code  for  2002. 
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The  Golden 
Years  Get 
More  Golden 


BY  CAROL  MARIE 
CROPPER 

With  employers  re- 
treating from 
guaranteed  pen- 
sions and  Social 
Security  in  flux,  Con- 
gress decided  to  use  the 
2001  tax  package  to 
nudge  workers  to  save 
for  their  own  retire- 
ment. The  message: 
You're  mostly  on  your 
own,  so  start  saving. 

The  lure  for  savers  is 
higher  contribution  ceilings  on  retirement  accounts, 
along  with  special  catch-up  provisions  for  those  50 
and  older.  The  law  also  cajoles  people  to  put  cash 
into  such  plans  by  making  it  easier  to  borrow  from 
them  or  to  move  assets  to  a  new  plan  when  leaving 
a  job — something  Americans  are  prone  to  do. 

Both  Roth  IRAs,  which  are  funded  with  aftertax 
dollars  but  allow  tax-free  withdrawals,  and  tradi- 
tional iras  get  higher  contribution  limits  for  2002. 
You  can  now  stash  up  to  $3,000  ($3,500  for  the  50- 
and-up  crowd).  By  2008,  that  ceiling  rises  to  $5,000 


($6,000  for  older 
Meanwhile,  the 
cap  for  getting 
duction  on  conti 
to  traditional  ir 
to  $100,000  for 
ers  in  2007,  vs. 
in  2002.  No  ca]  »0§ 
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if  you  don't  ha 
tirement  plan 
and  the  caps  ar 
for  spouses  wh 
have  a  plan. 

You   also   ca 
more  through  cc 
sponsored  plans 
401(k)s  and  the 
at  nonprofits  ai 
cational  institutii 
can  contribute 
$11,000  this  y 
from  $10,500  ii 
(Those  50  and  ol 
kick  in  $1,000 
That  rises  to  : 
($20,000  for  the  50-plus  group)  in  2006 
used  for  government  workers  share  simila 
fits.  Meanwhile,  contribution  limits  for  Simi 
and  401(k)s  at  small  companies  rise  from  $( 
$7,000  this  year,  then  to  $10,000  in  200 
catch-ups. 

The  tax  package  didn't  forget  the  self-errp 
Those  with  a  SEP  (Simplified  Employee  PenS 
a  profit-sharing  Keogh  plan  should  be  able  I 
tribute  up  to  $40,000  pretax.  A  glitch  in  ;f 
part  of  the  law  limits  the  deduction  to 


Is 
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ve,  Save, 


IRA/ROTH  IRA 


401(k),  403(b),  457 


ve 


•le  Sam  is  letting 
squirrel  away 
e  in  retirement 
unts,  raising 
;  ution  limits 
ng  this  year, 
i  50  by  yearend 
you  get  an 
ed  boost  from 
rial  catch-up 
isions. 


UNDER  50 
YEARS  OLD 

50  AND 
ABOVE 

UNDER 
50 

50  AND 
ABOVE 

2001 

$2,000 

$2,000 

$10,500* 

$10,500* 

2002 

3,000 

3,500 

11,000 

12,000 

2003 

3,000 

3,500 

12,000 

14,000 

2004 

3,000 

3,500 

13,000 

16,000 

2005 

4,000 

4,500 

14,000 

18,000 

2006 

4,000 

5,000 

15,000 

20,000 

2007 

4,000 

5,000 

** 

** 

2008 

5,000 

6,000 

** 

** 

*  $8,500  for  457    "Indexed  for  inflation,  rising  in  $500  increments 
Data:  BusinessWeek 


rst  $200,000  in  self-employment  income,  or 
X),  but  Congress  is  expected  to  correct  that, 
hose  with  a  defined-benefit  Keogh,  the  max- 
'i\  annual  payout  rises  from  $140,000  to 
XX). 

change  designed  to  make  saving  more  palat- 
lets  the  self-employed  borrow  from  their 
hs  now.  The  law  also  extends  borrowing 
eges  at  company-run  401(k)s  to  those  at  the 
;uch  as  sole  proprietors. 

i  other  shift  makes  retirement  savings  more 
ible,  letting  workers  roll  money  between 
'.)s,  403(b)s,  and  governmental  457s.  That's 
ially  good  news  for  those  with  a  457.  Before, 
couldn't  even  transfer  savings  into  an  IRA 
they  left  a  job.  (It's  still  up  to  the  employer 
«pt  funds  rolled  from  another  company  plan.) 
u  can  now  also  roll  regular  deductible  IRA 
gs  into  a  401(k).  You  forfeit  some  control, 
.'onsolidate  your  assets.  Beginning  in  2003, 
overs  can  help  workers  set  up  iras  at  the 
place.  Better  yet,  in  2006  employers  may  be 
to  offer  Roth-style  401(k)s  or  403(b)s.  Ern- 
es can  then  split  contributions  between  a 

a|ar  401(k)  and  one  similar  to  a  Roth. 

e  Jl  of  these  provisions  combine  to  encourage 
notivate  people"  to  save  for  retirement,  says 
ilott,  publisher  of  Ed  Slott's  IRA  Advisor 

ij  letter.  If  your  company  no  longer  wants  to 

o  i  responsibility  for  your  golden  years,  Con- 
at  least  has  made  it  easier  for  you  to  add  to 
luster.  ■ 


ring  for  College  Will 
Id  Smarter  Returns 


jtNNE  TERGESEN 

civing  for  college  has  never  been  more  at- 
t Active,  thanks  to  an  array  of  education- 
»f  "elated  tax  breaks  that  kicked  in  on  Jan.  1. 

rhey  include  more  generous  limits  on  con- 

iitions  and  donors'  incomes,  greater  deduc- 

and  fewer  restrictions  on  the  number  of 

i  you  can  tap.  The  trick  is  to  find  the  bene- 

tat  fit  your  income  level  and  mix  and  match 
T  for  the  greatest  savings. 


State-sponsored  529 
college  savings  plans — 
many  of  which  offer  in- 
vestment options  similar 
to  mutual  funds — have 
become  a  lot  harder  to 
resist.  As  of  Jan.  1,  you 
can  take  money  from 
these  accounts  free  of 
federal  taxes.  Uncle 
Sam  had  previously 
taxed  the  account's  earn- 
ings at  your  child's 
income-tax  rate  upon 
withdrawal. 

These  savings  pro- 
grams have  become 
more  flexible,  too.  You 
can  switch  investment  options  within  the  same 
plan  once  a  year,  says  Joseph  Hurley,  founder  of 
savingforcollege.com,  which  reports  on  529  plans. 
To  do  so  in  the  past,  you  had  to  roll  over  the  ac- 
count into  a  different  state  plan  or  change  bene- 
ficiaries. If  your  child  drops  out,  the  list  of  kin  to 
whom  you  can  transfer  the  account  now  includes 
first  cousins  of  the  ini- 
tial beneficiary.  That's 
an  important  benefit  for 
grandparents  who  es- 
tablish accounts,  says 
Judy  Miller,  principal  at 
College  Solutions,  an 
Alameda  (Calif.)  finan- 
cial consulting  firm. 

The  Education  IRA, 
renamed  the  Coverdell 
Education  Savings  Ac- 
count after  the  late 
Senator  Paul  Coverdell 
(R-Ga.),  has  also  been 
enhanced.  Each  child 
can  receive  a  total  of 
$2,000  a  year — up  from 
a  measly  $500 — in  these 
accounts,  which  grow 
tax-free  and  can  be  in- 
vested in  any  vehicle 
you  choose.  Unlike  529 
plans,  Coverdells  can 
now  be  used  for  ele- 
mentary and  secondary  school  costs,  including 
books,  tuition,  and  tutoring.  And  more  families 
can  set  up  Coverdells,  thanks  to  higher  income 
limits.  A  married  couple  can  contribute  the  full 
$2,000  if  its  adjusted  gross  income,  or  income 
before  itemized  deductions,  is  $190,000  or  less,  up 
from  $160,000  in  2001  (table).  If  you  choose  to, 
you  can  now  fund  an  Education  ira  and  a  529  in 
the  same  year.  In  the  past,  those  who  did  so 
paid  a  6%  excise  tax  on  the  Education  ira  con- 
tribution, says  Andrew  Gibson,  a  partner  at  ac- 
countants bdo  Seidman  in  Atlanta. 

The  beneficial  tax  changes  extend  to  those 
repaying  student  loans.  The  income  ceiling  on 
claiming  at  least  some  of  the  $2,500  deduction  for 
interest  payments  is  $130,000,  if  married,  and 
$65,000,  if  single— up  from  $75,000  and  $55,000. 
The  time  limit  on  such  deductions,  which  was  60 
months,  has  been  dropped.  And  you  don't  have 
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Tax  Breaks  For  Schooling 


PLAN 


COVERDELL 
EDUCATION 
SAVINGS  ACCOUNT** 


EMPLOYER- 
PROVIDED 
EDUCATIONAL 
ASSISTANCE 

529  COLLEGE 
SAVING  PLANS 

HIGHER  EDUCATION 
EXPENSES 

STUDENT  LOANS 


NEW  BENEFITS 

Limits  on  contributions  rise 
to  $2,000  a  year  per  child; 
money  can  be  used  at 
elementary  and  secondary 
schools 

Up  to  $5,250  a  year  can 
be  excluded  from  income; 
benefit  applies  to  graduate 
and  undergraduate  courses 

Earnings  grow  free  from 
federal  taxes 

Deduction  of  up  to  $3,000 
a  year  in  tuition  and 
related  fees 

No  time  limit  on  deduction 
of  up  to  $2,500  in  annual 
interest  payments 


INCOME  LIMITS* 

Contributions  phase  out 
at  $190,000-$220,000 
(married);  $95,000- 
$110,000  (single) 

Not  more  than  5%  of  the 
amounts  paid  can  goto 
business  owners  or  their 
spouses  or  children 

No  restrictions 


$130,000  (married); 
$65,000  (single) 

Deduction  phases-out  at 
$100,000-$130,000 
(married);  $50,000- 
$65,000  (single) 


Adjusted  gross  income   **  Formerly  called  the  Education  IRA 


to  itemize  your  return  to  take  this  deduction, 
which  makes  the  benefit  accessible  to  those  with 
simple  returns,  says  Jim  Seidel,  senior  manager 
at  ria,  a  New  York  provider  of  tax  information 
to  accountants. 

This  year  also  marks  the  debut 
of  a  deduction  for  up  to  $3,000  of 
higher-education  tuition  bills  for 
you,  your  spouse,  or  child.  That 
rises  to  $4,000  in  2004,  before  ending  in  2006. 
Married  couples  earning  less  than  $130,000  qual- 
ify, as  do  singles  with  income  below  $65,000.  (In 
2004  and  2005,  couples  earning  between  $130,000 
and  $160,000  and  singles  making  from  $65,000  to 
$80,000  can  deduct  a  more  modest  $2,000.)  Keep 
in  mind  that  you  can't  deduct  tuition  paid  with 
Coverdell  money  or  529  earnings,  says  Hurley. 
So,  as  with  all  the  items  in  this  smorgasbord  of 
options,  be  sure  to  crunch  the  numbers  before 
deciding  which  is  the  right  wTay  to  go.  ■ 


Three  More 

For  Your  Checklist 


BY  MIKE  McNAMEE 

The  tax  package  has  many  other  features,  but 
many  don't  take  effect  this  year.  Of  those 
that  do,  these  three  may  be  worth  your 
scrutiny: 
■  THE  AMT.  Every  silver  lining  has  a  dark 
cloud — and  the  shadow  on  the  2001  tax  cut  is  the 
alternative  minimum  tax.  It's  a  parallel  tax  code 
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designed  to  catch  fat  cats  who  use  exoj 
breaks.  Trouble  is,  lower  ordinary  rate  I 
the  2001  tax  cut  will  cast  more  taxpayej 
the  amt  net  because  their  tax  bill  like! 
drop  to  a  level  belowT  the  "minimum."  So 
income  is  over  $150,000,  you  may  have 
through  a  second  tax  calculation  that  take  I 
such  breaks  as  deductions  for  state  and  1< 
come  taxes.  "It's  like  not  getting  a  tax  cu| 
"all,"  says  Don  Weigandt,  vice-president 
Morgan  Private  Bank  in  Los  Angeles. 

■  DEEMED  SALES.  If  the  stock  market 
hard  in  2001,  use  some  losses  to  reduce 
2006.  Under  a  1997  lawr,  investors  can  get  i 
er  tax  rate  on  capital  gains — 18%  insttl 
20% — on  property  held  five  years  or  longtl 
that  applies  only  to  assets  acquired  afterl 
For  assets  bought  earlier,  you  have  a  on] 
chance  now  to  start  the  five-year  clock 
tending  that  you  sold  and  repurchased  t 
Jan.  2,  2001.  This  "deemed  sale"  requires 
pay  taxes  now  on  gains  through  2000, 
change  for  getting  the  two-point  rate  brea 
2006.  Here's  wiiere  the  2001  losses  cornel 
you  have  more  net  losses  in  2001  than  the 
deductible  against  ordinary  income,  you 
those  to  offset  gains  on  the  deemed  sales, 
have  stock  you're  certain  to  hold  until  2C 
can  make  sense,"  says  Steven  Hurok,  tax 
for  accountants  BDO  Seidman. 

■  ADOPTION  TAX  CREDIT.  Thinking  of  ado  | 
You  have  a  lot  to  gain  in  2002.  The  ado 
tax  credit  doubles,  covering  up  to  $10,000 
penses.  A  single  parent  or  married  couple , 

^^^^^^  ing  up  to  $150,000  can  takl 
full  credit.  Those  with  incof 
up  to  $190,000,  up  from  $115/ 
2001,  get  a  modified  benefit! 
ployers  offering  adoption  assistance  can  1 1 
$10,000  of  expenses  without  tax  conseqi 
for  the  employee,  up  from  $5,000.  But  yc 
choose  betwTeen  this  benefit  or  the  credit. 
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lere's  More  Than  One  Way  to  Tally 
Capital-Gains  Tax  Tab 

re  you  pay  up,  choose  the  share-cost  calculation  that  benefits  you  most 


BY  LEWIS  BRAHAM 

Online  investing  and  toll-free  telephone 
service  make  selling  your  mutual-fund 
shares  a  snap;  accounting  for  that  sale  at 
tax  time  is  anything  but.  The  Internal 
Revenue  Service  allows  investors  to 
choose  from  several  methods  of  reporting 
gains  and  losses,  and  which  method  you 
use  to  calculate  those  numbers  makes  all  the 
difference. 

Keep  that  in  mind  as  account  state- 
ments and  1099-Bs — the  form  the  fund 
company  will  also  send  the  ms — ar- 
rive this  month.  If  you  sold  mutual 
funds  in  a  taxable  account  in  2001, 
you'll  have  to  consider  these  issues 
before  Apr.  15.  Of  course,  it's  even 
better  if  you  think  about  the  varied 
tax   consequences   before  you   sell  a 
fund — or  stocks  for  that  matter,  since  the 
same  rules  apply  to  them. 

The  key  to  a  smart  sale  is  understanding 
"cost  basis,"  the  price  you  paid  per  share  for 
a  fund.  Figuring  that  out  can  be  tricky  be- 
cause investors 
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rarely  buy  all 
of  their  fund 
shares   at  a 

single  price.  If  they're  putting  a  fixed 
amount  of  money  into  a  fund  every  month, 
they'll  own  numerous  share  lots,  each 
purchased  at  a  different  price.  That's 
not  all.  Most  investors  reinvest  their 
dividend  and  capital-gains  distribu- 
tions, which  are  also  purchases,  cre- 
ating more  share  lots.  These  distribu- 
tions, when  reinvested,  become  part  of 
your  cost  basis.  And  if  you  paid 
any  transaction  fees  in  buying 
or  selling,  you  have  to  adjust 
your  costs  for  those,  too. 
Most   people   use   an 
average  cost-basis  cal- 
culation, in  part  because 
it's  the  simplest  and  often 
available  from  brokers  and 
fund  companies.  The  average  cost 
is  the  total  amount  invested  in  the  fund 
divided  by  the  number  of  shares  you 
have  purchased.  If  the  price  at  which 
you  sold  or  plan  to  sell  a  fund  is  higher  than 
the  average  cost,  you've  got  a  profit;  lower,  of 
course,  produces  a  loss.  But  the  simplest  meth- 
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ods  are  not  necessarily  optimal  for  reducing 
your  tax  burden. 

To  see  how  these  methods  work,  we  have 
come  up  with  a  hypothetical  account  ih  a  real 
fund,  Vanguard  Capital  Opportunity  Fund  (table). 
We  started  with  a  $25,000  investment  in  January, 
2000,  made  several  other  investments,  and  rein- 
vested dividends  and  capital  gains.  We  cashed 
out  on  the  last  day  of  2001. 

Start  with  the  simplest  calculation.  You  in- 
vested $50,000  out  of  your  pocket  over  the  two- 
year  period  and  an  additional  $2,724.58  from  dis- 
tributions, so  the  total  cost  is  $52,724.58.  With 
those  investments,  you  have  accumulated  2,327.83 
shares.  (Unlike  stocks,  mutual-fund  purchases 
almost  always  include  fractional  shares.)  Divide 


the  total  cost  by  the  number  of  shares, 
get  an  average  cost  per  share  of  $22.65. 
So  is  there  a  gain  or  loss?  On  Dec.  31, 
Opportunity's  share  price  was  $23.62.  Si 
your  $22.65  average  cost,  and  you  get  a 
gain  of  97(2  a  share.  Simple,  sure,  but  you] 
finished.  The  irs  considers  gains  on  fund 
held  longer  than  one  year  as  long-term 
gains  and  takes  a  maximum  of  20%  of  the 
taxes,  vs.  as  much  as  39.1%  for  short-term  I 
the  same  rate  as  on  ordinary  income.  I| 
case,  you  have  1,331.99  long-term  shares 
purchased  in  2000).  Multiply  that  by  your 
erage  gain,  and  you  have  a  $1,292.03  lonjj 
profit.  Do  the  same  for  your  995.84  rer 
shares,  and  you  have  a  $965.96  short-ter 


INVESTMENT  DATE 


AMOUNT 
INVESTED 


PRICE/ 
SHARE 


SHARES 
PURCHASED 


SHA 


Minimizing  The  Tax  Hit 

When  selling  a  mutual  fund,  most 
people  use  their  average  cost  as  the 
basis  for  determining  whether  they 
made  or  lost  money.  But  the  irs  allows 
you  to  use  other  methods,  which,  de- 
pending on  your  situation,  may  result 
in  lower  gains  or  larger  losses.  Here's 
a  hypothetical  account  using  the  Van- 
guard Capital  Opportunity  Fund. 


On  Dec.  31,  2001,  the  fund's  net  asset  value  price  per  share  is  $23.62. The  average  cost  per  share 
is  $22.65.  You've  invested  $52,724.58  and  the  total  value  of  your  holding  is  $54,983.34. 


m 


JAN.  5,  2000                        $25,000.00 

$23.17 

1078.98 

i,oJ 

MAR.  16                                 5,000.00 

32.72 

152.81 

1,23 

1 

DEC.  15    Reinvest  Income          197.09 

25.57 

7.71 

1,23" 

Reinvest  Cap.  Gains  2,365.04 

25.57 

92.49 

1,31 

MAY  22,  2001                           5,000.00 

27.23 

183.62 

1,51 

He  V 

SEPT.  21                                15,000.00 

18.63 

805.15 

2,32' 

1 

DEC.  14    Reinvest  Income          162.45 

22.98 

7.07 

2,32J 

IF  YOU  ARE  SELLING  ALL  OF  YOUR  SHARES,  CHOOSE  FROM  THESE  TWO  METHODS: 


SINGLE-CATEGORY  Take  the  current  share  price  of  Van- 
guard Capital  Opportunity,  $23.62,  and  subtract  your 
average  cost  per  share,  $22.65.  That's  a  gain  of  970 
a  share.  With  this  fund,  you  have  1,331.99  shares 
held  more  than  12  months  for  a  $1,292.03  long-term 
capital  gain;  and  995.84  shares  held  less  than  12 
months  for  a  $965.96  short-term  gain. 


DOUBLE-CATEGORY  Calculate  two  average  costs— for  I 
long-term  and  short-term  shares — and  then  deduct 
that  from  the  fund's  current  price.  You  have  1,331 
long-term  shares  with  a  $24.45  average  cost.  With 
shares  now  $23.62,  you  have  a  $1,105.55  long-te 
loss.  You  also  have  995.84  short-term  shares  with 
$20.25  average  cost  for  a  $3,355.98  short-term  g. 


h 


IF  YOU'RE  SELLING  ONLY  SOME  OF  YOUR  SHARES,  CHOOSE  FROM  THESE  THREE  METHODS: 


AVERAGE  COST  If  you  redeem  $5,000 
from  this  fund  using  the  average- 
cost  method,  you  sell  211.69 
shares  at  a  gain  of  970  a  share 
($23.62  less  $22.65),  a  long-term 
gain  of  $205.34.  The  IRS  will  as- 
sume that  you  sold  the  oldest 
shares  first  and  did  it  with  the  sin- 
gle-category method,  meaning  the 
same  average  cost  was  applied  to 
all  of  your  shares.  You  can  use  the 
double-category  method,  but  you 
have  to  declare  that  to  the  IRS. 


SPECIFIC  SHARES  Sell  your  highest- 
cost  shares,  purchased  on  Mar.  16, 
2000,  at  $32.72.  Those  152.81 
shares,  initially  worth  $5,000,  are 
now  $3,609.37— a  long-term  capi- 
tal loss  of  $1,390.63.  Also  sell  the 
183.62  shares  purchased  on  May 
22,  2001,  for  $27.23  a  share. 
That  $5,000  investment  is  now 
worth  $4,337.10— a  $662.90 
short-term  loss.  These  losses  can 
be  used  to  counteract  other  real- 
ized gains  in  your  portfolio. 


FIRST-IN,  FIRST-OUT  If  you  redeerr 
$5,000  from  Vanguard  Capital  <j 
portunity  without  telling  the  funl 
which  shares  to  sell,  the  IRS  wif 
assume  you  sold  the  oldest 
shares — those  purchased  on  Jarl 
2000,  at  $23.17.  At  the  fund's 
current  price  of  $23.62,  you  wc| 
sell  211.69  shares,  realizing  a 
long-term  capital  gain  of  450  a 
share  for  a  total  of  $95.26.  Of  1| 
three  methods  of  selling,  this  is| 
ten  the  least  tax-efficient. 
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■alls  this  formula  the  "single-category 
id"  because  you're  calculating  just  one  av- 
cost  for  every  share. 
I :.-ou  have  both  long-  and  short-term  gains 
ses,  it's  worth  your  trouble  to  consider 
iuble-category  method.  That's  when  you 
two  average  costs,  one  for  your  long- 

(  shares,  another  for  the 
term.  Although  your  to- 
I  iin  will  be  the  same 
I  ither  method,  the  dis- 
lion  between  short-  and 
I  erm  gains  will  differ, 
ever   method    realizes 
I  ast  short-term  gains  is 

tght  one  for  most  investors. 
v,  let's  look  at  the  two  av- 
costs.   For   the   short-term 
;,  it  would  mean  $20.25,  for  the 
erm,  $24.45.  Since  the  fund's  sale 
was  $23.62,  you  have  a  gain  of 
per  share  for  the  995.84  short-term 

a  total  of  $3,355.98.  Then 
ive  a  loss  of  83<2  a  share  on 
,331.99   long-term   shares 


a  total  loss  of  $1,105.55. 
ring  you  have  no  other  long-term  gains 
your  other  investments,  those  long-term 
will  offset  some  short-term  gains.  But 
'ould  still  be  left  with  a  short-term  gain  of 
.43,  compared  with  $965.96  in  the  single- 
ry  method.  So,  in  this  example,  the  single- 
iry  method  works  better, 
example  presumed  you  sold  all  the  shares. 
hat  if  at  yearend  you  sold  only  a  portion  of 
Then  it  gets  trickier.  You  could  use  the  av- 
cost  basis  employed  in  either  the  single-  or 
^-category  methods.  When  you're  selling 
f  your  stake,  the  double-category  method 
i  advantage  in  that  you  have  the  flexibility 
ing  from  either  your  long-term  or  short- 
shares.  With  the  single-category  method, 
s  immediately  assumes  you  are  selling  the 
shares  first. 

problem  with  using  average  cost  is  that 
an't  maximize  your  losses  and  minimize 
to  the  fullest  extent.  The  best  way  to  do 
s  the  "specific  share"  method.  In  this  ap- 
i,  you  get  to  cherry-pick  the  highest  cost 
and  hold  on  to  the  lower  cost  ones.  "Nine- 
percent  of  the  time,  selling  specific  shares 
the  optimal  tax  efficiency,"  says  tax  expert 
Langstraat  of  Parametric  Portfolio  Asso- 
in  Seattle. 

see  how  this  method  works,  go  back  to 
ble.  Look  at  the  shares  purchased  on  Mar. 
KX),  at  $32.72  a  share.  They're  the  most 
sive  shares  in  the  account,  and  they  also 
n  to  be  long-term.  Sold  on  Dec.  31,  2001, 
shares  would  produce  a  long-term  capital 
f  $1,390.63.  This  can  be  used  elsewhere  to 
long-term  gains  you  may  have  in  your 
lio.  Likewise,  the  shares  purchased  on  May 
)01,  at  $27.23  would  generate  a  $662.90 
term  loss,  which  could  offset  short-term 
-.  In  the  absence  of  any  gains,  you  can 
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deduct  up  to 
$3,000  a  year  in 
losses  from  your 
taxable  income.  If 
your  losses  exceed 
$3,000,  you  can  car- 
ry the  difference  over 
until  future  years. 
The  problem  with  the  specif- 
ic share  method  is  that  it  requires 
a  lot  of  detailed  record-keeping. 
You  have  to  know  exactly  which 
shares  to  sell  and,  should  you  be 
audited,  be  able  to  prove  to  the  IRS 
that  you  sold  those  specific  lots.  Ac- 
cording to  tax  rules,  you  must  receive 
written  confirmation  from  your  fund 
company  or  broker  that  you  sold  those 
specific  shares.  But  in  practice,  few  fi- 
nancial institutions  keep  records  of  indi- 
vidual share  purchases,  preferring  to  ag- 
gregate the  total.  (Fidelity  Brokerage 
Services  is  one  notable  exception.) 
So  the  record-keeping  really  falls 
on  you.  "If  you've  done  everything 
you  can  to  keep  accurate  records, 
that's  a  pretty  defensible  position  to  the  IRS," 
says  Edward  Fleming,  a  personal  tax  manager  at 
PricewaterhouseCoopers. 

If  an  IRS  auditor  thinks  that  you  have  skimped 
on  the  record-keeping — didn't  keep  trading  state- 
ments or  letters  to  your  broker  requesting  spe- 
cific shares  be  sold — the  auditor  will  assume  that 
you  sold  the  oldest  shares  of  your  fund  first. 
This  is  known  as  the  first-in,  first-out  method  and 
is  often  the  least  tax-efficient  way  of  selling 
shares,  as  the  oldest  shares  of  your  fund  are  of- 
ten the  cheapest.  You  must  also  notify  the  IRS  on 
your  Schedule  D  (the  form  for  reporting  capital 
gains  and  losses)  as  to  which  cost-basis  method 
you  are  choosing  for  a  particular  fund  and  stick 
to  that  method.  If  you  used  average  cost  in  tax 
reporting  for  2001,  you  cannot  switch  to  another 
method  for  reporting  on  the  same  fund  in  future 
years.  You  can,  however,  choose  different  meth- 
ods for  other  funds. 

Luckily,  software  programs  such  as  Quicken 
2002  Deluxe  can  greatly  facilitate  your  record- 
keeping. Quicken's  program  lets  you  download 
every  trade  you  make  at  your  broker  or  fund 
company  into  a  spreadsheet,  and  when  you're 
ready  to  sell,  you  can  click  an  "average  cost" 
button — using  the  single-category  method — or  a 
"minimize  gain"  button.  Clicking  the  latter  iden- 
tifies your  highest  cost  shares.  When  you  sell, 
the  program  will  calculate  the  capital  gains  or 
losses  you  have  generated.  Quicken's  Web  site 
and  a  competitor,  GainsKeeper.com,  also  let  you 
track  share  lots,  but  their  programs  are  not  as 
comprehensive. 

Although  working  through  the  permutations  of 
different  cost-basis  calculations  can  provoke 
headaches,  the  tax  savings  gained  may  be  worth 
the  extra  time.  A  couple  of  aspirin  and  a  sharp 
pencil  could  go  a  long  way  toward  keeping  the 
IRS  at  bay.  ■ 


Most  of  the  time, 
the  specific  shares 
method  is 
the  most 
tax-efficient. 
But  it  does 
require  a  lot 


record-keeping 
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The  Barker  Portfolio 


IX  BITE  TOO  BIG  ON 
OUR  MUTUAL  FUNDS? 

Maurice  Algazi  barely  knew  what  hit  him.  A 
strategic  planner  at  a  big  food-service  com- 
pany and  a  careful  investor  from  Gaithers- 
burg,  Md.,  Algazi  nonetheless  was  shocked  a 
couple  of  years  back  when  his  Franklin  Temple- 
ton  mutual  fund  made  a  huge  capital-gains  dis- 
tribution. "It  was  pretty  ugly,"  he  told  me. 
"My  [taxable]  income  jumped  by 
30%."  The  next  year,  Algazi 
had  to  go  through  the  rig- 
marole of  estimating  his 
taxes  quarterly  for 
the  Internal  Rev- 
enue Service. 

Along  with  le- 
gions of  other  sad- 
der-but-wiser fund 
investors,  Algazi  has 
shifted    his    money 
into  more  tax-efficient 
funds    and    begun    to 
consider  using  an  alter- 
native to  funds,  such  as 
an    individualized    account 
managed  just   for   him.    Good 
moves.  But  this  is  a  case  where  it 
will  take  an  act  of  Congress  to  fix  mutual 
funds'  maddening  practice  of  saddling  investors 
with  unexpected  tax  bills. 

Happily,  legislation  is  in  the  works  to  do  just 
that.  It's  called  H.  R.  168,  sponsored  by  Repre- 
sentative Jim  Saxton  (R-N.J.).  The  bill  would 
let  most  mutual-fund  investors  de- 
fer paying  taxes  on  reinvested  cap- 
ital-gains distributions  until  they 
sold  their  fund  shares,  the  same 
tax  treatment  that  owners  of  stocks  and  most 
other  financial  assets  enjoy. 

Saxton,  who  has  represented  a  slice  of 
central  New  Jersey  since  1985,  chairs  the 
House  and  Senate's  Joint  Economic  Com- 
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folio  realize  more  capital  gains  than  losses,  the 
fund  must  pay  out  to  investors  their  share  of  the 
net  capital  gains.  A  tax  on  those  gains  is  due 
even  if  a  fund  holder  never  sees  any  cash  but  in- 
stead elects  to  reinvest  the  distribution  in  more 
fund  shares.  Most  investors  do  reinvest.  The 
fund  industry's  trade  group,  the  Investment 
Company  Institute,  reports  that  91%  of  capital- 
gains  distributions  in  2000  got  plowed  back  into 
funds.  That  rate  doesn't  vary  much  year  to  year. 
Under  Saxton's  proposal,  funds  would  keep 
paying  out  any  net  capital 
gains  they  realize  each  year. 


YOUR  TAXES 


Building  Wealth 


Brring  the  tax  on  reinvest- 
apital-gains  distributions 
jld  help  Americans  grow 
er.  Here's  the  result  ot  tax 
tferral  on  a  hypothetical 
,000  mutual-tund  invest- 
tthat  returns  10%  a  year: 

i  PERIOD  TAX  SAVINGS* 


ARS 
EARS 


mittee.  He  told  me  he  came  up  with  the 
bill  after  going  over  his  taxes  with  his  own 
accountant  a  couple  of  years  ago.  "He  said: 
'Your  capital  gains  from  your  mutual  funds 
are  X,  Y,  and  Z.'  And  I  said:  'How  can 
that  be?  I  didn't  sell  any  mutual  funds.'" 

The  congressman — like  Algazi,  perhaps 
like  you,  and  definitely  like  yours  truly — 
was  shocked  to  learn  how  mutual-fund 
f     '2        holdings  are  taxed.  As  the  law  stands  now, 


EARS 
EARS 


445 
1,403 


entire  investment  is  liquidated 
of  period 

ita:  U.S.  Congress  Joint  Economic 
Committee 


investors  owe  a  capital-gains  tax  if  they 
sell  fund  shares  at  a  profit.  And  they  owe 
income  tax  on  any  distributions  a  fund 

O    AC]  J 

pays  out  of  dividends  on  stocks  it  holds 
or  interest  it  earns  on  taxable  bonds.  But 
they  also  must  pay  a  current  tax  on  a 
fund's  capital-gains  distributions. 

Each  year,  if  the  trades  in  a  fund's  port- 


But  fund  holders  who  chose  to  reinvest  their 
distributions  would  be  able  to  defer  the  tax  on 
up  to  $3,000  in  capital  gains  each  year  ($6,000  on 
joint  returns)  until  they  sold  their  shares  in  the 
fund.  Because  fund  holders  could  keep  more  cap- 
ital invested,  their  holdings  could 
compound  faster,  with  real  benefits 
to  long-term  investors  (table). 
As  you've  probably  guessed, 
H.  R.  168  offers  no  free  lunch.  Some  investors 
could  find  their  tax  record-keeping  turn  even 
more  onerous  than  it  is  now.  And  supporters 
estimate  the  cost  to  the  Treasury  at  up  to  $47 
billion  over  10  years.  That's  "not  insignificant  if 
we're  looking  at  deficits"  instead  of  surpluses  in 
the  federal  budget,  says  Vanguard  Group  tax 
expert  Joel  Dickson.  Just  the  same,  Vanguard 
and  such  other  fund  complexes  as  Janus  and  T 
Rowe  Price  took  the  unusual  step  of  encouraging 
support  for  the  bill  among  their  clients. 

As  sensible  as  H.  R.  168  may  seem,  it  is  far 
from  a  slam  dunk.  Saxton  said  he's  heartened  by 
garnering  bipartisan  support,  plus  friendly  nois- 
es from  the  Bush  Administration.  But  if  you 
own  mutual  funds  in  a  taxable  account,  it  would 
not  hurt  one  bit  to  make  some  favorable  noise  of 
your  own  on  behalf  of  H.  R.  168.  ■ 
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Right  here. 


Clients  and  architects  who  collaborate  to 
solve  diverse  business  challenges  should  get 
what  they  deserve  -  an  award  of  international 
standing.  The  Annual  Business  Week/ 
Architectural  Record  Awards,  sponsored  by  The 
American  Institute  of  Architects,  honors  the 
achievement  of  business  goals  through 
architecture  and  distinguished  collaboration 
between  clients  and  architects. 

Judges  include  major  business  leaders  and 
renov\Tied  architects.  Categories  include  interiors, 


new  construction  or  renovation  projects  wit 
budgets  ranging  from  under  SI  million  to  S2 
million  plus.  Award  recipients  are  featured  i; 
both  Business  Week  and  Architectural  Record,  read  b 
more  than  six  million  of  the  most  influentic" 
people  in  business  and  design. 

Get  what  you  deserve.  For  registration  infor 
mation,  call  888-242^1240.  Outside  the  U.S.,  ca 
202-626-7465.  Or  go  to  www.aia.org.  Register  b 
March  15, 2002.  Submissions  must  be  postmarke* 
by  April  19,  2002. 
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For  Corn  Products  International  (cpo),  it  was 
like  an  earthquake.  And  the  aftershocks  may 
drive  the  company  to  look  for  a  merger  part- 
ner, argue  some  pros.  With  little  warning,  Mexico 
on  Jan.  11  imposed  a  20%  tax  on  soft  drinks  made 
with  high-fructose  corn  syrup — to  protect  domes- 
tic sugar  growers.  Corn  Products,  a  major  global 
corn  refiner,  derives  roughly  10%  of  its  revenues 
and  15%  to  20%  of  its  operating  income  from  the 
Mexican  corn-syrup  operations.  For  2002  and  2003, 
that  translates  to  an  earnings  drop  of  40<2  a  share, 
figures  Morgan  Stanley's  Kirstin  Bucci. 

Investors  were  quick  to  bail  out.  The  stock 
skidded  from  31.20  to  28.20 
on  the  day  Mexico  imposed 
its  tax.  But  not  everybody 
scooted:  Indeed,  value  in- 
vestor James  Awad  of  Awad 
Asset  Management  bought. 
He  thinks  Corn  Products  is 
"attractively  valued."  The 
stock  trades  at  its  book  val- 
ue of  28  and  sells  at  a  price- 
earnings  ratio  of  13  times 
Awad's  estimated  earnings 
of  $2.10  a  share  in  2002,  and  11  times  estimated 
$2.40  in  2003— adjusted  for  the  Mexican  tax. 

Jeff  Hershey,  an  analyst  at  Awad,  says  that  if 
the  tax  sticks  and  if  the  stock  stays  where  it  is — 
or  goes  lower — "it's  very  possible  management 
will  take  steps  to  protect  the  true  worth  of  its 
business  and  enhance  shareholder  value."  It  could 
seek  a  merger  or  sell  assets,  says  Hershey. 

The  stock  was  a  poor  performer  even  before 
Mexico  made  its  move.  He  puts  the  company's 
replacement  at  two  times  book  value,  or  more 
than  50  a  share.  He  thinks  any  of  the  big  play- 
ers— including  Archer  Daniels  Midland  or 
Cargill — may  be  interested.  Corn  Products  says 
it  expects  to  resolve  the  tax  issue  but  won't 
comment  on  what  steps  it  would  take  otherwise. 

SOLECTRON  MAY  BE 
SET  TO  HUM  AGAIN 
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BEATEN  DOWN  IN 
THE  TECH  SLUMP 


SOLECTRON 
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alue  investor  Robert  Lyon  thinks  several 
tech  stocks  are  ripe  for  picking:  For  the  $13 
billion  portfolio  he  shepherds  at  Institu- 
tional Capital,  one  of  the  stocks  he 
considers  a  "solid  value  play"  is  Solec- 
tron (slr).  A  top  contract  manufactur- 
er of  electronic  equipment,  Solectron 
saw  its  stock  plunge  from  42  in  Janu- 
ary, 2001,  to  18  in  August  and  to  9.65 
by  Dec.  21.  Lately,  it  has  inched  up 
to  11.  Lyon  started  buying  when  Solec- 
tron was  at  10,  confident  that  it  would 
hit  18  in  12  months.  The  stock's  runup 
■wall  be  driven,  he  says,  both  by  the 
imminent  end  of  the  tech  inventory 


correction  and  the  incipient  economic  rebound. 
Although  Solectron  remains  debt-ridden,  Lyon  is 
encouraged  by  its  restructuring  moves  to  cut 
costs  and  beef  up  its  balance  sheet. 

Early  signs  of  a  snapback  in  outsourcing — in 
North  America  and  Europe — should  be  a  boon  to 
Solectron,  says  Lyon.  In  Japan,  he  adds,  the 
"outsourcing  phenomenon  is  just  beginning,"  and 
that  should  create  a  new  market  for  Solectron, 
although  the  U.  S.  will  remain  the  largest.  Lyon 
expects  earnings  to  start  rising.  He  sees  Solec- 
tron earning  25tf  a  share  in  the  year  ending 
Aug.  30,  2002,  and  65<2  in  fiscal  2003.  His  esti- 
mates are  conservative — lower  than  First  Call's 
consensus  figures.  With  Solectron's  buoyant 
prospects  and  its  stock  battered,  Lyon  believes 
the  potential  rewards  far  outweigh  the  risks. 

NMT:  PATCHING  UP 
HOLES  IN  THE  HEART 

While  other  stocks  were  falling  in  2001, 
shares  of  nmt  Medical  (nmti)  were  on  a 
roll.  They  picked  up  from  2  in  mid-Jan- 
uary, 2001,  to  9.31  in  late  December,  before  eas- 
ing to  8  this  year.  Its  chief  product,  CardioSEAL, 
a  minimally  invasive  treatment  for  holes  in  the 
heart,  got  Food  &  Drug  Administration  ap- 
proval in  December.  It  was  approved  in  Eu- 
rope in  1997.  Such  defects  can  cause  blood  to 
seep  between  the  right  and  left  sides  of  the 
heart — and  could  lead  to  blood  clots  and  strokes, 
notes  Kevin  Kotler,  senior  medical  analyst  at  in- 
vestment outfit  abn  Amro.  CardioSEAL  is 
threaded  into  the  heart  by  a  catheter  to  patch 
the  hole. 

Richard  Weinstein  of  vFinance  Investments, 
which  manages  more  than  $1  billion,  has  been 
accumulating  nmt  shares.  He  cites  not  only 
NMT's  important  products  but  also  the  prospect 
of  a  large  medical-device  maker  buying  the 
company  sooner  rather 
than  later — because  of  the 
potential  of  CardioSEAL 
and  other  nmt  technolo- 
gies. "The  recent  acquisi- 
tion by  Medtronic  of  Vi- 
daMed,  another  small 
device  maker,  at  32  times 
revenues,  puts  a  value  of 
20  a  share  on  nmt,"  argues 
Weinstein.  His  estimate  is 
based  on  10  times  estimat- 
ed 2001  revenues  of  $22  million  for  CardioSEAL 
alone,  excluding  NMT's  cash  hoard  of  $30  million, 
or  $3  a  share,  and  other  assets.  Weinstein  esti- 
mates CardioSEAL  sales  in  the  U.S.  and  Eu- 
rope will  far  exceed  last  year's,  nmt  didn't  re- 
turn calls. 
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Read  Gene  Martial's  Inside  Wall  Street  Online  column  Tuesday 

afternoons  at  www.businessweek.com/today.htm.  And  see  him 

Fridays  at  1:30  p.m.  est  on  CNNfn's  The  Money  Gang. 
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Figures  of  the  Week 


%  change 


■  Stocks 

S&P  500 

Jan.    July    Jan.  Jan.  10-16 
1400. i 1180 


U.S.  MARKETS 


Jan.  16 


Year  to 
Week      date 


Last  12 
months 


GLOBAL  MARKETS 


Jan.  16     Week 


1280 


1160 


1040 


1160 


S&P  500 

Dow  Jones  Industrials 
Nasdaq  Composite 
S&P  MidCap  400 
S&P  SmallCap  600 
Wilshire  5000 


1127.6 

9712.3 

1944.4 

495.8 

227.7 

10,514.1 


1140 

1127.6 

1120 


1100 


COMMENTARY 

Markets  tumbled  as  the  earnings'  sea- 
son began  and  investors  started  re- 
assessing the  outlook  for  profits.  Dismal 
reports  from  Intel  and  J.P.  Morgan 
Chase  and  the  release  of  the  Fed's 
Beige  Book  suggesting  that  the  econo- 
my is  weak  sent  stocks  reeling  on  Jan. 
16.  Year-to-date,  the  Dow  Jones  indus- 
trial average,  the  Nasdaq,  and  the  S&P 
500  are  back  in  negative  territory. 

Data:  Bloomberg  Financial  Markets 
Bridge  Information  Systems.  Inc. 


SECTORS 

BusinessWeek  50*  713.8 
BusinessWeek  Info  Tech  100**    414.0 

S&P/BARRA  Growth  589.4 

S&P/BARRA  Value  537.3 

S&P  Energy  201.9 

S&P  Financials  353.2 

S&P  REIT  93.6 

S&P  Transportation  193.1 

S&P  Utilities  144.2 

GSTI  Internet  98.5 

PSE  Technology  677.5 


-2.4 

-4.9 
-3.3 
-3.2 
-2.5 


-3.6 
-A.\ 
-1.6 
-3.1 
-3.0 
-0.7 
0.1 
-4.9 
-0.3 
-10.9 
-5.8 


-1.8 
-3.1 
-0.3 
-2.5 
-1.9 
-1.8 


-2.2 
-1.3 
-0.9 
-2.7 
-4.4 
-0.6 
0.2 
-2.0 
-1.2 
-6.2 
-1.4 


-15.0 
-8.8 

-25.7 

-2.4 

2.3 

-14.3 


-28.9 
-32.6 
-13.7 
-16.8 
-13.2 

-9.0 
7.5 

-4.4 
-19.4 
-50.0 
-20.4 


S&P  Euro  Plus  (U.S.  Dollar)         1024.5      -4.2 


London  (FT-SE  100) 
Pahs  (CAC  40) 
Frankfurt  (DAX) 
Tokyo  (NIKKEI  225) 
Hong  Kong  (Hang  Seng) 
Toronto  (TSE  300) 
Mexico  City  (IPC) 

FUNDAMENTALS 


5127.6 
4425.5 
4984.2 
10,177.6 
10,964.1 
7584.0 
6579.4 


-1.9 
-3.5 
-5.7 
-4.8 
-A.2 
-2.5 
0.3 


Jan.  15       W 


S&P  500  Dividend  Yield  1.36% 

S&P  500  P/E  Ratio  (Trailing  12  mos.)    47.5 

S&P  500  P/E  Ratio  (Next  12  mos.)*      22.3 

First  Call  Earnings  Surprise*  5.13%      ( 

*First  Call  Corp. 

TECHNICAL  INDICATORS       Jan.  15      Wk 


I 


: 
IT: 


"Mar.  19.  1999=1000 


-Feb.  7,  2000=1000 


S&P  500  200-day  average  1167.1       116 

Stocks  above  200-day  average  58.0%       6 

Options:  Put/call  ratio  0.72 

Insiders:  Vickers  Sell/buy  ratio  2.52 


BEST-PERFORMING 
GROUPS 


Last 
month  % 


Last  12 
months  % 


WORST-PERFORMING    Last 

GROUPS  month  % 


Casinos  &  Gaming  44.7 

Metal  &  Glass  Containers  44.3 

Motorcycles  41.7 

Office  Electronics  37.7 

Oil  &  Gas  Refining  37.5 


Office  Electronics  16.2 

Health-Care  Supplies  16.1 

Trucking  13.2 

Drug  Chains  10.6 

Distillers  &  Vintners  9.2 


Multi-Utilities  -75.1 

Computer  Storage  &  Perphs.  -73.0 

Telecomms.  Equip.  -66.7 

Wireless  Services  -56.4 

Instrumentation  -53.3 


Wireless  Servic 


Photographic  P 
Constr.  &  Engim 
Diversified  Cher 
Instrumentatio 
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Mutual  Funds 


EQUITY  FUND  CATEGORIES 

4-week  total  return  %      52-week  total  return 


% 


Week  ending  Jan.  15 
■  S&P  500    ■  U.S.  Diversified   RAH  Equity 

52-week  total  return 


%     -16     -12-8-4        0 
Data:  Standard  &  Poor's 


Leaders 

Precious  Metals  6.9 

Diversified  Emerging  Mkts.  4.8 

Pacific/Asia  ex-Japan  3.6 

Financial  2.3 
Laggards 

Communications  -3.2 

Health  -3.0 

Japan  -2.8 

Mid-cap  Growth  -1.3 

EQUITY  FUNDS 

4-week  total  return % 

Leaders 

American  Heritage  55.6 

Pilgrim  Russia  A  16.4 

Frontier  Equity  14.3 

Van  Eck  Troika  Dialog  A  12.8 
Laggards 

WorldGenomicsFund.com  -17.1 

Fidelity  Select  Wireless  -12.5 

Amerindo  Hrth.  &  Biotech.  D  -10.6 

Liberty  Newport  Jap.  Opps.  B  -10.3 


Leaders 

Precious  Metals  31.9 

Small-cap  Value  12.3 

Real  Estate  11.5 

Mid-cap  Value  5.4 
Laggards 

Communications  -41.8 

Technology  -36.5 

Japan  -29.3 

Large-cap  Growth  -22.0 

52-week  total  return  % 

Leaders 

CGM  Focus  95.1 

Pilgrim  Russia  A  70.7 

Schroder  Capital  Ultra  Inv.  67.9 

Am.  Cent.  Glob.  Gold  Inv.  50.9 

Laggards 

Berkshire  Focus  -71.1 

Berkshire  Technology  -70.6 

Merrill  Lynch  Focus  20  B  -70.3 

ProFunds  UltraOTC  Inv.  -69.4 


Interest  Rates 


KEY  RATES 


Jan.  16    Week 


N 


MONEY  MARKET  FUNDS 

1.73% 

1.76 

90-DAY  TREASURY  BILLS 

1.60 

1.6( 

2-YEAR  TREASURY  NOTES 

2.79 

2.9' 

10-YEAR  TREASURY  NOTES 

4.84 

5.(K 

30-YEAR  TREASURY  BONDS 

5.35 

5.4? 

30-YEAR  FIXED  MORTGAGEt 

6.86 

7.2! 

tBanxQuote,  Inc. 

BLOOMBERG  MUNI  YIELD  EQUIVALENT 

Taxable  equivalent  yields  on  AAA-rated,  tax-exe 
bonds,  assuming  a  31%  federal  tax  rate. 

10-yr.  bond 


GENERAL  OBLIGATIONS 
TAXABLE  EQUIVALENT 


4.31% 
6.25 


INSURED  REVENUE  BONDS 
TAXABLE  EQUIVALENT 


4.48 
6.49 


■  THE  WEEK  AHEAD 

LEADING  INDICATORS  Tuesday,  Jan.  22, 
10  a.m.  est*-  The  Conference  Board's 
December  composite  index  of  leading 
economic  indicators  likely  rose  0.5%,  the 
same  gain  posted  in  November.  That's 
based  on  the  median  forecast  of  econo- 
mists surveyed  by  Standard  &  Poor's 
mms,  a  unit  of  The  McGraw-Hill  Compa- 
nies. The  report  will  also  contain  annual 
revisions  to  the  2001  data. 

FEDERAL  BUDGET  Tuesday,  Jan.  22,  2  p.m. 
est*-  The  U.S.  Treasury  is  forecast  to  re- 


port a  December  surplus  of  $24.5  billion, 
compared  with  a  surplus  of  $32.6  billion 
in  December,  2000,  and  a  $54.3  billion 
deficit  in  November.  Through  the  first  two 
months  of  fiscal  year  2002,  falling  rev- 
enues and  significant  stimulus  and  de- 
fense expenditures  have  caused  a  $63.7 
billion  deficit,  compared  with  a  $35  bil- 
lion gap  for  the  same  period  a  year  ago. 

INITIAL  UNEMPLOYMENT  CLAIMS  Thursday, 
Jan.  24,  8:30  a.m.  est*  New  filings  for 
state  unemployment  benefits  likely  came 


to  415,000  for  the  week  endec 
Because  of  office  closings  duri 
iday  season,  jobless  claims  hav 
volatile  recently. 

EXISTING  HOME  SALES  Tuesday  Ja 
a.m.  est*-  Sales  of  existing  hoi 
cember  probably  fell  at  an  ann 
5.13  million,  from  5.21  millioi 
vember.  Based  on  the  s&p  fore( 
ing  home  sales  in  2001  reache 
5.24  million  units,  eclipsing  tt 
high  of  5.19  million  houses  in 
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iged  3.6%  for  the  week  ended  Jan.  16.  Leading  the  decline  was  power  company  AES,  with  a 
%  fall.  Chip-equipment  maker  Teradyne  fell  17.0%.  Tyco  International,  the  top-rated  compa- 
after  warning  that  profits  would  be  disappointing.  The  week's  bright  spot,  Providian  Financial — 
I  down  91.2%  since  the  latest  BW  50  was  compiled. 

COMPANY  PERFORMANCE 
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-13.6 
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'etroleum 

-6.9 

-22.6 

-5.1 

-66.5 

-9.6 
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Rank      Company 

%  change 

Since 
Week     3/1/01 

26  Verizon  Communications 

27  Citigroup 

28  Sun  Microsystems 

29  Merck 

0.2             1.2 

-2.6          -0.3 

-10.8        -39.6 

-1.1        -27.0 

terials 
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Petroleum 


-11.0 
20.3 
-4.0 
-4.1 
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-8.3 
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-13.3 

-18.6 
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-0.9 
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-6.3 

-6.5 

10.1 
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71.1 

-90.9 

1.2 

19.0 
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ess 


-3.0 
-4.5 
-7.3 
-2.8 
-1.9 


-17.6 
-6.8 
-0.5 

-18.0 
-8.1 


30  El  Paso  -8.4  -43.7 

31  Altera  -8.5  -8.8 

32  Marsh  &  McLennan  1.0  -1.9 

33  Household  International  -5.3  -7.4 

34  ChevronTexaco  -2.1  0.5 

35  SBC  Communications  -3.5  -19.0 

36  Mercury  Interactive  -10.7  -45.2 
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Editorials 


HOW  TO  PREVENT  FUTURE  ENRONS . . . 


There's  plenty  of  blame  to  go  around  in  the  collapse  of 
Enron  Corp.  The  widening  probe  into  the  biggest  bank- 
ruptcy filing  in  American  history  is  turning  up  shocking 
failings  by  Enron's  auditors,  its  lawyers,  and  most  of  all,  its 
senior  executives.  The  people  in  charge  of  running  Enron  en- 
gaged in  financial  chicanery  that  may  well  turn  out  to  be 
criminal,  and  those  who  were  supposed  to  monitor  the  com- 
pany overlooked  or  even  endorsed  the  most  outrageous 
abuses.  One  of  the  few  heroes  to  emerge  from  this  sordid 
case  is  Sherron  Watkins,  an  Enron  finance  executive  who 
wrote  a  letter  in  August  to  Chairman  and  ceo  Kenneth  L. 
Lay  that  laid  out  in  amazing  detail  the  company's  accounting 
tricks.  Her  letter,  since  made  public,  shows  that  Lay  knew 
far  more  about  misdeeds  at  the  company  than  he  has 
admitted. 

The  Enron  implosion  suggests  that  the  balance  between 
totally  free  markets  and  regulation  has  gotten  out  of  whack. 
Massive  government  intervention  would  be  a  mistake.  But 
reforms  in  fields  ranging  from  accounting  to  energy  trading  to 
campaign  finance  (below)  would  go  a  long  way  toward  re- 
moving financial  incentives  to  violate  the  public's  trust. 

Let's  start  with  auditors.  Even  leaving  aside  Enron,  ag- 


gressive accounting  has  become  all  too  common.  If  in\{ 
can't  trust  companies'  audited  income  statements  and  \\ 
sheets,  it  will  be  harder  for  worthwhile  enterprises  to 
funding  that  they  need  to  grow.  This  week's  Cover  | 
(page  44)  spells  out  seven  worthy  ideas  for  cleaning 
auditing  profession.  They  include  putting  tough  limits 
counting  firms'  ability  to  consult  for  the  companies  tr 
audit  as  well  as  limiting  the  ability  of  audit-firm  partn 
go  to  work  for  their  clients. 

Energy-trading  deregulation  may  also  need  rethil 
Enron  lobbied  hard  and  successfully  to  get  the  trading] 
ergy  derivatives  exempted  from  scrutiny  by  either 
curities  &  Exchange  Commission  or  the  Commodity 
Trading  Commission.  That  enabled  Enron  to  take  on| 
mous  risks  and  big  debts  without  disclosure,  putting 
holders  in  unrecognized  peril. 

The  U.  S.  is  firmly  committed  to  a  deregulated  ecc 
which  tends  to  produce  lower  costs  and  more  inno] 
through  competition.  But  even  deregulation  can't 
without  appropriate  ground  rules  and  oversight.  If  in\ 
feel  that  they  are  being  deceived,  capital  won't  get  wh« 
needed.  The  growth  of  the  U.  S.  economy  will  suffer. 


...AND  CAMPAIGN-FINANCE  SHENANIGANS 


In  addition  to  the  financial  and  criminal  issues,  the  Enron 
collapse  is  also  turning  into  an  object  lesson  about  how 
out  of  control  campaign  finance  is.  No  company  was  better 
able  to  use  money  to  grease  its  path  than  Enron.  Over  the 
past  12  years,  Enron  and  its  execs  pumped  $5.8  million 
into  campaign  war  chests,  including  donations  to  71  current 
senators  and  188  House  members.  Enron's  most  prolific 
year  was  2000,  when  the  company  and  its  executives  gave 
$2.4  million  to  candidates,  political  action  committees,  and 
parties.  That  includes  over  $50,000  to  Attorney  General 
John  Ashcroft  for  his  losing  Senate  bid,  which  now  forces 
him  to  recuse  himself  from  the  Justice  Dept.  investigation  of 
Enron.  Most  important,  Enron  and  its  execs  were  the  top 
donors  to  George  W.  Bush  throughout  his  political  career, 
showering  over  $700,000  on  everything  from  his  gubernato- 
rial campaign  to  his  Presidential  inaugural  gala. 

Bush  Administration  officials  rightly  say  Enron's  contribu- 
tions did  not  prompt  any  government  intervention  as  it  hurtled 
toward  bankruptcy.  Enron,  however,  was  certainly  able  to  buy 
access.  Vice-President  Dick  Cheney  and  his  top  aides  met 
with  Enron  execs  six  times  in  the  past  year  as  they  developed 
the  Administration's  energy  policy.  Enron  also  threw  its  polit- 
ical weight  around  in  Congress  to  avoid  federal  oversight  of  its 
energy-trading  business.  Enron's  friends  weren't  all  Repub- 
licans. In  1996,  Enron  donated  $100,000  to  the  Democratic 
National  Committee  soon  after  the  Clinton  Administration 


helped  Enron  in  a  dispute  with  Indian  government  of 

Meanwhile,  Enron  auditor  Andersen  and  the  other 
counting  firms  also  greased  the  wheels.  According  to  ttoj 
ter  for  Responsive  Politics,  Andersen  gave  $640,000 
1999-2000  election  cycle  to  campaigns.  The  accounting  in«J 
as  a  whole  contributed  over  $5  million.  These  money  fkrc 
ly  helped  the  accountants  avoid  the  tighter  regulatic 
vored  by  former  sec  head  Arthur  Levitt  Jr. — regulatior 
now  seem  essential. 

What  can  be  done?  Banning  soft  money — unregulat 
tributions  for  party-building  or  for  issue  advertisem<| 
would  have  reduced  by  one-third  Enron's  contributic 
ban  would  make  it  harder  for  the  company  and  its  ex| 
give  the  huge  amounts  of  money  that  afforded  them  ne 
limited  access.  Also,  Congress  should  strengthen  dis 
laws  to  give  the  public  more  information  about  lobbyist 
with  elected  officials  and  government  staffers.  Fins 
time  to  ban  "bundling,"  the  practice  where  one  exec  can 
checks  from  employees  and  turn  them  over  to  candic 
parties.  This  gives  big  corporations  an  edge  in  hard-moncl 
ing,  while  exerting  unfair  pressure  on  employees  to  don 
By  itself,  campaign  finance  reform  would  not  have  stl 
Enron  from  misleading  its  investors.  Still,  Enron's  carrj 
contributions  helped  it  stave  off  the  laws  and  reg 
that  might  have  restrained  the  energy  giant  from  fly 
the  precipice. 
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Lies,  damn  lies  and  statistics,  you  say?  Some  of  our  customers  used  to  be  cynical,  too.  Before  they  were  customers 
Jut  then  they  started  sending  us  these  numbers.  Telling  us  that  the  results  of  using  our  best  practices,  integrated  tools 
and  services  exceeded  their  expectations.  Cutting  test  time  decreasing  development  cycles  and  reducing  bugs. 
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SLUGFESTS 

WALTER  HEWLETT'S 
NEW  PET:  AGILENT 

there's  an  interesting 
sidelight  to  the  ongoing  feud 
over  whether  Hewlett- 
Packard  should  merge  with 
Compaq  Computer  HP  direc- 
tor Walter  Hewlett,  who  has 
publicly  opposed  the  merger 
saying  it's  bad  for  sharehold- 
ers, has  been  snatching  up 
shares  of  Agilent  Technolo- 
gies, the  HP  spin-off  where 
Hewlett  is  also  a  director. 
He's  bought  575,000  Agilent 
shares  since  last  February — 
including  70,000  since  late 
June,  when  HP  and  Compaq 
began  flirting,  according  to 
sec  filings.  That  brings  the 
stake  he  controls  in  Agilent 


to  4.9%,  on  par  with  what  he 
owns  of  HP. 

Although  Hewlett  declines 
comment,  associates  say  he 
believes  Agilent  is  more  faith- 
ful to  the  philosophies  that 
made  HP  an  icon.  These  in- 
clude job  security,  technical 
innovation,  and  high  margins, 
rather  than  what  he  says  is 
HP's  fondness  for  marketing 
and  market  share.  (Agilent  de- 
scended from  the  original  lab- 
equipment  business  Hewlett's 
father  co-founded  in  1939.) 
Says  Agilent  ceo  Ned  Barn- 
holt:  "Walter  very  passionate- 
ly believes  in  the  vision."  Ag- 
ilent has  fallen  48%,  and  HP 
40%,  since  the  buying  began. 

HP's  brain  trust  wouldn't  be 
sorry  to  see  Hewlett  resign 
to  focus  on  Agilent  instead. 
In  a  Jan.  18  letter  to  share- 
holders, HP  rebuked  Hewlett, 
saying  he  believes  "resting  on 
our  legacy  is  better  than 
building  on  it."  It's  a  good 
question  whether  HP  will  even 
renominate  Hewlett  for  a 
board  seat.  A  date  for  this 
year's  annual  meeting  hasn't 
been  set.  Timothy  J. 

Mullaney  and  Peter  Burrows 


SEPTEMBER  11 

CHARITY  TOWARD  ALL  INDEED 

LAST  FALL,  AS  $1.5  BILLION  POURED  IN  TO  AID  SEPTEMBER   11 

victims,  other  charities  began  to  fret.  Their  worry:  that  gen- 
erosity toward  those  victims  would  siphon  off  funds  needed  for 
other  causes.  What  would  become  of  funding  for  the  arts  in  Los 
Angeles?  For  homeless  shelters  in  Chicago? 

Well  as  it  turns  out,  many  charities  didn't  suffer  the  great 
sucking  sound  they  expected.  With  the  December  giving  rush 
now  over,  some  are  saying  their  dire  predictions  were  too 
hasty.  Of  18  local  United  Way  campaigns,  12  met  or  exceeded 
their  goals — one,  in  Texas,  by  $2  million,  or  6%.  The  Salvation 
Army  won't  have  final  numbers  until  February,  but  based  on  a 
sample  of  kettle  drives,  a  spokeswoman  says  2001  looks  "on  a 
par  with  last  year."  The  trend  extends  even  to  small  local 
groups  thought  to  be  the  most  in  danger.  "I'm  happy  to  say 
we're  holding  our  own,"  says  Christina  Thoburn  of  the  Uni- 
versity [of  Michigan]  Musical  Society,  which  raises  $2.6  million 
a  year  for  classical  music  and  other  performances. 

All  this  has  experts  such  as  Eugene  Tempel  of  Indiana  Uni- 
versity's Center  on  Philanthropy  predicting  that  even  excluding 
September  11  funds,  charitable  giving  in  2001  will  still  match 
the  $203  billion  level  reached  in  2000.  Nanette  Byrnes 
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— Song  made  popular  by  Peggy  Lee,  who  died  Jan.  21 


HIRED  HELP 

WHO'S  ANSWERING 
AT&T'S  PHONES? 

IT  MIGHT  HAVE   SEEMED  LIKE 

a  return  to  old,  profligate 
ways.  AT&T,  which  used  to 
spend  billions  on  consulting, 
announced  Jan.  14  that  it  will 
now  pay  Accenture  $2.6  bil- 
lion in  a  five-year  consulting 
pact.  Accenture  will  automate, 
revamp,  and  run  AT&T's  sales 
and  customer  service. 

As  it  turns  out,  the  deal 
may  give  AT&T  a  big  finan- 
cial boost.  The  key  lies  in  a 
previously  undisclosed-but-im- 
portant detail:  If  Accenture 
can't  stay  within  its  $2.6 
billion,  five-year-budget, 
it  must  "eat  all  the  addi- 
tional cost,"  a  manager  fa- 
miliar with  the  deal  tells  Busi- 
nessWeek.   That   essentially 
puts  all  of  the  risk  on  Accen- 
ture.   Accenture    and    AT&T 
won't  confirm  details.  Accen- 
ture Partner  Jon  Harrington 
says  he's  "confident  we  will  be 
able  to  deliver  significant  tech- 
nology enhancements." 

The  financial  structure  of 
the  deal  clearly  favors  AT&T. 
The  company  would  have 
spent  $5  billion  over  the  next 


five  years  on  sales 
tomer  service  anyway, 
ture  managing  it  for 
lion  means  a  savings 
of  50%.  If  Accenture 
duce  costs  beyond  that.] 
keep  half  the  additior 
ings.  But  if  Accenture 
$2.5  billion,  it  must  ps| 
shortfall.   "The  great 
about  this  agreement 


can   address    the    neel 
world-class  customer  c\ 
50%  below  the  currerj 
rate,"  says  AT&T  Cons 
Div.  President  Betsy 
AT&T  had  tried  to 
customer  service  for  ye 
the  task  may  be  harder 
looks.  Now,  it's  entirely  | 
Accenture.     Steve  Rose 
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Enron  items  are  hot,  with  more  than  1,000  sold  so  far  o 
eBay.  Ethics  handbooks — plenty  in  mint  condition — are 
sellers.  (Did  you  expect  'em  to  be  dog-eared  and  well-re. 

ITEM PRICE  DESCRIPTION 

ENRON  RISK  MANAGEMENT  $1,025 

MANUAL 


Tips  on  reorganizing 
expenses  to  improvi 
perception  of  financ 
performance 


code  ot      ENRON  CODE  OF 
Ethics       ETHICS  BOOK 


ENRON  "RETIREMENT 
PLANNING"  MUG 


$46-        64-page  paperback 
$300*      sections  on  Conflict 
Interest,  Securities 
Trades  by  Employee 


$61- 
r    $300* 


Emblazoned  "Enron 
Retirement  Plannim 
Tools  and  imaginati 
for  your  future" 


„  "TEAM  ENRON"  $82 

CYCLING  JERSEY 


Size  XL,  worn  by  a 
cycling  team  memb 
in  a  Houston  race 


*56  sold  as  of  press  time.  Jan.  23 


*6  sold  as  of  pres 
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There  are  investors  who  choose  to  believe  that  the  fees  charged' 
for  managing  a  mutual  fund  involve  money  they  weren't  entitled 
to  in  the  first  place.  Truth  is,  it's  all  yours.  And  the  impact  of 
fees  on  performance  over  time  can  be  significant. 

For  example,  take  a  hypothetical  fund  with  an  expense  ratic 
of  1  3  percent,  versus  one  with  an  expense  ratio  of  just  0.2 
percent.  Applied  to  an  initial  $25,000  investment  returning  10 
percent  and  compounded  over  20  years,  the  difference  adds  up 
to  a  not-so-insignificant  $31,701.  In  your  account. 

If  you'd  like  more  of  what's  rightfully  yours,  call  us  at 
l-800-962-5H2,orvisitusat 
Vanguard.com. ""  We  can  help. 


1-800-962-5112 
www.vanguard.com 


TH^anguanlGROUP. 

Invest  in  our  way  of  investing. 


I 


Korelforrnation  including  risks,  charges,  and  expenses,  about  any  Vanguard  fund,  obtain  its  prospectus  from  The  Vanguard  Group.  Read 
irefully  before  you'investor  send  money.  ©  2002  The  Vanguard  Group,  Inc.  All  rights  reserved.  Vanguard  Marketing  Corporation,  Distributor. 
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RENTER  BEWARE 

MORE  MONEY  DOWN 
THE  DRAIN 

IS  NOTHING  PRIVATE  ANYMORE? 

Your  bosses  snoop  through 
your  e-mail.  Strangers  gawk 
at  your  unmentionables  as 
airport  screeners  paw 
through  your  luggage.  And 
now,  there's  a  gadget  that 
lets  your  landlord  know  how 
many  times  you  flush  the  toi- 
let and  how  often  you  bathe. 
Then,  you  get  the  bill. 

The  wireless  device,  sold 
by  startup  Wellspring  Inter- 
national of  San  Diego,  is 
about  the  size  of  a  deck  of 
cards  and  can  be  attached  to 
every  water  pipe  in  an 
apartment.  It  monitors  wa- 
ter flow  and  beams  the  data 
every  eight  hours  to  an  in- 
building  computer.  For  the 


landlord,  the  setup  costs 
about  $500  per  apart- 
ment, plus  $3  or  so  a 
month. 

Archstone-Smith, 
which  rents  out  80,000 
apartments  nationwide, 
estimates  that  it 
spends  $40  a 
month  per  apart- 
ment on  water — 
an  amount  it  tries  to 
recoup  in  rent.  In  the  past 
few  months,  however,  Arch- 
stone  has  been  installing  me- 
ters in  900  rental  apartments 
in  Washington,  D.C.,  and 
plans  to  add  2,000  more, 
mostly  in  Florida,  this  year. 
"It  is  really  fair  and  right  for 
tenants  to  pay  for  their  own 
water,"  says  Archstone's  chief 
information  officer,  Daniel 
Amedro.  "We  like  this  solu- 
tion a  lot." 

By  billing  renters  for  the 
water  they  use,  landlords  also 
might  encourage  water  con- 
servation, which  is  why  some 
environmentalists  like  the  de- 
vice, as  well.  But  some  ten- 
ant advocates  are  flush  with 
anger.  Says  Kathy  Brown, 
coordinator  of  the  Boston 
Tenant  Coalition:  "This  just 
feels  like  another  way  to  cre- 
ate more  wealth  for  land- 
lords." Well,  uh,  maybe 
they'll  kick  back  the  $40  from 
the  rent.         Michael  Arndt 
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BARGAIN-SHOPPING  @  EXCITE@HOME 


Internet  access  provider  Excite@Home  is  bankrupt,  and  some 
of  its  prized  pieces  are  selling  for  pennies  on  the  dollar,  if  that. 
Creditors,  with  $1  billion  in  claims,  will  be  lucky  to  get  $400 
million.  Here's  a  look  at  where  the  parts  of  a  company  that  two 
years  ago  had  a  a  market  cap  of  $17  billion  are  ending  up: 

1    January,  its  founders  bid  $2.4  million  and  bought  it  back. 


O 


I  Assets  of  the  ad-tracking  site  were  divvied  up  at 
MatchLogK.   auct|Qn  in  December.  The  total  take:  $2.2  million.  Excite 
paid  $89  million  to  purchase  MatchLogic  in  1998. 

•  v\s/  -*      InfoSpace  and  iWon  paid  $10  million  to  take  over  the  portal 
e>(eite.  in  November.  In  1999,  ©Home  paid  $6.7  billion. 

Rl       a.  \l      +        AmericanGreetings.com  snagged  the  greeting- 
Dlue  A  Mountain"  carcj  sjte  in  September  for  $35  million.  In  1999, 
Excite@Home  paid  $780  million  for  the  site. 

An  auction  for  ©Home's  fought-over  cable  assets,  expected  to  bring  in 
some  $25  million,  is  slated  to  end  in  April.  Kimberly  Weisul 


STAMP  OF  REPROVAL 


CAN  THE  POST  OFFICE  DO  E-MAIL? 


THE  BELEAGUERED  U.  S.  POSTAL 

Service  can't  catch  a  break.  If 
anthrax-tainted  mail  and 
falling  revenues  weren't 
enough,  now  comes  a 
scathing  report  on  its  foray 
into  electronic  commerce. 

Post  office  attempts  to  get 
into  Internet  bill  payment, 
online  stamp  sales,  and  other 
e-commerce  ventures  gener- 
ated only  about  $1  million 
last  year.  That's  less  than  1% 
of  the  post  office's  own  $104 
million  e-commerce  projec- 
tions for  2001,  a  General  Ac- 
counting Office  study  found. 
The  gao  said  slow  public 
adoption  of  services,  "frag- 
mented" management,  and 
"inconsistent"  implementation 
were  to  blame.  For  example, 
the  Postal  Service  revamped 
internal  rules  for  developing 
e-commerce  initiatives  twice 
in  just  one  year.  On  the  slop- 
py accounting  front,  online 
stamp  sales  weren't  counted 
as  e-commerce  revenue,  even 
though  all  costs  for  it  were 
reported  as  e-commerce  costs. 

In  a  written  reply,  Deputy 
Postmaster  General  John 
Nolan  says  the  report  ne- 
glects a  September  restruc- 
turing that  brought  all  mar- 
keting, including  e-commerce, 
into  one  division  and  tight- 
ened management  control.  He 
also  says  the  Postal  Service 
has  more  clearly  denned  its 
e-objectives. 

A  USPS  spokeswoman  hints 
at  new  online  services  beyond 


e-payments,  money  tr 
online  greeting  cards, 
transmission  of  docur 
that  are  printed  and 
"Having  these  online 
it  convenient   for  our] 
tomers,"  she  says.  The  j] 
service  charges  for  tr 
tions   ($6.95   for  20 
ments,  for  example),  so 
one  way  of  supplemei) 
falling  sales.       Amy  B\ 


THE  BIG  PICTURE 


BRRRR!  CLICK,  CLIi 

Too  cold  to  go  out?  Alaskans 

New  Eiiglandcrs  sjxjnl  the  n 

on  online  holiday  purchase 

ONLINE  SA 
STATE  PER  RESI0 

ALASKA 

NEWHAMPSHIRE 

CONNECTICUT 

VERMONT 

MASSACHUSETTS 

VIRGINIA 

WASHINGTON 

DISTRICT  OF  COLUMBIA  $28J 

NATIONAL  AVERAGE: 


rili  I 


From  2.000  e-commerce  sites.  Nov.  19—01 
Data:  BizRate.com 


Polls,  surveys,  and  other  items  for  consideration  in  this  section  should  be  sent  to  upfront"  businessweek.com 
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A  New  Vision  of  Corporate  Learning  \ 

Accenture  and  Avaya  Advance  ) 
to  Head  of  Class,  Transforming 
Standards  for  Global  Training  / 


nts  sb*»w  that 


{Now  it  gets  interesting.} 


lat  collab*^ 


Improving  the  perform- 
e  of  thousands  of  people 
ough  one  of  the  largest 
jagements  of  its  kind, 
aya,  a  global  leader  in 
working  solutions  and 
vices,  has  outsourced 
corporate    learning 


operations  to  Accenture. 

Accenture  will  deploy  the 
latest  Web -based  learning 
solutions  in  combination 
with  traditional  classroom 
training  to  create  a  uniquely 
networked  learning  system 
that  extends  the  reach  of 


learning  solutions  in  a  more 
cost-effective  manner. 

Accenture  is  pleased  to 
be  playing  a  major  role  in 
the  future  of  this  forward- 
looking  company. 


insulting  •  Technology  •  Outsourcing  •  Alliances  •  Venture  Capital 


accenture 
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Readers  Report 


EDS:  SETTING  THE  RECORD 
STRAIGHT 

"Who  else  is  hiding  debt"  (Special 
Report,  Jan.  28)  did  a  tremendous 
disservice  to  EDS,  our  shareholders, 
and  Business  Week's  readers.  It  was 
inflammatory  to  compare  eds  with 
companies  with  hidden  liabilities.  We 
have  none.  While  we  discussed  the 
issue  in  general  with  a  BusinessWeek 
reporter,  no  one  contacted  us  for  this 
specific  story.  Had  we  been  contacted, 
we  would  have  explained  that: 

EDS  does  not  engage  in  "off-bal- 
ance-sheet" debt  transactions.  We 
arrange  financing  on  behalf  of  our 
customers  with  third-party  financial 
institutions.  This  customer  financing 
covers  iT-related  capital  assets  (most 
notably  computer  hardware). 

We  do  not  include  third-party  fi- 
nancing in  the  total  contract  value 
we  report,  nor  is  it  ever  part  of  our 
financial  statements  as  either  revenue 
or  profit.  These  transactions  are  sep- 
arate from  eds. 

We  arrange  third-party  financing 
principally  to  reduce  eds'  risk.  The 
financial  institution  assumes  all  cred- 
it risks  associated  with  the  repay- 
ment of  the  customer  loan.  The  only 
exposure  for  EDS  is  in  the  unlikely 
event  of  nonperformance  by  eds, 
which  would  permit  the  customer  to 
terminate  the  contract.  In  eds'  en- 
tire history  of  arranging  this  type  of 
financing,  we  have  never  had  to  repay 
a  customer  loan  due  to  contract  ter- 
mination for  nonperformance.  EDS  as- 
sumes the  risk  for  nonperformance  in 
any  outsourcing  contract,  whether  it 
involves  financing  or  not. 

Consistent  with  generally  accept- 
ed accounting  principles,  EDS  disclos- 
es the  outstanding  balance  of  these 
loans  as  contingent  liabilities.  We  have 


lengthy  discussions  about  ther 
the  rating  agencies.  The  rating! 
cies  do  impute  a  small  percentl 
the  outstanding  amount  to  edsI 
riving  at  our  A1/A+  ratings — | 
the  highest  in  the  industry.  Trf 
fleets  their  comfort  that  all  we 
is  a  small  residual  risk  associate! 
performance  of  IT  services. 

I  think  your  readers  will  agrtj 
is  a  far  cry  from  the  "balance 
bombshell"  your  article  charactj 
It  is  simply  good  business  pi 
and  risk  management.  We  ask 
set  the  record  straight. 

Scott 
Vice-President  and  Tre^ 

PlanrJ 
Editor's  note:  We  regret  that  we 
give  EDS  a  fuller  opportunity  to 
and  we  are  happy  to  print  the  c\ 
ny's  detailed  response. 

THEY'RE  NOT  EVERYONE'S 
TOP  25  MANAGERS 

I  am  somewhat  amused  by  y 
eluding  Robert  A.  Eckert  of  Matt 

among  you 
25  managers 
er  Story,  Ja 
[Setting]  a 
goal  at  25 
that  achieve 
similar  prio 
ation  (i.e., 
pared  to 
Wars  merclu 
is  absurd. 
Certainh 
relevant  brand  manager  must 
loved  this  business  decision,  especu 
bonus  time,  as  he  or  she  will  c 
meet  that  goal.  Alternatively,  the 
sion  should  not  make  investors 
happy,  based  on  lost  profits;  no 
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I  Our  color  printer  is  faster  than  90%  of 

today's  office  printers.  And  any  business  can  afford  it. 
I  There's  a  new  way  to  look  at  it. 
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%  of  today's  office  printers  can't  outrun  us* 

;  Xerox  Phaser"  860  network  color  printer  gives 
1 16  full  color  pages  a  minute  with  an  industry- 
ding  first-page-out  of  only  10  seconds.  We're 
ring  about  vibrant  color  up  to  1200  dpi  from 
irinter  starting  at  $1999  including  Black  Ink 
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XEROX 


for  Life!  Imagine  the  savings.  But  then  again, 
helping  you  run  your  office  efficiently  is  what  our 
full  line  of  network  color  printers  is  all  about. 
To  learn  more  about  the  Phaser  860  so  many  are 
racing  to,  call  1-877-362-6567  ext.  1849  or  visit 
xerox.com/officeprinting/zebra  1849 

The  doci  vient  Company 
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Readers  Report 


CORRECTIONS  &  CLARIFICATIONS 

"Accounting  failures  aren't  new — just  more 
frequent,"  the  timeline  graphic  accompa- 
nying "Accounting  in  crisis"  (Special  Report, 
Jan.  28),  misidentified  the  lawsuit  Ernst  & 
Young  settled  for  $335  million.  The  suit 
they  settled  was  with  shareholders.  They 
are  still  in  litigation  with  Cendant. 


ployees,  based  on  the  lost  potential  for 
employment.  The  idea  of  setting  a  goal 
this  low  seems  unworthy  of  a  major 
company  ceo. 

Michael  Carlton-Jones 
Cincinnati,  Ohio 

We  all  love  Oprah.  But  Oprah  as  one 
of  the  "Top  25  managers  of  the  year"? 
Give  us  a  break!  Oprah  is  to  business 
management  what  Dennis  Tito  (who 
paid  $20  million  to  ride  on  a  Russian 
spacecraft)  is  to  space  exploration. 

Edward  A.  Brown 
Stow,  Mass. 

If  Brian  Roberts  is  a  "Manager  to 
watch"  in  2002,  he's  certainly  not  man- 
aging his  broadband  service  properly. 
The  transition  from  Excite@Home  to 
Comcast  high-speed  Internet  service  has 
been  a  total  disaster.  Comcast  has  bad- 
ly damaged  its  reputation  in  northern 
New  Jersey  by  not  being  prepared  for 
Excite@Home's  liquidation. 

Richard  Slocum 
Summit,  N.J. 

A  BOON  FOR  TUTORS 

-AND  TEST  MAKERS 

"A  new  push  to  privatize"  (Educa- 
tion, Industry  Outlook,  Jan.  14)  identifies 
some  valuable  openings  for  the  private 
sector  with  the  passage  of  President 
Bush's  No  Child  Left  Behind  Act  but 
misses  perhaps  the  most  important:  Un- 
der the  "supplemental  services"  section 
of  the  new  law,  parents  of  children  stuck 
in  failing  public  schools  will  be  able  to 
use  their  entire  share  of  Title  I  aid — 
$500  to  $1,000  per  child— to  purchase 
private  tutorial  services. 

Tutoring,  after-school,  and  summer- 
•  school  programs,  including  those  of  pri- 
vate or  religiously  affiliated  organiza- 
tions, are  all  eligible  for  these  funds.  A 
congressional  analysis  estimates  chil- 
dren attending  nearly  3,000  failing 
schools  would  qualify  for  this  program 
immediately. 

This  new  federal  program  not  only  in- 
troduces market  forces  into  a  sector  des- 
perate for  their  infusion  of  innovation. 


:: 


It  presents  the  education  industry  with  a 
powerful  new  direction  for  growth. 

Don  Soifer 

Lexington  Institute 

Arlington,  Va. 

CONSULTANT, 

HEAL  THYSELF 

The  2002  outlook  for  professional 
services  is  indeed  grim  ("First,  kill  the 
consultants,"  Industry  Outlook,  Jan  14). 
But  the  recession  is  not  entirely  to 
blame.  Consultants  have  been  the  first 
to  preach  customer-relationship  man- 
agement, brand  management,  innova- 
tion, strategic  alliances,  and  outsourc- 
ing to  their  clients — but  the  last  to 
adopt  such  practices  themselves. 

By  adhering  to  outdated  business 
practices,  the  professional  service  in- 
dustry has  become  rife  with  inefficiency, 
commoditization,  and  conservatism. 
Could  it  be  that  the  consultants  are  in 
need  of  consultants? 

Mark  S.  Bonchek 
Concord,  Mass. 

A  PRODUCTIVITY  GAUGE 
THAT  INCLUDES  INFLATION 

I  applaud  the  use  of  "economic  value 
added  per  employee"  as  a  productivity 
indicator  in  charts  accompanying  the 
2002  Industry  Outlook  (Jan.  14).  It  is 
much  more  valid  than  traditional  "sales 
per  employee,"  as  you  point  out.  An 
even  more  valid  measurement  is  "eco- 
nomic value  added  per  cost  of  employ- 
ees," since  inflation  is  included  in  both 
sides  of  the  equation.  The  difficulty  with 
VA  per  cost  of  employees  is  that  the 
cost  of  employees  is  omitted  from  fi- 
nancial statements:  balance  sheet,  prof- 
it-and-loss  statement,  and  cash  flow. 

Henry  Dahl 
Tucson,  Ariz. 

BIOTECH  IS  MORE  LIKE 

THE  TORTOISE  THAN  THE  HARE 

Despite  Paul  Raeburn's  expectations 
of  a  biotech  boom,  the  bubble  may  turn 
out  to  be  just  foam  ("A  biotech  boom 
with  a  difference,"  News:  Analysis  & 
Commentary,  Dec.  31).  Unlike  the  In- 
ternet Big  Bang,  biotech  will  not  have 
the  impetus  of  online  commerce  or  the 
productivity  enhancement  from  digital 
hardware  and  software.  There  is  no 
such  quid  pro  quo  to  be  derived  from 
pharmaceutical  purchases. 

Biotech's  market  will  be  real  and  re- 
lentless, but  it  is  unlikely  to  create  a  po- 
tential economic  panic  and  job  derail- 
ment— at  least  not  on  the  order  of  the 


present  downturn.   It  should 
steady  without  the  riptide  of  an  e>i 
ant  swell  followed  by  a  pelting 
For  a  long-term  investment,  yes. 
short-term  windfall,  no. 

R.  Lyman  I 
Chippewa  Falls  | 

MAYOR  BLOOMBERG  NEEDS 
MORE  THAN  LUCK 

I  enjoyed  your  Jan.  14  editor 
Michael  Bloomberg  until  I  got  to| 
last  sentence.  Only  then  did  I 
the  title,  "Good  luck,  Mayor  Bloomli 
This  story  emphasized  Bloomberg^ 
ities  and  past  successes.  It  was  qi) 
buildup.  At  the  end,  you  only 
him  luck.  If  you  really  feel  he  is  « 
ble  as  you  indicate,  why  not  wis! 
success?  While  luck  may  play  a  rol^ 
more  important  role  is  the  person's 
ity  and  efforts. 

Frank  C. 
Fairview  Park,! 
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01  Porsche  Cars  North  America,  Inc.  Porsche  recommends  seat  belt  usage  and  observance  ot  all  traffic  laws  at  all  times.  Specifications  tor  comparison  only. 

H 


Buyer's  remorse. 

"Why  didn't  I  do  this  10  years  ago? 


>» 


What  better  way  to  make  up  for  lost  time  than  a  new  3.6  liter,  320  hp  engine?  The  Carrera  4S. 
Timeless  lines  sculpt  its  wide  body.  All-wheel  drive  sticks  it  to  even  the  most  serpentine  stretches  of 
road.  Post-purchase  bliss  awaits  at  your  dealer.  Contact  us  at  1-800-PORSCHE  or  porsche.com. 
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Technology  &  You 


BY  STEPHEN  H.  WILDSTROM 

tech&you@busi  nessweek.com 

BIG-SCREEN  JUST  GOT 
A  LOT  BETTER 


Not  so  long  ago,  the  video  projector  was  an 
expensive  and  mysterious  beast  presided 
over  by  corporate  audio-visual  experts. 
But  in  the  past  few  years,  it  has  become  a  stan- 
dard tool  in  the  kit  of  ordinary  folks  who  give 
presentations.  And  if  manufacturers  are  right, 
easy-to-use  projectors  may  soon  be  making  their 
way  into  many  home-entertainment  systems. 

I  looked  at  two  new  projectors.  One,  the 
ScreenPlay  110  from  InFocus  (www.infocus.com), 
is  the  first  of  a  new  breed  designed  to  display 
movies  or  TV  shows  rather  than  PowerPoint 
slides.  The  other,  the  two-pound  V-807  Series 
from  PLUS  Vision  (www.lightware.com), 
takes  projector  portability  to  a  new  level. 

Just  about  any  projector  can  take  input 
from  a  dvd  player,  set-top  box,  or  other 
video  source  and  throw  it  up  on  a  screen. 
But  projectors  designed  to  work  with  com- 
puters don't  do  a  very  good  job.  They  are 
optimized  for  the  sharpest  display  of  text 
and  graphics,  not  video. 

The  ScreenPlay  110,  however,  has  been 
heavily  modified  to  improve  video  perfor- 
mance compared  with  its  stablemate,  the 
workhorse  InFocus  LP500  that  is  widely 
used  for  business  presentations.  The  rotat- 
ing filter  wheel  used  to  generate  screen 
colors  in  projectors  using  the  Texas 
Instruments  Digital  Light  Processing  sys- 
tem has  been  redesigned  to  give  purer  colors 
and  higher  contrast.  The  color  temperature  of 
the  display  has  been  lowered  to  remove  the 
blue  cast  typical  of  data  projectors  and  pro- 
duce the  warmer  colors  of  broadcast  TV.  Special 
circuitry  is  used  to  produce  a  true  high-defini- 
tion TV  progressive  display  when  connected  to 
an  HDTV  source,  and  the  image  is  the  16:9 
widescreen  ratio  used  for  movies  and  HDTV. 
The  projector  also  accepts  just  about  any  video 
connector:  digital  and  analog  computer  output, 
S-video,  and  composite  or  component  (red-green- 
blue)  video. 

In  a  data  projector,  the  brightest  possible 
lamp  is  desirable  because  it  allows  use  in  normal 
conference-room  fighting.  But  a  home  theater 
can  easily  be  dimmed,  so  the  ScreenPlay  uses  a 
lower-output  lamp  than  the  LP500.  The  result  is 
a  quieter  system,  because  there  is  less  need  for 
cooling,  as  well  as  longer  lamp  life. 

The  sum  of  these  changes  is  a  superior  system 
for  TV  or  movie  projection.  The  images  lack  the 
harshness  of  data  projectors  and  are  free  of  the 
shadows  and  block  pixels  that  often  mar  other 
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Projectors 
aren't  just 
for  slides 
anymore. 
Home-theater 
enthusiasts  as 
well  as  road 
warriors  will 
find  that  the 
latest  are 
worth  a  look 


BusinessWeek  online 


A  BETTER  INTERNET 
THROUGH  MATH?  See 

a  research  report  at 
Technology  &  You  at 
www.businessweek.com/ 
technology/ 


projector  images,  especially  in  fast  action  sctj 

The  biggest  drawback  is  the  $4,999  cost, 
time  when  you  can  buy  a  60-inch  high-resolil 
projection  TV  for  around  $3,000,  that's  pr 
But  the  ScreenPlay  can  throw  a  high-qu; 
image  with  a  12-foot  diagonal  onto  a  plain 
jection  screen  that  costs  a  few  hundred  dol 
you  ceiling-mount  the  projector,  which  also 
the  best  image  quality,  the  system  takes 
tually  no  space  in  a  room.  And  InFocus  pte 
drive  down  the  price  of  home  video  projt 
sharply.  By  later  in  the  year,  it  hopes  to 
consumer  projector  for  less  than  $2,000  that 
offer  bigger  and  probably  better  (because  of 
advantages  of  front-projection)  images  at  a 
er  price  than  projection  TVs. 

Unlike  the  uncompromising,  special-pi 
ScreenPlay,  the  PLUS  V-807  has  to  make  a 


SCREENPLAY  110 


What's  New 


ScreenPlay  110 
from  InFocus 

(www.infocus.com) 


PRIMARY  USE 


DIMENSIONS 


BRIGHTNESS 


ZOOMS  LENS 


PRICE 


Home  entertainment 


10.4x11.1x3.3  in. 
6.7  lb. 


1000  lumens 


1.2X 


$4,999 


V-807 

from  PLUS  Visic 

(www.Ughtware.com) 


Mobile  presentation 


7x5.6x1.8  in. 
2  1b. 


800  lumens 


No 


$2,295 


Data:  Manufacturers 

ber  of  sacrifices  in  exchange  for  maximum  poi 
bility.  There  are  only  two  video  inputs,  compu 
and  composite.  There's  no  zoom  lens,  and 
less  bright  than  even  the  ScreenPlay,  so  y< 
probably  want  to  dim  the  lights.  It's  relativ 
noisy,  and  you'd  probably  be  better  off  us 
the  mediocre  audio  from  most  laptops  than  I 
V-80Ts  tinny  sound.  (The  ScreenPlay  provk 
decent  sound,  though  hooking  it  up  to  a  ho 
sound  system  is  better.) 

The  payoff  for  the  PLUS  V-807  is  a  versai 
projector  that  is  not  only  light  but  tiny.  And 
$2,295  ($3,195  for  the  higher-resolution  V-10cj 
it's  a  relative  bargain  in  a  market  where  s: 
often  translates  into  more  expensive.  And  wri 
it  won't  project  video  as  well  as  the  ScreenPl 
it's  small  enough  to  tuck  into  your  briefcase  a 
use  over  the  weekend  to  project  a  movie  or  t 
game  onto  a  big  screen. 

This  is  good  news  for  both  mobile  executh 
and  would-be  home-theater  owners.  Increasi 
capabilities,  greater  ease  of  use,  smaller  pad 
and  lower  prices  are  turning  projectors  ii 
mainstream  products. 
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DNVENIENTSPY 

I  Ho  Lee  and  the  Politics  of  Nuclear  Espionage 

it'an  Stober  and  Ian  Hoffman 
&  Schuster .  384pp  .  $26 


MY  COUNTRY  VERSUS  ME 

By  Wen  Ho  Lee  with  Helen  Zia 
Hyperion.  332pp.  $23.95 


HE  MAKING 
IF  A  SCAPEGOAT 


It  started  with  a  tip.  A  walk-in  de- 
fector from  China  offered  papers 
suggesting  that  Chinese  nuclear  sci- 
sts  had  copied  America's  premier 
j head,  the  W88.  U.S.  investigators  at 
jt  Los  Alamos  National  Laboratory 
Je  divided  about  whether  China  had 
en  the  design,  whether  the  defector 
a  plant,  and  what  to  make  of  the 

00  mostly  unremarkable  documents 
iventually  brought  out  from  China, 
they  reluctantly  agreed  there  might 

i  mole  at  the  lab. 

lext  came  a  suspect.  After  reviewing 

milar  1980s  spy  case  and  scientists' 

el  records  and  contacts,  investiga- 

settled  on  Taiwanese-born  Wen  Ho 

as  their  target.  "It's  Wen  Ho  Lee 

we're    gonna    get    him,"    Craig 

nidt,  the  FBI  agent  in  charge,  is  quot- 

is  saying  in  A  Convenient  Spy:  Wen 

Lee  and  the  Politics  of  Nuclear  Es- 

lage  by  San  Jose  Mercury-News  re- 

jter  Dan  Stober  and  Albuquerque 

mal  reporter  Ian  Hoffman.  The  well- 

>rted  volume  is  one  of  two  new  books 

the  case.  The  other,  My 

ntry  Versus  Me  by  Lee  and 

en  Zia,  is  Lee's  personal, 

•e-settling  account. 

>nce  under  way,  there  was 

turning  back.   FBI   agent 

01  Covert  spent  two  years 
ng  Lee  that  she  needed  his 
■  to  catch  a  Los  Alamos  spy 
king  with  China — hoping 
•  would  slip  up.  When  that 
n't  work,  the  governme' 
red  hardball.  The  Energy 
)t.'s  top  investigator,  Notra  Trulock, 
ed  details  of  the  case  to  New  York 

ies  reporters  Jeff  Gerth  and  James 
m,  whose  Mar.  6,  1999,  story,  "China 
e  Nuclear  Secrets  from  Los  Alamos, 
'■>.  Officials  Say,"  called  the  breach  as 
laging  as  that  of  the  Rosenbergs, 
h  the  gloves  now  off,  Covert  spent 
next  day,  a  Sunday,  trying  to  brow- 
t  a  confession  out  of  Lee.  "Look  at 
newspaper  article!  It  all  but  says 
r  name  in  here,"  she  told  him.  "Do 
know  who  the  Rosenbergs  are?" 
added.  "They  electrocuted  them, 
n  Ho." 


When  Lee  didn't  crack,  the  govern- 
ment indicted  him  for  espionage  and  kept 
him  in  solitary  confinement  for  278  days. 
Several  times  each  week,  he  was  driven, 
manacled,  from  Santa  Fe  to  Albuquerque 
to  meet  with  his  lawyers.  Finally  facing 
failure,  the  Justice  Dept.  settled  for  a 
plea  on  only  one  of  58  counts.  Lee  had 
removed  a  dozen  classified  nuclear  code 
tapes  from  the  lab,  sometimes 
making  multiple  copies.  The  gov- 
ernment had  once  called  the 
tapes  the  "crown  jewels"  of 
America's  nuclear  program.  Lee 
said  he  was  just  protecting  his 
work  from  a  possible  computer 
crash,  something  that  had  once 
happened.  Fear  of  being  caught 
led  him  to  throw  the  tapes 
dumpster,  he  claimed,  but  th< 
were  never  found.  He  pleaded 
guilty  to  a  felony.  His  sentence  was  re- 
stricted to  the  time  he'd  already  served. 
At  the  hearing,  James  A.  Parker,  the 
conservative  Texas  judge  who  presided, 
said  Lee's  treatment  "embarrassed  our 
entire  nation."  He  personally 
apologized  to  the  scientist  for 
his  detention.  The  government, 
however,  did  not  apologize,  and 
neither  did  the  Times,  the  pub- 
lication that  had  pursued  the 
case  most  aggressively. 

So  what  really  happened?  Ac- 
cording to  both  books,  politics 
drove  the  prosecution.  Janet 
Reno's  Justice  Dept.  wanted  to 
protect  Bill  Clinton  from  Re- 
publican charges  that  his  Adminis- 
tration was  lax  on  security.  A  congres- 
sional committee  headed  by  Christopher 
Cox  (R-Calif.)  was  about  to  uncork  a  re- 
port, heavily  based  on  testimony  by  Tru- 
lock, alleging  critical  losses  of  nuclear 
secrets  to  China.  Energy  Secretary  Bill 
Richardson,  responsible  for  Los  Alam- 
os, was  angling  to  become  Al  Gore's  run- 
ning mate.  The  FBI  needed  a  big  score. 
This  constellation  of  factors  created  a 
spying  Perfect  Storm. 

Once  the  facts  were  known,  Wen  Ho 
Lee  became  a  celebrity  among  promi- 
nent Chinese  Americans,  who,  like  Lee, 
say  he  was  victimized  because  of  his  eth- 


nicity. Lee  sees  himself  as  the  target  of  a 
government  "sting"  and  expresses  "par- 
ticular disgust"  toward  the  Times. 

But,  as  Stober  and  Hoffman  show, 
there  were  grounds  for  suspecting  Lee. 
He'd  had  ample  opportunity  to  meet  with 
Chinese  counterparts  who  were  trying  to 
get  U.  S.  secrets,  since  the  U.  S.  had  ap- 
proved personnel  exchanges  with  Chi- 
nese scientists.  When  dis- 
cussing some  of  these  contacts, 
Lee  was  evasive.  He  failed  one 
polygraph  test.  And,  at  60,  he 
was  worried  about  job  cut- 
backs. He  had  put  out  job  feel- 
ers in  Taiwan.  Lee's  breach  of 
security — copying  files  and  tak- 
ing them  home — was  a  firing 
offense,  although  Lee's  lawyers 
argued  that  Clinton's  CIA  direc- 
tor, John  Deutsch,  was  pardoned 
after  doing  the  same  thing. 

But  the  tapes  were  hardly  crown  jew- 
els. While  prosecutors  maintained  that 
they  were  "top  secret,"  they  were  really 
classed  as  "restricted  data,"  two  levels 
below  secret  or  confidential.  Lee  says 
that  at  leaky  Los  Alamos,  colleagues 
were  using  stacked  printouts  of  such 
data  as  doorstops. 

The  bigger  problem  identified  in  both 
books  was  the  melding  of  political  op- 
portunism with  exaggerated  government 
secrecy.  Some  scientists  who  testified  for 
Lee  argued  that  90%  of  what  the  labs 
restrict  is  in  the  public  domain,  and  that 
hundreds  of  copied  sketches  of  the  W88 
were  floating  around  at  other  labs  and 
subcontractors'  offices.  They  maintained 
that  China  could  have  easily  gotten  the 
information  elsewhere. 

Today,  after  September  11,  you  can't 
read  A  Convenient  Spy  without  won- 
dering what  happened  to  the  FBI.  While 
chasing  Lee  and  missing  Russian  agent 
Robert  Philip  Hanssen,  it  ignored  evi- 
dence offered  to  it  of  the  planned  hi- 
jackings. If  at  some  point  a  9-11  inquiry 
gets  launched,  as  seems  warranted, 
Stober  and  Hoffman's  account  of  this 
sorry  case  should  be  on  the  reading  list. 

BYBOBDOWLING 
Dowling  is  International  Managing 
Editor. 
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HARDCOVER  BUSINESS  BOOKS 


LAST      MONTHS 
MONTH    ON  LIST 


PAPERBACK  BUSINESS  BOOKS 


1  JACK  Jack  Welch,  with  John  A.  Byrne  (Warner  1         4 
Business  •  $29.95)  GE's  ex-chairman  reflects  on 

his  life  and  accomplishments. 

2  WHO  MOVED  MY  CHEESE?  Spencer  Johnson  2        36 
(Putnam  •  $19.95)  Learning  to  accept  change. 

3  GOOD  TO  GREAT  Jim  Collins  (HarperBusiness  •  4 
$27.50)  How  run-of-the-mill  companies  make  the 
leap  to  excellence. 

4  FISH!  Stephen  C.  Lundin,  Harry  Paul,  John  Chris-       3       16 
tensen  (Hyperion  •  $19.95)  Motivate  employees 

the  Pike  Place  Fish  Market  way. 

5  THE  ROAD  TO  WEALTH  Suze  Orman  (Riverhead  •       7         6 
$29.95)  Questions  and  answers  from  the  queen  of 
personal-finance  counseling. 

6  FIRST,  BREAK  ALL  THE  RULES  Marcus  Bucking-       5       32 
ham,  Curt  Coffman  (Simon  &  Schuster  •  $26)  A 

Gallup  probe  into  managerial  success. 

7  NOW,  DISCOVER  YOUR  STRENGTHS  Marcus  6       11 

Buckingham,  Donald  0.  Clifton  (Free  Press  •  $26) 
How  to  bolster  your  true  talents. 


8 


NICKEL  AND  DIMED  Barbara  Ehrenreich  (Metro- 
politan •  $23)  Life  among  the  working  poor. 


9    THE  21  IRREFUTABLE  LAWS  OF  LEADERSHIP 

John  C.  Maxwell  (Thomas  Nelson  •  $22.99)  A 
minister's  down-to-earth  rules. 


10 


11 


SWIMMING  ACROSS  Andrew  S.  Grove  (Warner  • 
$26.95)  Intel's  chief  on  his  youth  in  Hungary  and 
escape  to  the  U.S. 


12        3 

14      15 

10        2 


1  RICH  DAD,  POOR  DAD  Robert  T.  Kiyosaki,  with 
Sharon  L.  Lechter  (Warner  •  $15.95)  Teach  your 
kids  the  rules  of  money  that  the  rich  play  by. 

2  THE  7  HABITS  OF  HIGHLY  EFFECTIVE  PEOPLE  2 

Stephen  R.  Covey  (Fireside  •  $14)  Habitually 
popular. 

3  THE  9  STEPS  TO  FINANCIAL  FREEDOM  Suze  Or-      9 
man  (Three  Rivers  •  $13.95)  Learn  to  save. 

4  J.K.  LASSER'S  YOUR  INCOME  TAX  2002  J.K.  8 

Lasser  Institute  (Wiley  •  $16.95)  Get  out  your 
1099s  and  W-2s. 

5  RICH  DAD'S  CASHFLOW  QUADRANT  Robert  T.  6 
Kiyosaki,  with  Sharon  L.  Lechter  (Warner  • 
$17.95)  Move  from  job  security  to  independence. 

6  THE  MILLIONAIRE  NEXT  DOOR  Thomas  J.  Stan-        5 
ley,  William  D.  Danko  (Pocket  Books  •  $7.99)  The 
simple  ways  of  the  wealthy  among  us. 

7  THE  LEXUS  AND  THE  OLIVE  TREE  Thomas  L.  11 

Friedman  (Anchor  Books  »$15)  Globalization  and 
its  discontents. 

8  REAL  ESTATE  RICHES  Dolf  De  Roos  (Warner  •  4 
$17.95)  Why  buildings  beat  stocks. 

9  THE  ONE  MINUTE  MANAGER  Kenneth  Blanchard,      3 
Spencer  Johnson  (Berkley  •  $12.95)  Management 
techniques  in  story  form. 


10 


JESUS,  CEO  Laurie  Beth  Jones  (Hyperion  •  10        11 

$17.95)  Applying  the  teachings  of  the  New  Testa- 
ment to  business  problems. 

12  HOW  TO  BECOME  CEO  Jeffrey  J.  Fox  (Hyperion  •  7        12 
$15.95)  Succinct  rules  for  getting  ahead. 

13  THE  POWER  OF  FOCUS  Jack  Canfield,  Mark  Vic-       -  1 

tor  Hansen,  Les  Hewitt  (Health  Communications  •  13 

$24)  Recipes  for  success,  from  the  guys  who 
cooked  up  the  "Chicken  Soup"  series. 

14  THE  21  INDISPENSABLE  QUALITIES  OF  A  4        14 
LEADER  John  C.  Maxwell  (Thomas  Nelson  • 

$17.99)  Changing  "from  the  inside  out." 

15  THE  ONE  MINUTE  MANAGER  Kenneth  Blanchard  1        15 

Spencer  Johnson  (Morrow  •  $20)  Getting  results — 
from  happy  employees. 


RICH  DAD'S  GUIDE  TO  INVESTING  Robert  T.  13 

Kiyosaki,  with  Sharon  L.  Lechter  (Warner  • 
$19.95)  Becoming  rich,  not  merely  comfortable. 

WHAT  COLOR  IS  YOUR  PARACHUTE?  Richard 
Nelson  Bolles  (Ten  Speed  •  $16.95)  The  2002 
edition  of  the  enduring  job-search  bible. 

WHEN  GENIUS  FAILED  Roger  Lowenstein  (Ran- 
dom House  •  $14.95)  Inside  hedge  fund  Long- 
Term  Capital  Management. 

THE  MILLIONAIRE  MIND  Thomas  J.  Stanley  (An- 
drews McMeel  •  $16.95)  The  values  of  the 
wealthy  revealed. 

GETTING  TO  YES  Roger  Fisher,  William  Ury, 
Bruce  Patton  (Penguin  •  $14)  A  Harvard  team's 
step-by-step  guide  to  conflict  resolution. 

I'M  RETIRING,  NOW  WHAT?!  Hope  Egan,  Barbara 
Wagner  (Silver  Lining  •  $14.95)  Advice  for  the 
golden  years. 


BusinessWeek's  Best-Seller  List  is  based  on  a  survey  of  chain  and  independent  booksellers  that  carry  a  broad  selection  of  books  on  economicsl 
management,  sales  and  marketing,  small  business,  investing,  personal  finance,  and  careers.  Well  over  1,000  retail  outlets  nationwide  are  repn| 
sented.  Current  rankings  are  based  on  a  weighted  analysis  of  unit  sales  in  December. 

Reviews  and  more  are  available  on  AOL  (Keyword:  bw)  or  www.businessweek.com 


HOT  TYPE 


IN     HIS    ENTERTAINING    HISTORY    OF    BEST- 

seller  lists,  Making  the  List  (Barnes  & 
Noble  Books,  $20),  Michael  Korda  opines  that  there's  a  cer- 
tain sameness  about  the  books  that  succeed.  Look  at  business 
titles,  and  you'll  see  what  he  means.  The  1906  food-industry 
expose  The  Jungle  bears  similarities  to  2001's  Fast  Food 
Nation.  The  1995  book  Jesus,  CEO,  reappearing  on  the  Busi- 
nessWeek list  this  month,  echoes  1925's  The  Man  Nobody 
Knows.  2001's  Real  Estate  Riches  brings  to  mind  1979's  How 


to  Become  Financially  Independent  by  Investing  in  Reall 
tate.  And  of  course  1984's  lacocca  set  the  pattern  for  fatl 
vance  CEO  memoirs  followed  by  Donald  Trump,  Sam  Wal| 
Sumner  Redstone,  and  Jack  Welch. 

Korda  also  shows  that  although  the  lists  have  many  "ch| 
ers,"  there  have  always  been  plenty  of  "good  books." 
while  brand-name  writers  tend  to  dominate  more  and  r| 
over  time,  the  lists  are  still  full  of  surprises. 
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Economic  Viewpoint 


BY  ROBERT  KUTTNER 


ENRON:  A  POWERFUL  BLOW 
TO  MARKET  FUNDAMENTALISTS 


BULLY: 

The  Enron 
and  Long- 
Term  Capital 
scandals 
differ.  LTCM 
ran  beneath 
everyone's 
radar.  Enron 
worked  to 
take  out 
the  radar 
stations 


Robert  Kuttner  is  co-editor  of 
The  American  Prospect  and 
author  of  Everything  for  Sale. 


The  deepening  Enron  Corp.  scandal  should 
hose  away  an  entire  world  view  about 
how  capitalism  is  supposed  to  work.  But 
will  the  right  lessons  be  drawn?  As  a  political 
scandal,  Enron  threatens  the  Bush  Administra- 
tion. No  corporation  was  closer  to  the  Bush  fam- 
ily and  its  Republican  allies.  No  corporation  was 
more  political  in  gaming  the  system  to  get  the 
rules  written  in  its  favor.  The  White  House  dam- 
age-control machinery  contends  that  if  the  Pres- 
ident did  not  try  to  rescue  Enron  on  the  way 
down,  his  hands  are  clean.  The  real  scandal,  of 
course,  is  how  the  gop  and  its  broader  world 
view  helped  Enron  rig  the  rules  on  the  way  up. 

The  deeper  scandal  here  is  ideological.  Enron 
epitomized  an  entire  philosophy  about  the  sup- 
posed self-cleansing  nature  of  markets.  Republi- 
cans are  the  more  devout  practitioners  of  this 
ideology,  but  both  parties  are  implicated. 

Enron,  as  a  trading  enterprise,  claimed  to  be 
the  quintessence  of  a  pure  free  market.  In  prac- 
tice, it  was  up  to  its  ears  in  cronyism,  influence- 
peddling,  rigging  the  rules  to  favor  insiders,  and 
undermining  the  transparency  on  which  efficient 
markets  depend.  Transparency,  in  turn,  demands 
regulation  in  the  public  interest. 

There  is  no  getting  around  the  need  for  regu- 
lation, since  capitalism  itself  requires  rules  that 
govern  everything  from  rights  to  financial  and  in- 
tellectual property  to  constraints  on  opportunis- 
tic practices  that  undermine  the  efficiency  of  a 
market  system.  If  you  think  capitalism  can  op- 
erate in  the  absence  of  vigorous,  competent,  and 
pubhc-minded  government,  look  at  Moscow  or 
Buenos  Aires.  And  government  requires  politics 
not  corrupted  by  bribery.  For  it  is  democratic 
politics  that  elects  the  officials  who  make  and  en- 
force efficient  rules — or  don't. 

But  for  three  decades  now,  the  dominant 
strain  of  economics  from  the  University  of  Chica- 
go has  been  teaching  gullible  undergraduates 
and  journalists  that  there  is  no  such  thing  as  the 
public  interest.  Efficient  outcomes  are  just  the 
aggregation  of  selfish  private  interests,  and  gov- 
ernment's main  job  is  to  get  out  of  the  way. 
Well,  after  Enron,  these  theorists  should  learn 
some  other  useful  trade. 

Even  conservatives  who  reject  other  forms 
of  government  intervention  grudgingly  concede 
the  need  for  a  Securities  &  Exchange  Commis- 
sion. Entrepreneurs  and  traders  are  not  saints. 
Deregulation  is  no  cure-all,  because  decisions 
about  which  rules  to  waive  are  every  bit  as 
politicized  as  the  decisions  to  regulate.  We've 
seen  the  corruption  of  deregulation  in  every  im- 


perfect-market realm  from  electricity  to  bail 
to  copyright  law  to  airlines,  hospitals,  and  [ 
com.  None  of  these  is  an  absolutely  efficient 
market;  each  one  requires  rules.  And  in 
these  realms,  whether  they  are  regulate 
deregulated,  corporations  seek  to  game  the| 
tern  and  rig  the  rules. 

But  Enron  took  the  prize.  It  not  only  cc 
its  books.  It  used  its  extensive  political 
ence  to  cook  the  regulatory  system  itself, 
a  public-minded  chairman  of  the  Federal  Er 
Regulatory  Commission  stood  in  Enron's 
Chairman  Kenneth  L.  Lay  paid  a  call  and 
fender  disappeared.  Wendy  Gramm  went 
being  head  of  the  Commodity  Futures 
Corp.  under  Bush  I  to  the  Enron  board, 
husband,  Senator  Phil  Gramm  (R-Tex.),  help 
ensured  legislation  allowing  Enron  to  evade 
ing  either  from  the  CFTC  or  the  SEC. 

At  the  sec,  Arthur  Levitt  spent  eight  yj 
trying  to  toughen  regulation  so  that  cor 
tions  would  keep  honest  books  and  audij 
would  not  also  be  retained  as  business  stratej 
and  spin-doctors.  For  this  public  service  to 
talism,  Levitt  was  widely  vilified.  His  succej 
Harvey  Pitt,  came  directly  from  lobbying 
the  accounting  firms  who  were  against  Le\ 
proposed  rules. 

The  difference  between  the  Enron  seal 
and  the  superficially  similar  Long-Term  Caa 
Management  affair  is  that  LTCM  essentially] 
erated  beneath  everyone's  radar.  Enron,  by 
trast,  worked  to  take  out  the  radar  stati| 
The  Houston  company  systematically  usee 
ample  political  connections  to  rig  the  rules 
trading,  audits,  disclosure,  and  the  mechanic 
energy  markets.  The  other  difference  is  >| 
LTCM's  dupes  were  ostensibly  sophisticated 
senting  adults.  In  the  Enron  case,  a  lot  of  i 
cent  people  got  badly  hurt. 

None  of  this  is  new — only  the  particulars] 
different.  The  last  time  we  learned  the  bi 
lesson  that  capitalism  is  not  self-regulatingl 
took  a  Great  Depression  that  was  followed  tl 
reformist  Democratic  Administration.  This  til 
there  are  no  catastrophic  wider  effects  (y\ 
and  the  incumbent  Republican  Administraj 
still  champions  the  ideology  of  laissez-faire 
the  politics  of  cronyism.  But  Enron  is  to 
menace  of  market  fundamentalism  what  1- 
tember  11  was  to  the  peril  of  global  ter 
very  costly  wake-up  call.  Our  political  lea 
should  pay  as  much  attention  to  this  assault  | 
the  very  heart  of  capitalism  as  they  paid  to 
other  one. 
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Economic  Trends 


EDITED  BY  MICHAEL  J.  MANDEL 

AT  LAST,  RESPECT 
FOR  THE  EURO? 

It  may  gain  as  the  U.S.  stumbles 

Euro-zone  companies  and  investors 
have  spent  more  than  $450  billion 
making  acquisitions  or  buying  bonds  and 
equities  in  the  U.  S.  over  the  past  three 
years.  That  huge  flow  of  funds  across 
the  Atlantic  largely  explains  why  the 
euro  has  lost  more  than  20%  of  its  value 
against  the  dollar  since  its  launch  on  Jan. 

EUROPE  ATTRACTS 
MORE  MONEY 
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1,  1999.  But  in  recent  months,  the  trend 
has  been  reversed  (chart).  Money  is  now 
being  switched  back  into  Old  World  as- 
sets, suggesting  the  euro  may  finally 
make  up  some  lost  ground  this  year. 

Starting  in  July,  2001,  the  six-month 
average  of  portfolio  investments  into 
Europe  turned  positive  and  has  contin- 
ued to  rise  since  then.  This  includes  eq- 
uities, bonds,  and  money-market  invest- 
ment. More  than  $90  billion  net  moved 
from  abroad  into  euro  zone  equities  in 
the  five  months  from  July  through  No- 
vember, 2001,  according  to  London- 
based  hsbc  Bank  PLC.  And  while  euro- 
zone  institutions  are  still  net  purchasers 
of  U.S.  fixed-income  securities,  that 
could  soon  change,  too.  European  com- 
panies increasingly  prefer  to  issue  bonds 
rather  than  borrow  money  from  their 
banks,  and  could  attract  more  money 
from  abroad.  Also,  euro-zone  govern- 
ments are  running  up  bigger  budget 
deficits  that  will  need  financing.  Adding 
to  the  euro  zone's  allure:  Short-term  in- 
terest rates  there  are  substantially  high- 
er there  than  in  the  U.  S. 

According  to  Robert  Prior- Wandes- 
forde,  hsbc's  European  economist,  mon- 
ey is  moving  back  into  the  euro  zone 
because  investors  on  both  sides  of  the 
pond  are  skeptical  that  the  U.S.  down- 
turn is  over.  "If  the  U.  S.  economy  real- 


ly has  bottomed,  the  2001  recession 
would  be  one  of  the  shortest  and 
mildest  on  record,"  he  says.  Moreover, 
Prior-Wandesforde  do\ibts  that  euro 
zone  companies  will  embark  on  another 
big  U.  S.  spending  spree  so  long  as  the 
country  is  suffering  from  major  over- 
capacity. 

Credit  Suisse  First  Boston  Corp. 
chief  economist  Giles  Keating  now  pre- 
dicts the  euro  will  appreciate  by  up  to 
10%  in  2002  after  a  lackluster  start  to 
the  year.  Such  a  rise  for  the  sickly  sin- 
gle currency  would  be  good  news  after 
its  bad  beginning  and  attract  even  more 
foreign  investors  to  Europe. 

By  David  Fairlamb 


NO  DOCTOR 
IN  THE  HOUSE 

The  shortage  will  only  get  worse 

Having  trouble  finding  a  doctor?  A 
study  points  out  that  the  U.S.  has 
fewer  physicians  per  dollar  of  gross  do- 
mestic product  than  most  countries  in 
the  Organization  for  Economic  Cooper- 
ation &  Development.  Moreover,  the 
study,  which  was  published  in  the  Jan- 
uary/February, 2002,  issue  of  Health  Af- 
fairs, a  well-respected  policy  journal, 
argues  that  the  U.  S.  is  likely  to  face  an 
increasingly  serious  shortage  of  physi- 
cians over  the  next  two  decades. 

That's  far  different  from  the  conven- 
tional wisdom,  which  is  based  on  earlier 
reports  commissioned  in  the  1990s  by 
the  Council  on  Graduate  Medical  Edu- 
cation. These  studies  had  forecast  a  sur- 
plus of  physicians,  based  on  the  pre- 
dicted demand  for  physician  visits  and 
procedures. 

But  the  authors  of  the  latest  study — 
Richard  A.  Cooper,  Prakash  Laud,  and 
Heather  J.  McKee  at  the  Health  Policy 
Institute  of  the  Medical  College  of  Wis- 
consin and  Thomas  E.  Getzen  at  Temple 
University — point  out  that  the  demand 
for  medical  services  over  the  past  70 
years  has  grown  50%  faster  than  gdp. 
Taking  into  account  the  number  of  med- 
ical school  graduates,  the  number  of  for- 
eign doctors,  and  the  ongoing  substitu- 
tion of  nurse  practitioners,  physicians' 
assistants,  and  nurse-midwives  for 
physicians,  they  calculate  that  the  U.  S. 
will  have  a  shortage  of  50,000  physi- 
cians in  2010.  If  these  trends  continue, 
the  shortage  will  rise  to  200,000  in  2020, 
more  than  20%  of  total  demand. 

Of  course,  it  could  turn  out  that  the 
U.  S.  manages  to  slow  down  increases  in 
health-care  spending,  despite  rising  GDP. 


That   could   reduce   the   demanl 
physicians.  But  given  the  recent 
of  rising  health-care  costs,  such 
nario  doesn't  seem  likely. 

By  Margaret 


BANKRUPTCIES 
NOT  OVER  YET 

Personal  filings  may  peak  in  th| 

The  consensus  among  economi 
casters  is  that  the  economy 
to  bottoming  out.  Nevertheless, 
al  bankruptcies  will  continue  t( 
through  the  third  quarter  of  2 
cording  to  a  report  from  Morgan 
ley  Dean  Witter  &  Co 

The  number  of  bankruptcies  f< 
roughly  the  same  path  as  une 
ment,  observes  Kenneth  Posner. 
sumer  credit  analyst  at  Morgan  S 
and  author  of  the  study.  "If  peop 
losing  jobs,  they'll  have  much 
difficulty  in  keeping  up  with  their 
he  says.  The  firm  expects  une 
ment  to  peak  at  around  6.5%  in  tl 
ond  quarter.  Bankruptcies  should 
ably  top  out  the  following  quart 
about  450,000  or  so,  a  29%  in 
the  third  quarter  of  2001  (chart) 

In  some  ways,  this  would  not 
bad  as  previous  downturns.  Fror 
peak  to  the  trough  of  the  past  six 
ness  cycles,  bankruptcies  climb* 
60%,  according  to  Posner.  This  ti 
estimates,  they  may  rise  only 
50%.  Indeed,  there's  some  evidem 
outside  of  auto  loans,  consumer 
taking  on  debt  at  a  slower  rate 
volving  credit,  a  fair  proxy  for  c 
card  debt,  grew  only  5%  in  Nove 
2001,  compared  with  a  year  e 
That's  far  slower  than  its  12%  gro 
the  end  of  2000. 

Nevertheless,  banks  may  contin 
be  too  generous  with  consumer  ! 
"Big  credit-card  ■PJHHB1IH 
companies  are  still 
mailing  out  mil- 
lions of  promotion- 
al credit-card  of- 
fers with  favorable 
interest  rates," 
Posner  says.  These 
credit-card  offers 
could  backfire  as 
more  people  lose 
their  jobs,  driving 
the  bankruptcy 
rate  even  higher 
than  expected. 
By  Margaret 
Popper 
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VILL  THERE  BE  A  SECOND  DIP 
\  THE  RECESSION? 

;on't  worry  about  it:  Consumers  won't  let  that  happen 


11 S.  ECONOMY 


IN  THE  FUTURE 
LIFTING  SPIRITS 
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'EX:  FIRST  QUARTER,  1966=100 
:  Survey  Research  Center.  DRI-WEFA 


The  Commerce  Dept.'s  Jan.  30 

report  on  real  gross  domestic 

txluct  will  most  likely  show  that  the  U.S.  economy 

iitracted  at  an  annual  rate  in  the  neighborhood  of 

in  the  fourth  quarter  despite  a  surge  in  real  con- 

Jmer  spending  of  about  4%.  Since  a  lot  of  that  boost 

le  from  an  unsustainable  jump  in  car  buying,  a  fall- 

k  in  consumer  outlays  is  occurring  this  quarter.  Will 

drop  be  a  one-shot  deal  or  could  a  continued  con- 

t  mer  retrenchment  extend  this  recession? 

Don't  worry.  Consumers  are 
not  going  to  lead  the  U.  S.  into 
a  double-dip  recession  or  pre- 
vent a  recovery  from  taking 
hold.  Certainly,  there  are  risks, 
but  the  favorable  fundamen- 
tals underlying  spending  ar- 
gue that  households  will  re- 
main resilient  in  2002. 

The    double-dip     scenario 

goes  like  this:  After  dropping 

in  the  final  two  quarters  of 

II,  real  gross  domestic  product  will  manage  a  gain 

-  quarter,  thanks  to  inventory  rebuilding.  But  further 

e  akness  in  consumer  spending  will  cause  the  economy 

r  relapse.  Consumers  will  be  cowed  for  several  rea- 

'-  ns.  First,  lucrative  incentives  stole  car  sales  from 

02.  Second,  labor  markets  and  wage  growth  will 

?aken  further.  Third,  two  recent  props  under  con- 

,  mer  spending  will  fall  away:  mortgage  refinancings 

d  cheaper  energy.  And  last,  with  savings  low,  con- 

3  mers  will  be  crushed  by  their  debt  loads. 

•ESE  WORRIES,  HOWEVER,  don't  tell  the  whole  sto- 

I.  Households  have,  for  the  most  part,  shrugged  off 

'rrorism,  layoff  announcements,  and  the  scandal  at 

iron  Corp.  Optimism  is  the  highest  in  a  year  (chart), 

d  consumers  keep  shopping.  True,  the  reversal  in 

r  buying  will  affect  first-quarter  data.  Vehicle  sales, 

.hich  averaged  a  record  18.4  million  annual  rate  in 

•   fourth  quarter,  may  not  top  15  million  this  quarter. 

lat  decline  will  probably  cause  overall  consumer 

ending  to  post  the  first  quarterly  drop  in  a  decade. 

But  households  are  buying  more  than  just  cars.  Re- 

il  sales  excluding  cars  and  gasoline  rose  from  October 

rough  December  (chart).  Discounting  moved  much 

the  merchandise,  but  the  steady  uptrend  shows  that 

isumers  are  willing  to  shop,  especially  for  house- 


I     IOUI. 


hold-related  goods.  December  sales  at  furniture  and 
electronic  stores  were  up  nearly  10%  from  a  year  ago. 

The  second  double-dip  worry — further  deterioration 
of  the  job  market — is  always  a  risk  for  consumers. 
But  falling  weekly  jobless  claims  strongly  suggest  that 
the  worst  job  news  is  over.  The  consensus  view  of 
economists  surveyed  by  Standard  &  Poor's  MMS  is  that 
nonfarm  payrolls  fell  by  only  60,000  in  January.  That 
would  be  the  fewest  layoffs  since  August. 

True,  the  increased  ability  of  U.  S.  companies  to  gen- 
erate output  from  productivity  gains  suggests  that  lay- 
offs will  continue  after  the  recovery  starts.  But  as 
Federal  Reserve  Chairman  Alan  Greenspan  pointed 
out  in  a  Jan.  11  speech,  as  productivity  strengthens, 
"average  real  incomes  could  rise,  at  least  partially  off- 
setting losses  of  purchasing  power  that  stem  from  di- 
minished levels  of  employment."  Unemployment  is  dev- 
astating to  those  directly  affected,  but  better 
productivity  will  help  to  boost  real  pay  for  the  94%  of 
the  labor  force  that  still  has  jobs. 

Nor  does  the  dissipation  of 
mortgage  refinancing  or  cheap- 
er fuel  spell  disaster  in  2002. 
Refis  cut  monthly  payments  or 
enable  people  to  cash  out  some 
of  the  equity  built  up  in  their 
homes.  Greenspan  said  the 
cash-outs  alone  totaled  "rough- 
ly $75  billion"  at  an  annual 
rate  in  the  third  quarter  of 
2001.  In  addition,  he  estimated 
that  lower  fuel  costs  "added 
more  than  $50  billion,  at  an  annual  rate,  to  household 
purchasing  power  in  the  second  half  of  last  year." 

Mortgage  rates  and  fuel  costs  stopped  falling  at  the 
end  of  last  year,  but  the  windfall  from  both  supports  is 
still  working  its  way  through  the  economy.  Energy 
prices  have  not  risen  from  a  year  ago,  so  consumers  can 
still  heat  their  homes  and  fill  their  tanks  more  cheaply 
than  in  the  winter  of  2001.  And  homeowners  who  refi- 
nanced are  still  paying  lower  monthly  mortgage  costs 
than  they  used  to. 

INDEED,  CONSUMER  FINANCES  are  in  better  shape 
than  they  were  in  early  2001.  A  major  misconception 
in  recent  years  is  that  sinking  stock  prices,  crushing 
debt  burdens,  and  skimpy  savings  have  robbed  many 
households  of  any  ability  to  cope  with  the  down- 
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draft  of  a  recession.  But  that's  overstating  the  case. 

To  be  sure,  eroding  stock  wealth  is  still  taking  a  toll  on 
consumer  spending,  and  the  impact  will  continue  this 
year.  Only  about  a  third  of  households,  however,  own 
stock  directly,  while  more  than  two-thirds  own  their 
homes.  Since  the  first  quarter  of  2000,  the  value  of  cor- 
porate stocks  and  mutual  funds  directly  held  by  house- 
holds has  declined  by  $4.8  trillion,  based  on  Fed  data  on 
household  balance  sheets.  But  at  the  same  time,  house 
values  have  risen  $1.8  trillion,  while  mortgage  debt  in- 
creased by  $700  billion.  That  gave  homeowners  a  $1.1 
trillion  net  gain  in  the  value  of  most  consumers'  biggest 
asset — a  nice  offset  to  any  stock  losses  (chart). 

The  recent  performance  of  property  values  is  in 
sharp  contrast  to  the  previous  recession.  During  1990 
and  1991,  housing  net  worth  fell  $200  billion.  Home- 
building activity  will  contribute  little  to  the  coming 
recovery  because  it  didn't  fall  off  during  the  reces- 
sion. However,  housing's  more  important  contribution 
may  well  be  its  lift  to  household  balance  sheets. 

CONSUMERS  HAVE  ALSO  taken  advantage  of  low 
interest  rates  to  manage  their  debt  burdens.  In  fact,  re- 
volving installment  debt  peaked  in  June,  and  the  decline 
since  then  is  a  record.  Households  are  using  tax  refunds 
and  lower  financing  costs  to  pay  down  their  debts. 
Debt-service  payments  for  nonmortgage  debt  fell  in 
the  third  quarter,  the  first  drop  in  a  decade. 
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No  doubt  some  households  are  hurting  financil 
right  now.  Delinquency  rates  for  auto  loans,  pers<[ 
loans,  bank-card  debt,  and  home  mortgages  all  art 
from  a  year  ago.  This,  however,  is  typical  recess| 
behavior,  suggesting  no  unusual  structural  probler 

Finally,  the  problem  of  low 
household  savings  is  over- 
blown. The  Commerce  Dept. 
defines  savings  as  income  that 
is  not  spent.  Except  for  the 
boost  generated  by  the  tax  re- 
bates, the  saving  rate  held  at  a 
puny  1%  last  year,  down 
sharply  from  about  8%  in  1990. 
But  income  from  realized  capi- 
tal gains,  a  growing  source  of 
cash  in  the  past  decade,  is  not 
included  in  that  measure.  If  it  were,  some  economj 
have  estimated  the  current  saving  rate  is  upwards  of  | 
down  little  from  about  10%  in  1990.  That  level  of  sa\ 
should  provide  a  healthy  cushion  for  consumers. 

Certainly,  dangers  remain  in  the  consumer  outk 
The  uncertainty  of  terrorism,  the  spillover  effects 
bankruptcies  at  Enron  Corp.  and  Kmart  Corp., 
another  stock-market  swoon  are  potential  pitfa 
But  in  2001,  U.S.  consumers  were  resilient  desj| 
great  obstacles.  Nothing  suggests  they  will  cut 
run  in  2002. 
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REPORTS  OF  A  RECOVERY  MAY  BE  EXAGGERATED 


The  Italian  government  has  de- 
clared the  recovery  is  under 
way.  But  the  recent  disastrous 
news  from  the  industrial  sector 
calls  such  optimism  into  question. 

In  mid-January,  Prime  Minister 
Silvio  Berlusconi  said 
the  recovery  had  al- 
ready begun.  The  gov- 
ernment is  forecasting 
real  gross  domestic 
product  will  grow  by 
2.3%  for  2002,  after  an 
estimated  advance  of 
1.8%  for  2001.  But  the 
Organization  for  Eco- 
nomic Cooperation  & 
Development  projects 
only  1.2%  growth,  a  lower  figure 
echoed  by  private  economists. 

Certainly,  the  latest  data  are 
disappointing.  Industrial  output 


INDUSTRIAL  ACTIVITY 
TAKES  A  DIVE 
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Capital-goods  makers  cut  their 
production  by  a  steep  3.7%,  in 
part  because  foreign  demand  for 
machinery  and  parts  has  sagged 
because  of  the  global  slowdown. 
Businesses  are  more  pessimistic 
about  the  outlook.  In 
November,  the  index 
of  business  confidence 
slipped  back  to  83,  a 
5^-year  low. 

Consumers,  mean- 
while, are  not  as 
gloomy  Confidence 
among  Italian  house- 
holds was  at  a  high 
124  in  November.  La- 
bor-market reforms 
are  improving  the  job  situation. 
The  jobless  rate  reached  a  record 
low  9.2%  in  October.  Plus,  lower 
fuel  costs  are  also  increasing 


plunged  by  2.6%  in  November,  the     household  buying  power, 
biggest  drop  in  nine  years  (chart).         Even  so,  real  consumer  spend- 


ing is  on  track  to  remain  fiat  in 
the  fourth  quarter.  And  with  bus 
ness  spending  down,  real  GDP 
probably  contracted  by  a  1%  an- 
nual rate.  First-quarter  real  GDP 
could  also  fall  by  that  amount, 
since  foreign  demand  is  still  weal 
Lower  growth  could  mean  that 
Berlusconi's  government  misses 
its  budget  deficit  targets.  Rome 
estimates  that  the  deficit  equaled 
1.1%  of  gdp  in  2001,  and  its  goal  is 
to  have  the  budget  in  balance  by 
2003.  To  that  end,  it  has  extendec 
a  one-shot  tax-amnesty  plan.  But 
the  government  still  needs  to  re- 
form the  pension  program  in  or- 
der to  make  any  fundamental 
changes  to  Italy's  fiscal  problems. 
So  far,  the  reforms  have  been  mi- 
nor— probably  because  officials 
know  that  attempts  at  pension  re 
forms  toppled  the  first  Berlusconi 
Administration,  in  1994. 
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By  Lee  Walczak 


If  Bill  Clinton  was  the  ultimate  political  improviser, 
George  W.  Bush  has  been  his  polar  opposite:  a  devotee 
of  meticulous  planning  and  a  Presidential  style  that 
leaves  little  to  chance.  Beginning  with  an  intensive  se- 
ries of  1999  policy  tutorials  in  Austin,  the  then-Texas 
Governor  crafted  a  platform  that,  to  his  mind,  seemed 
perfectly  attuned  to  the  times.  He  backed  an  insular 
foreign  policy  aimed  at  disentangling  the  U.S.  from 
■ssy  nation-building  missions.  On  the  domestic  front,  he 
Jined  to  tap  billions  in  boom-time  surpluses  for  sweeping 
:  cuts  and  a  "compassionate  conservative"  agenda  that  of- 
ed  generous  new  aid  for  the  working  poor. 
So  much  for  forward  planning.  Outside  of  the  tax  front, 
iere  the  new  President  won  a  resounding  victory  with 
3sage  of  a  $1.35  trillion  tax  cut,  little  has  gone  according  to 
"ipt.  The  defection  of  a  maverick  Vermonter  tilted  the 
nate  to  the  Democrats,  forcing  Bush  to  make  concessions  to 
opposition.  Terrorist  attacks  on  New  York  and  the  Pen- 
non ended  the  Administration's  global  detachment,  replac- 
it  with  a  high-tech  war  on  terror,  frantic  coalition-building, 
acekeeping  missions  in  red-hot  spots,  and  lots  of  foreign  aid. 
Meanwhile,  the  abrupt  halt  to  the  10-year  economic  boom 
uffed  out  the  revenue  gusher  Bush  bad  counted  on  to  pay 
compassionate  social  spending  and  conservative  tax  cuts. 


Deepened  by  the  economy's  post-September  11  swoon,  the 
downturn  burned  a  hole  through  the  budget  even  as  it  be- 
came clear  that  national  security  outlays  would  have  to  rise 
for  the  foreseeable  future. 

On  top  of  those  blows  to  the  economy  and  investing  came 
the  collapse  of  Enron  Corp.  Its  saga — replete  with  tales  of 
creative  accounting,  insider  dealing,  and  a  web  of  political  in- 
fluence that  reached  far  into  both  Republican  and  Democrat- 
ic circles — is  compelling  a  deregulation-minded  White  House 
to  rush  out  new  controls  on  the  financial  sector. 

The  shift  from  peace  and  prosperity  to  open-ended  war  and 
deficits  represents  one  of  the  most  wrenching  turnabouts 
for  any  recent  President.  While  Bush's  commitment  to  con- 
servative principles  remains  unswerving,  the  Right's  antennae 
are  twitching.  Says  David  A.  Keene,  chairman  of  the  Amer- 
ican Conservative  Union:  "Bush  walks  a  fine  line.  He  wants 
smaller,  less  intrusive  government  but  is  now  presiding  over 
a  government  that's  big  and  growing." 

True,  but  it's  mainly  growing  in  a  relatively  narrow  sector: 
military  spending  and  a  new  rapid-response  system  to  deal 
with  terrorist  attacks.  In  the  President's  2003  budget,  sched- 
uled to  be  released  on  Feb.  4,  the  Pentagon  and  new  Office  of 
Homeland  Security  will  get  $64  billion  in  new  budget  au- 
thority. But  because  Bush  wants  all  appropriations  to  rise  less 
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than  5%,  other  programs  will  be  squeezed  hard,  setting  up 
battles  with  congressional  Democrats  and  Republicans  alike. 

These  altered  priorities  represent  a  big  shift  from  Bush's 
original,  bountiful  "tax-cut  and  spend"  vision,  and  they  are  a 
key  reason  the  President  needs  to  think  about  a  new  agenda. 
The  other  reason  is  his  substantial  record  of  first-year  ac- 
complishments. The  leader  whose  legitimacy  was  once  in 
doubt  has  done  an  immensely  skillful  job  of  getting  his  core 
policies  in  place.  Taking  office  amid  the  fog  of  the  disputed 
Florida  vote,  he  managed  wins  on  many  of  his  "big  reforms": 
a  10-year  cut  in  marginal  tax  rates,  a  plan  to  boost  school  per- 
formance, and — because  of  the  war — a  big  downpayment  on 
military  modernization.  Only  Social  Security  investment  ac- 
counts and  a  "faith-based"  an- 
tipoverty  initiative,  always  the  most 
problematic  items  on  his  A-list, 
eluded  him. 

A  President's  fruitful  first  year 
often  marks  the  apogee  of  his  pow- 
er, though,  and  now  Bush  faces  a 
stark  new  world.  It  is  marked  by 
the  rising  unemployment  that's  a 
hallmark  of  the  New  Economy 
bust,  projections  of  future  deficits, 
post-Enron  pressure  for  re-regula- 
tion, angst  over  health-care  costs, 
and  alarming  poverty  statistics.  But 
unlike  Clinton,  who  riffed  his  way 
through  office,  moving  fluidly  from 
advocacy  of  a  national  health  sys- 
tem to  welfare  reform,  Bush  is 
hemmed  in  by  his  desire  for  con- 
stancy. He  thinks  of  himself  as  the 
anti-Clinton  and  meant  to  replace 
Bill's  jam-session  jazz  with  the  pre- 
dictable cadence  of  a  country-and- 
western  tune. 

For  Bush,  the  dizzying  pace  of 
change  poses  both  a  challenge  and 
an  opportunity.  And  it's  the  reason 
lights  at  the  White  House  are  burn- 
ing into  the  night  as  aides  labor  over 
his  Jan.  29  State  of  the  Union  speech. 
It  must  deftly  touch  on  the  Admin- 
istration's sure-footed  performance  in 
the  anti-terror  war — which  is  behind  Bush's  83%  approval  rat- 
ing— while  signaling  a  shift  to  domestic  matters  and  the  sickly 
economy. 

While  the  lightning  Afghan  campaign  was  a  tonic  for  Re- 
publicans, party  officials  know  that  battle  ribbons  won't  be 
much  help  for  GOP  incumbents  in  November  if  the  recovery  is 
anemic.  "This  is  becoming  a  Bush  economy,"  says  Thayer 
Capital  Partners  Chairman  Frederic  V.  Malek,  a  longtime 
family  friend.  "I  would  like  to  see  more  of  a  push  for  stimu- 
lus from  the  [President's]  economic  team,  because  we  need  it." 

Indeed,  as  the  focus  on  the  economy  grows,  Bush,  now 
basking  in  a  Churchillian  glow,  will  face  traditional  hazards 
that  bedevil  leaders  consumed  by  the  demands  of  war.  "Bush 
is  entering  a  minefield  period,"  says  Fred  I.  Greenstein,  a 
Princeton  University  Presidential  scholar.  The  economy  "is  an 
area  where  there  is  a  gap  between  his  rhetoric  and  reality." 

In  his  address,  the  President  will  attempt  to  link  his  stel- 
lar showing  on  the  national-security  front  to  another  war 
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that  has  to  be  won:  vanquishing  the  recession  and  gel 
growth  rates  into  the  3%  range.  To  Bush's  conservative! 
nomic  advisers  (page  32),  that  requires  the  removal  of 
one  calls  "roadblocks  to  growth" — government  waste,  i[ 
latory  barriers  to  small  business  and  the  Internet  ecoi  j 
high  litigation  .costs,  and  a  complex  and  inefficient  tax  ccx  f 
also  means  curbing  the  country's  reliance  on  foreign  oil 
Bush's  political  advisers,  led  by  White  House  coun 
Karl  Rove,  have  more  immediate  concerns.  To  limit  a  bac  | 
over  the  economic  slump,  the  Administration  will  bi 
leftover  stimulus  ideas  into  a  rechristened  "economic 
ty  program."  In  West  Virginia  on  Jan.  22,  Bush  set  the 
urging  Congress  to  "keep  in  mind  one  word — jobs." 


ACCOMPLISHMENTS 


WAR  ON  TERROR  September  11  gave  Bush's  Press 
an  overarching  mission.  It  also  boosted  efforts  to 
modernize  the  military  and  deploy  Star  Wars. 

BIG  TAX  CUT  Read  his  lips — he  meant  it.  The  hard-f 
$1.35  trillion  tax  cut  is  his  signature  domestic  achiev 

EDUCATION  REFORM  In  this  key  victory,  the  Presic 
showed  he  can  cut  deals  with  Dems  when  it  suits  t 


The  key  elements  of  "economic  security"  are  accelen 
tax  cuts,  extended  unemployment  benefits,  tax  breaks 
purchasing  health  insurance,  and  a  dollop  of  more  mc 
for  working  moms  and  inner-city  youths.  Political  pros  \ 
this  kind  of  repackaging  amid  budgetary  stringency  as  * 
tual  compassion."  Says  University  of  Texas  political  scier 
Bruce  Buchanan:  "This  is  a  rhetorical  rather  than  substan 
exercise.  There's  no  way  Bush  can  get  to  the  left  of 
mocrats  [on  aiding  recession  victims].  But  as  was  the  cast 
prescription  drugs,  he'll  just  throw  a  plan  out  there." 

Although  the  aid  is  far  less  than  Democrats  desire. 
White  House  hopes  its  economic  security  blanket  sig 
that  compassionate  policies  will  continue.  "Bush  may 
read  the  polls,  but  his  advisers  sure  do,"  says  the  A« 
Keene.  "At  a  time  of  anxiety  over  jobs  and  personal  sal 
it's  smart  to  use  a  powerful  term  like  'security'  But  fro 
conservative's  standpoint,  it's  also  a  bit  dangerous.  Yo 
speaking  the  language  of  the  opposition." 


. 


ovember  if  the  economic  recovery  is  anemic 


.dually,  Bush's  biggest  problem  isn't  resistance  from  con- 

•atives  who  fear  that  individual  freedoms  will  be  sacrificed 

>  the  sake  of  fighting  terrorism  and  recession.  More  worri- 

iie  are  mainstream  voters  who  might  not  discern  much  of  a 

i  ty  net  behind  the  President's  economic  pep  talks.  "Repub- 

j  is  need  a  lunch  box  economic  theory  that  goes  beyond  tax 

ays  Bruce  Reed,  president  of  the  Democratic  Leadership 

I  incil.  "It's  an  interesting  challenge  to  show  you  care  when 

.  don't  want  to  lift  a  finger." 

}ush,  of  course,  plans  to  do  quite  a  bit  more  than  that,  but 

burdened  by  a  lack  of  resources  and  the  impression  that 

accepts  new  social  spending  only  as  a  bargaining  chip 

his  all-powerful  tax  cuts.  Beyond  that,  most  political  ex- 


campaign  media  adviser:  "The  war  and  recession — and  clearly, 
it  is  not  a  'Bush  recession' — mean  that  dollars  are  now  very 
limited.  If  not  a  lot  gets  done  this  year,  the  war  becomes  a  fil- 
ter for  everything." 

That's  not  to  say  the  Administration  won't  try  to  move  the 
ball  on  Capitol  Hill  with  a  program  of  carryover  items,  such 
as  a  patients'  rights  bill,  and  a  few  new  overtures.  Says  one 
business  lobbyist:  "Karl  Rove's  plan  is  to  keep  the  pipeline  full 
so  the  President  can  dominate  the  agenda.  A  lot  of  these  sec- 
ondary items,  like  patients'  rights,  don't  cost  very  much.  So 
we're  back  to  the  old  Clinton  idea:  'I  share  your  pain.' " 

While  the  White  House  has  not  finalized  ideas  for  Bush's 
Jan.  29  speech,  here's  a  glimpse  of  the  evolving  agenda: 


ing  a  patients'  bill  of  rights. 

oration  of  fast-track  trade-negotiating  authority. 

ting  parts  of  the  stalled  stimulus  package. 

ng  a  national  energy  plan  in  place. 

promise  on  a  scaled-back  "faith-based  initiative." 

anteeing  terrorism  insurance  for  business. 


PROBABLY  GOING  NOWHERE 


►  Private  Social  Security  accounts. 

►  Medicare  overhaul  and  new  drug  benefit  for  seniors. 

►  Big  tax  breaks  for  corporations. 

►  Aggressive  rollback  of  regulations. 

►  Large-scale  tort  reform. 


Is  think  that,  stylistically  at  least,  the  President  who 
fers  to  extol  personal  responsibility  has  little  choice  but  to 
I  Americans  that  government  will  fight  the  downturn.  It's 
sson  seared  into  his  consciousness  by  Bush  Sr.'s  fall  from 
ice  after  the  glory  of  the  Persian  Gulf  War.  "The  public  has 
see  concrete  evidence  of  concern,"  says  a  GOP  consultant, 
you  have  to  say,  'Message:  I  care,'  they  know  you  don't." 
Despite  Bush's  aggressive  effort  to  inoculate  himself  from 
!  Enron  scandal,  Democrats  hope  to  make  the  midterm 
ctions  a  referendum  on  budget  deficits  and  Bush's  blindness 
corporate  abuses.  But  political  experts  doubt  that  an  attack 
5ed  on  bemoaning  budgetary  red  ink  will  move  many  vot- 
s.  And  Democrats'  links  to  Enron's  political  piggybank  un- 
rmine  charges  of  a  GOP  scandal. 

"Bush  has  faced  cataclysmic  changes,"  says  Brown  University 
itical  scientist  Darrell  West,  "but  there's  an  upside."  For  in- 
nce,  the  President  can  now  "blame  his  budget  and  econom- 
woes  on  Osama  bin  Laden."  Adds  Mark  McKinnon,  Bush's 


HELP  FOR  WORKERS:  Bush  plans  to  put  just  under 
$100  billion  in  the  budget  for  stimulus,  but  aides  fear  that 
Senate  Majority  Leader  Tom  Daschle's  latest  offer  of  a 
slimmed-down  package  is  a  ploy.  In  that  case,  Bush  will  try 
for  piecemeal  passage  of  key  items,  such  as  extended 
unemployment  benefits  and  money  to  help  buy  health 
insurance. 

Prospects:  Chances  for  a  modest  economic  security  package 
look  good. 

FAST  TRACK:  Building  on  last  year's  House  passage  of 
legislation  restoring  the  President's  ability  to  speed  trade 
pacts  through  Congress,  the  White  House  will  push  to  get 
enough  moderate  Senate  Democrats  on  board  to  break  the 
deadlock.  Compromise  language  that  pays  more  heed  to  la- 
bor and  environmental  protections  is  pivotal. 
Prospects:  Decent.  U.  S.  Trade  Representative  Robert  B.  Zoellick 
is  in  dealing  mode,  and  House  gop  hardliners  may  go  along. 
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Investors  and  retirees  are  likely  to  get  new  protections 


ENERGY:  On  the  energy  front,  Bush  and  Vice-President 
Dick  Cheney  are  trying  to  dislodge  a  comprehensive  bill 
from  the  Senate  and  are  using  the  argument  that  it's  really  a 
jobs  program.  Under  the  leadership  of  Energy  Committee 
Chairman  Jeff  Bingaman  (D-N.  M.),  Democrats  have  already 
added  conservation  incentives  to  the  pro-production  Cheney 
plan.  The  hangup  is  drilling  in  the  Arctic  National  Wildlife 
Refuge.  Moderate  Republicans  warn  that  the  fight  isn't  worth 


New  Directions 


"ECONOMIC  SECURITY"  FOR  WORKERS  Key  elements:  ex- 
tended unemployment  benefits;  tax  credits  for  health  insur- 
ance; education  and  training  for  those  who  lose  jobs  due  to  for- 
eign competition;  and  a  little  more  money  for  the  Job  Corps 
and  working  moms. 

NATIONAL  SECURITY  The  Pentagon  gets  up  to  $48  billion  in  spend- 
ing authority;  $16  billion  goes  to  the  Office  of  Homeland  Security. 

SIMPLIFYING  TAXES  Treasury  is  studying  ways  to  simplify  the 
tax  code  and  broaden  the  revenue  base. 

HEALTH  CARE  Bush  aides  dream  of  replacing  the  current  sys- 
tem, run  by  government  and  employers,  with  one  that  is  largely 
employee-financed. 

BROADBAND  DREAMS  Techies  are  pressing  the  Adminis- 
tration to  make  universal  access  to  high-speed  Internet  con- 
nections a  priority  and  to  provide  federal  incentives. 

MORE  HOMEWORK  The  Prez  plans  to  follow  up  this  year's 
school  reforms  with  a  continuous  stress  on  education.  His 
2003  budget  adds  $2  billion  for  poor  districts  and  special  ed. 


ing  co-payments  and  deductibles,  interest  in  patient  proteil 
is  running  high.  The  big  sticking  point  on  the  health  front  [ 
promised  Medicare  prescription-drug  benefit  for  seniors.  I J 
campaigned  on  a  $150  billion  plan  that  many  experts  sa\ 
derstates  the  cost  of  the  new  entitlement.  Later  this     i 
Iowa  Senator  Charles  E.  Grassley,  top  Republican  on  the 
ate  Finance  Committee,  will  introduce  something  a  little  i 
realistic.  The  price  tag:  $300  billion.  There's  just  one  probl 
says  Grassley:  "I  don't  see  where  we  get  [ 
$300  billion."* 

The  Administration  will  insist  that  with 
Medicare  cost  controls,  the  government  ml 
be  able  to  afford  prescription  drug  subsidies,  j 
Dems  are  set  to  go  on  the  attack,  charging 
the  elusive  benefit  is  another  example  of  Bi! 
tax  cut  crowding  out  social  spending.  "Thl 
demagogue  us  on  the  issue  and  insist  it's  anof 
case  of  our  policies  being  tilted  to  the  rich," 
gop  demographer  John  Morgan. 
Prospects:  Good  for  patients'  rights,  bleak  1 1 
drug   benefit — though   both   parties    wil 
through  the  motions. 

BUSINESS  TAX  BREAKS:  Corporate  Ail 
ica's  plan  to  use  the  stimulus  package  as  aT 
hide  for  tax  breaks  such  as  accelerated  del 
ciation  and  relief  from  the  alternative 
tax  fizzled  with  the  demise  of  the  House 
"Frankly,"  says  one  lobbyist,  "the  corpo;| 
guys  overreached  with  AMT  and  managed 
look  like  hogs  at  the  trough."  Now,  busij 
reps  talk  glumly  of  just  extending  the  life  of  I 
research-and-development  tax  credit  and  o 
expiring  business  incentives. 
Prospects:  A  few  small  breaks  pass  this  year,] 
when  it  comes  to  generous  corporate  tax  J 
lief,  the  train  has  left  the  station — and  not 
was  aboard. 


it,  but  Bush  thinks  he  has  enough  labor  support  to  prevail. 
Prospects:  Compromise  legislation  should  pass  this  year. 

HEALTH  CARE:  Administration  officials  desperately  want  an 
accord  with  the  Democrats  on  a  patients'  bill  of  rights  now  that 
lawmakers  have  bowed  to  White  House  demands  that  make  it 
harder  to  win  big  judgments  against  insurance  companies. 
With  both  parties  concerned  about  angry  consumers  hit  by  ris- 


TAX  SIMPLIFICATION:  Although  coi 
tions  may  be  left  empty-handed,  that 
mean  Bush  is  through  tinkering  with  the 
code.  The  Treasury  Dept.  has  given  the  WJ 
House  options  for  what  could  turn  into  a 
study  of  tax  simplification.  By  2004,  the  p 
could  form  the  basis  of  a  reelection  issue 
overhaul  to  make  taxes  "fairer  and  flatter."  II 
would  be  music  to  conservatives'  ears  since  tl 
want  Bush  to  commit  to  still-lower  rates  arl 
whack  at  the  capital-gains  tax.  Says  Treasl 
Secretary  Paul  H.  O'Neill:  "We  [first]  nee<| 
work  on  simplification  [ideas]  that  are  wil 
our  control  while  we're  thinking  about  soj 
thing  bigger." 
Prospects:  Republicans  don't  tend  to  run  for 

fice  without  brandishing  a  tax  cut,  so  Bush  may  rev  up 

tax-reform  issue  at  reelection  time. 


MORE  SCHOOL  REFORM:  The  Administration  is  p 
ning  a  vigorous  follow-on  effort  to  this  year's  educatl 
reform  bill.  The  President  plans  to  put  an  additional| 
billion  in  the  budget  for  inner-city  school  districts 
special-ed  programs.  Aides  say  he  will  keep  barnstorrrl 
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Special  Report   bush's  new  reality 


The  Enron  scandal  has  put  the  kibosh  on  Administraii1 


the  country,  talking  up  the  need  for  more  improvements. 
Prospects:  Very  Clintonesque.  Bush  will  back  targeted  edu- 
cation aid  each  year  to  spotlight  his  commitment  to  a  national 
literacy  program. 

SOCIAL  SECURITY:  The  recession  and  the  return  of 
deficits  have  doomed  Bush's  call  for  private  investment  ac- 
counts. Nervous  GOP  incumbents  have  told  the  White  House 
to  clam  up  on  the  subject  until  after  the  midterm  elections. 
To  complicate  matters,  gross  domestic  product  would  have  to 
bounce  back  to  boom  levels  before  the  idea  could  be  viable 
again  since  Bush  blew  the  estimated  $1  trillion  transition 
cost  of  a  semi-private  retirement  system  on  his  tax  cut. 
Prospects:  The  President  will  revisit  the  idea  of  modest  in- 
vestment accounts  in  2003.  Sooner  or  later — make  that  much 
later — the  idea  will  probably  become  a  reality. 

REGULATORY  REFORM:  The  Enron  debacle  has  put  the 


kibosh  on  plans  for  large-scale  legislative  deregulate 
business.  The  Bushies  will  try  to  do  what  they  can  vii 
ministrative  action,  using  the  Office  of  Management  &  Bi 
as  a  hit  squad  for  costly  regs.  Similarly,  dreams  of  a  n 
overhaul  of  the  tort  law  system  are  giving  way  to  a  lest 
bitious  agenda.  "We  will  try  to  go  issue  by  issue,"  sayt 
corporate  rep,  "trying  for  limits  on  the  tort  bar  on  seh 
pieces  of  legislation  rather  than  going  the  big-reform  n 
The  Administration  will  soon  propose  some  new  con 
over  business  as  part  of  the  Enron  fallout.  Bush  is 


v 


urged  to  tighten  corporate  governance,  provide  invej  k 
with  a  more  transparent  flow  of  financial  data,  and  limit 
gle-stock  holdings  in  employee  401(k)  plans.  "You  canru 
the  one  hand  extol  the  rise  of  the  investor  class  and  leav< 
impression  that  the  game  is  rigged  against  the  little  | 
says  one  lobbyist  who  advises  the  White  House.  "New 
trols  are  needed  to  flush  out  the  system." 
Prospects:  Bush  may  announce  new  investor  and  retiree 


HARDLY  A  ROUT  IN  THE  WAR  ON  RECESSION 


The  contrast  could  not  be  more  strik- 
ing: When  it  comes  to  waging  the 
global  campaign  against  terrorism, 
the  Bush  War  Cabinet,  led  by  Defense 
Secretary  Donald  H.  Rumsfeld,  has 
been  as  on-target  as  a  smart  bomb.  But 
can  the  same  be  said  of  Bush's  econom- 
ic team — a  seemingly  leaderless  bunch 
whose  titular  commander  is  Treasury 
Secretary  Paul  H.  O'Neill? 

While  Bush's  economic  aides  pushed 
hard  for  the  President's  $1.35  trillion 
tax  cut,  they  have  been  less  successful 
battling  the  recession.  The  Administra- 
tion has  failed  to  speak  with  a  single, 
reassuring  voice  on  the  slump.  It  was 
unable  to  muscle  a  stimulus  package 
through  Congress,  often  stepping  on 
Capitol  Hill  toes.  And  it  has  sparked 
confusion  about  international  economic 
policy  by  vowing  to  end  big  bailouts — 
then  handing  billions  to  Turkey  and  Ar- 
gentina before  saying  no  mas  when  Ar- 
gentina asked  for  more.  Says  a  top 
outside  counselor  to  the  White  House: 
"The  challenge  for 
Bush  in  2002  is  to 
make  the  domestic 
and  economic  team 
look  half  as  good 
as  his  war  team 
was  in  '01." 

True,  the  econo- 
crew  has  had  sig- 
nificant successes. 
Besides  an  enor- 
mous victory  on 
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the  tax  cut,  which  pumped  $38  billion 
into  a  sagging  economy,  it  helped  get  fi- 
nancial markets  reopened  less  than  a 
week  after  September  11.  And  it  has 
clamped  down  on  a   web  of  terrorist  fi- 
nancial networks. 

The  troika — Treasury's  O'Neill,  top 
White  House  economic  aide  Lawrence 
B.  Lindsey,  and  Council  of  Economic 
Advisers  Chairman  R.  Glenn  Hub- 
bard— are  astute  analysts  and  strong 
personalities.  But  no  one  has  emerged 
as  first  among  equals. 

Bush's  advisers  defend  their  perform- 
ance, insisting  their  first  year  has  been 
successful.  And  they  say  many  of  their 
earlier  clashes  have  been  resolved.  'The 
reporting  about  how  the  team  works  is 
way  behind  the  power  curve,"  says 
O'Neill,  "We're  coming  along."  Adds 
Lindsey:  "Criticism  is  part  of  the  game. 
We've  done  pretty  well." 

O'Neill,  the  former  ceo  of  Alcoa  Inc., 
wins  high  marks  for  coordinating  the 
campaign  against  terrorist  financing. 


b 
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Still,  he  has  embarrassed  the  A 
tion  with  blunt  comments  on  ev 
from  the  health  of  the  dollar  to 
of  Congress.  Many  of  those  rem 
such  as  calling  an  ill-fated  Hous 
lus  plan  "show  business,"  were 
ingly  candid  and  accurate.  But  1 
ton  insiders  and  Wall  Street — a 
to  obfuscation  by  public  figures- 
know  what  to  make  of  O'Neill,  i 
Michael  Mussa,  a  former  econon 
Reagan  White  House:  "He  has  t 
chant  for  saying  the  right  thing 
wrong  time.  In  a  job  where  whi 
is  an  important  part  of  the  impa  is 
have,  it  has  been  a  problem." 

Nowhere  is  that  more  true 
when  it  comes  to  the  dollar.  On 
O'Neill  tried  to  signal  Treasury 
comfort  with  Japan's  attempts 
down  the  yen.  But  his  commen 
stead  convinced  traders  that  th 
would  wink  at  a  rising  yen  and 
dollar.  O'Neill  just  shrugs  at  th 
cism  of  his  candor.  "I  don't  kno 
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THE  TAX  CUT 

huge  political 
victory  that  also 
pumped  nearly  $40  bil- 
lion into  a  sagging  econ- 
omy. But  the  massive 
long-term  cost  will 
sharply  constrain  Bush's 
future  agenda. 


fb 


RESPONSE  TO 
SEPT.  11  The 

eco  team 
helped  get  financial 
markets  back  in  busi- 
ness in  less  than  a  week 
and  cracked  down  on 
worldwide  sources  of 
terrorist  funding. 


STIMUL 

PACKAC 

turned  in 
hodgepodge  of  be 
geted,  ill-timed  ir 
and  the  White  He 
could  not  cut  thrc 
political  squabblii 
win  passage. 


, 


u  s  for  large-scale  deregulation  of  business 


:     as  soon  as  the  State  of  the  Union.  New  curbs  "are 
ig"  from  Congress,  shrugs  one  adviser.  "We  might  as 

Baget  ahead  of  the  curve." 

"i 

sjdging  by  the  number  of  items  on  the  President's  to-do  list, 
seems  intent  on  projecting  a  picture  of  Teddy  Roosevelt- 
igor,  even  in  the  face  of  vanishing  surpluses  and  rising  se- 
( ibligations.  "The  country  has  always  liked  activists  in  the 
■  House,"  says  GOP  pollster  Robert  Teeter.  "George  W.  is 
s  moving,  always  looking  for  big  things  to  do.  And  when 
hing  unexpected  like  Enron  comes  along,  he  says  'let's 

ih  Republican  fix'  for  the  problem." 

I  course,  it  is  far  from  clear  yet  that  Bush  has  "fixed"  the 
from  Enron,  which  continues  to  widen  as  a  case  study 

J  bandar  collapse.   And   an 

i  )my  staggering  under  mas- 
overcapacity  and  consumer 
may  not  be  prone  to  repair 


g  the  truth,"  he  says.  "I 
really  offensive  to  people 
vn." 

he  has  become  a  lightning 
e  Right.  Commentators 
d  for  his  head,  and  some 
ikers  want  him  dumped, 
lator  Charles  E.  Grassley 
the  senior  Republican  on 
■  Finance  Committee,  is  a 
y  of  his  colleagues  are  less 
.  "The  private  view  is  that 

00  much  and  gives  away 
to  the  Democrats  too  ear- 
jrassley. 

Souse  sources,  however,  insist 
ill  still  enjoys  Bush's  trust 
kb  is  safe.  What's  more,  the 
in  a  recession,  and  there  is  no 
loice  to  replace  him.  Also, 
rflects  conservative  criticism 

y,  who  was  Bush's  economic 
or  during  the  campaign,  still 
resident's  ear.  He's  highly  re- 
n  Wall  Street  and  has  good 
ns  with  the  world's  money 
3ut  he  is  seen  as  a  weak  man- 

1  because  he  aggressively  pro- 
own  agenda  of  supply-side 


O'NEILL:  "I  donl  know  liow  to  stop  telling  the  truth 

tax  cuts  and  tax  breaks  for  the  poor,  he 
can't  act  as  an  honest  broker  of  ideas. 

Lindsey,  too,  has  stumbled  with  re- 
cent public  comments — including  his  de- 
scription of  the  collapse  of  Enron  Corp. 
as  a  "tribute  to  American  capitalism." 
Says  one  Administration  official:  "Larry 
is  kind  of  spontaneous." 

Hubbard,  the  least-known  of  the  troi- 
ka, is  highly  regarded  as  an  academic 
economist.  His  skill  in  tax  and  financial 
matters  is  considered  a  strong  asset.  And 
he  has  quietly  asserted  influence  on  is- 
sues ranging  from  Social  Security  reform 
to  international  economics.  But  he  hasn't 


with  just  a  little  splash  of  economic-security  assistance. 
Ultimately,  the  President  who  now  inhabits  the  political 
stratosphere  will  be  judged  by  his  economic  stewardship  and 
ability  to  tackle  problems  that  Americans  care  about  most: 
jobs,  affordable  health  care,  decent  schools,  and,  yes,  protec- 
tion from  terrorist  bombers.  Now  that  the  New  Economy 
boom  has  given  way  to  the  sobering  morning  after,  it's  clear 
that  the  President — still  drawn  to  sweeping  ideas — has  more 
wall  than  wallet  to  pursue  his  vision. 

That  could  present  the  ultimate  irony  for  Bush,  the  studied 
anti-Clinton.  Unless  growth  returns  to  boom-time  levels,  he 
could  increasingly  be  forced  to  adopt  some  of  his  reviled  prede- 
cessor's favored  tactics:  big  talk  but  micro-programs,  horse-trad- 
ing that  results  in  the  gradual  disappointment  of  his  ideological 

base,  and  some  smooth  political  palaver  to 
cover  it  all  in  a  cloud  of  empathy. 

With  Richard  S.  Dunham  and  Rich 
Miller  in  Washington  and  bureau  reports 


been  an  effective  public  advocate. 
And  he  lacks  the  clout  to  broker  dis- 
putes between  the  other  principals. 

There  are  compelling  reasons  why 
the  economic  crew  may  never  meas- 
ure up  to  the  national-security  team. 
While  September  11  galvanized  the 
Administration  and  nation  around  a 
single  goal — protecting  America — 
there  is  no  such  focus  when  it  comes 
to  the  economic  challenges.  Says 
Goldman,  Sachs  International.  Vice- 
Chairman  Robert  D.  Hormats: 
"Bush  is  Commander-in-Chief  of  the 
military,  not  the  economy." 
In  addition,  until  recent  days,  the 
President  has  been  far  more  engaged  in 
the  war  than  in  domestic  economics. 
And  the  Pentagon  has  enjoyed  a  rela- 
tively free  hand,  largely  immune  from 
the  pressures  of  both  Congress  and 
Bush's  powerful  political  commissars, 
Karl  Rove  and  Karen  Hughes. 

With  the  U.  S.  struggling  with  reces- 
sion and  rising  unemployment,  and 
with  congressional  elections  looming, 
Bush  needs  to  seize  control  of  the  eco- 
nomic agenda  if  he  is  to  maintain 
strong  support  among  voters.  That 
means  his  economic  team  will  have  to 
prove  that  it  can 


APAN  A  low- 
ey  approach  to 
conomic  re- 
apan  failed  as 
the  Clintonites' 
sctoring.  And 
efforts  to  sig- 
jasure  with 
ckfired. 


GLOBAL 
ECONOMICS 

Mixed  mes- 
sages turned  efforts  to 
reform  the  IMF  into 
a  muddle.  Bushies 
vowed  to  end  old-style 
bailouts  but  backed 
them  anyway. 


SP 


ENTITLEMENT 
REFORM 

Handpicked 
commission  couldn't 
find  a  fix  for  Social  Se- 
curity. Medicare  reform 
is  on  hold.  Resurgent 
deficits  will  stymie  re- 
form efforts  for  years. 


BOTTOM  LINE  The 

slump  was  beyond 
Bush's  control.  On  bal- 
ance, his  policies  helped 
soften  the  blow.  But  he 
could  have  pressed  for 
quicker  action  on  stimu- 
lus, airport  security,  and 
terrorism  insurance. 


be  as  effective 
bolstering  the 
economy  as  the 
Administration  has 
been  in  battling 
terrorism. 

By  Howard 

Gleckman  and 

Rich  Miller,  with 

Lee  Walczak,  in 

Washington 
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BRACING  FOR 

A  BACKLASH 


After  Enron, 
business  may  be 
subjected  to  a  new 
wave  of  regulation 

During  the  1990s  boom,  Ameri- 
cans had  mixed  views  about  the 
world  of  business.  Most  ap- 
plauded the  bounty  produced  by 
the  U.S.  economy,  support  for 
deregulation  was  on  the  upswing,  and 
many  rushed  to  grab  a  slice  of  the  pie 
by  investing  in  the  rising  stock  market. 
For  many,  business  simply  became  cool. 
Yet  even  with  the  bull  market  and  the 
New  Economy  in  full  swing,  a  backlash 
began  to  build  as  many  also  grew  angry 
at  the  perceived  high-handedness  of  big 
corporations:  the  uncaring  HMOs,  the 
lousy  airline  and  telephone  service,  the 
price-gouging  drugmakers,  and  the 
sweatshops  run  by  shoe  and  garment 
makers. 

Now   the    En-  W 
ron   Corp.   scan- 
dal— coming     on 
the    heels    of  a 


sharp  recession,  a  tumbling  market,  and 
an  extended  stretch  during  which  many 
of  the  most  vaunted  business  success 
stories  of  the  late  1990s  proved  to  be 
chimeras — threatens  to  push  the  anti- 
corporate  button  all  over  again.  True, 
two-thirds  of  Americans  still  think  cor- 
porations make  good  products  and  com- 
pete well  in  the  global  economy,  ac- 
cording to  a  Business  Wee/c/Harris  poll 
taken  Jan.  16-21.  Only  a  third,  how- 
ever, feel  large  companies  have  ethi- 
cal business  practices  and  just  26% 
believe  they  are  straightforward  and 
honest  in  their  dealings  with  con- 
sumers and  employees.  "The  back- 
lash is  beginning,"  warned  General 
Electric  Co.  Chief  Executive  Jeffrey 
R.  Immelt  at  a  talk  with  Business- 
Week Editor-in-Chief  Stephen  B. 
Shepard  in  New  York  on  Jan.  15. 
"Credibility  and  trust  is  every- 
thing [in  business].  And  be- 
cause of  the  recession,  be- 
cause of  Erron,  that  trust  has 
evaporated." 

Will  the  public  mood 
become  increasingly  at 


y>§r! 


L^fet* 


Is  with  big  business  and  the  culture 
nvesting?  Certainly,  what's  emerging 
i  political  climate  that  appears  much 
re  open  to  government  regulation 
n  has  been  the  case  for  years.  A 
ckdown  on  the  accounting  industry 
ms  likely.  Board  directors  may  get 
with  new  rules  about  conflict  of  in- 
est,  as  well  as  new  responsibilities 
oversee  corporate  audits.  Companies 
so  could  face  restrictions 
the   ability  to  fund 
)l(k)s  with  their  own 
>ck.  "I  worry  that  En- 
will  unleash  a  welter 
restrictive  new  regula- 
is,"  frets  Steven  A.  Ray- 
nd,  CEO  of  Tech  Data 
[•p.,  a  Clearwater  (Flaw- 
ed computer  distributor. 
5ven  campaign-finance 
orm  could  get  a  lift.  Af- 
all,   Enron's  largesse 
h  elected  officials  has 
,  a  widespread  impres- 
n  that  it  paid  the  cops 
its  beat  to  take  a  nap. 
le  Enron  scandal  clearly 
»ws  that  legislators  were 
uenced  by  campaign  do- 
ions  and  didn't  live  up 
their  watchdog  duties," 
s  David  Clay,  a  veteran 
tory    hand    at    Boeing 
s     aircraft     plant     in 
erett,  Wash. 

If  course,  public  anger 
political  furor  often 
/e  a  way  of  fading  quickly  in  Wash- 
;ton.  Gun  control  looked  like  a  no- 
uner  after  the  Columbine  shootings, 
wound  up  blocked  by  powerful 
groups  such  as  the  National  Rifle 
Assn.  Corporate  lobbyists  are  al- 
ready working  hard  to  head  off  En- 
ron-related regulation.  The  heat 
also  is  unlikely  to  affect  many  of 
the  broader  deregulatory  efforts 
that  have  brought  sweeping 


change  to  industries  such  as  banking 
and  telecommunications. 

Clearly  there  are  signs  of  a  growing 
disenchantment  with  business.  While 
the  BusinessWeek/Harris  poll  shows  that 
a  core  16%  of  Americans  have  "a  great 
deal  of  confidence"  in  people  running 
major  companies — up  slightly  from  the 
15%  who  felt  that  way  in  1999— the 
percentage  who  have  "hardly  any"  con- 


more  control  over  401(k)  plans.  Limiting 
the  amount  of  employer  stock  in  such 
plans  is  only  the  first  step.  The  afl- 
cio  also  argues  that  401(k)s  should  be 
governed  like  union  pension  funds,  with 
boards  comprising  employees  as  well  as 
company  officials.  Such  independent 
oversight  could  resonate  widely.  "There 
should  be  outside  management  of  re- 
tirement funds,"  says  Carol  Otten,  an 


BusinessWeek/Harris  Poll* 


A  GROWING  SENSE  OF  ANGER 

Disenchantment  with  Corporate  America  is  on  the  rise. 


►  Would  you  say  you  have  a  great  deal  of 
confidence,  only  some  confidence,  or  hardly 
any  confidence  in  the  people  running  major 
corporations? 

A  GREAT  DEAL  ONLY  SOME  HARDLY  ANY 

1999 15% 69% 13% 

2002 16% 56% 24% 

►  Enron  executives  have  been  charged  with 
putting  their  own  personal  interests  ahead  of 
workers'  and  shareholders'.  Do  you  think  this 
is  true  of  many  other  large  companies,  or  not? 

Is  True 79% 

Is  Not  True 14% 

Not  Sure 6% 

*  Based  on  a  survey  of  886  adults  conducted  Jan.  16-21,  2002. 
Results  should  be  accurate  within  3  percentage  points. 


►  Enron  employees  had  a  lot  of  their  40T(k) 
and  retirement  money  in  the  company's 
stock,  so  they  lost  most  of  it  when  the 
company's  stock  crashed.  Do  you  think  the 
government  should  regulate  companies  more 
closely  to  prevent  this  from  happening  at 
other  companies,  or  not? 

Government  should  regulate 73% 

Government  should  not  regulate 23% 

Not  Sure 4% 

Decline  to  Answer 1% 


BusinessWeek  online 


For  full  poll  results,  go  to  the  Feb.  4  issue  online 
at  www.businessweek.com 


fidence  in  business  leaders  nearly  dou- 
bled to  24%,  from  13%  in  1999. 

Although  there  is  no  concrete  evi- 
dence yet  that  Enron  is  adding  to  that 
disenchantment,  many  fear  that  the  sor- 
did tale  will  feed  suspicions  about  self- 
dealing  by  executives  and  the  nexus  of 
influence  between  companies  and  politi- 
cians. The  BusinessWeek/B. arris  poll 
finds  that  some  79%  of  Americans  be- 
lieve corporate  executives  put  their  own 
personal  interests  ahead  of  workers'  and 
shareholders',  as  Enron  officials  are  al- 
leged to  have  done.  Other  polls  find  sim- 
ilar results.  For  example,  a  Gallup  Or- 
ganization poll  released  on  Jan.  16  shows 
that  61%  of  those  closely  following  the 
Enron  story  believe  its  executives  did 
something  illegal.  Says  Governor  John  G. 
Rowland  (R-Conn.),  head  of  the  Repub- 
lican Governors  Assn.:  "The  average  guy 
on  the  street  sees  the  Enron  mess  and 
says,  'Oh,  another  corrupt  corporation.'" 

Reformers  are  moving  to  capitalize  on 
such  attitudes.  Reacting  to  the  pension 
losses  suffered  by  Enron  employees,  for 
example,  pension-rights  and  labor  groups 
have  ambitious  goals  to  give  workers 


assistant  vice-president  in  the  Chicago 
branch  of  Commerzbank,  a  Frankfurt- 
based  bank.  "With  the  ceo  not  involved 
and  no  company  stock  in  the  fund,  there 
wouldn't  be  this  question  of  accounta- 
bility" raised  by  the  Enron  case. 

Other  groups  cite  Enron  as  evidence 
of  the  need  for  new  regulatory  scrutiny 
of  the  big  accounting  firms.  They  argue 
that  Andersen  was  lax  because  it  got 
larger  fees  from  consulting  for  Enron 
than  from  auditing  the  company's  books. 
This  is  the  rule  in  the  industry,  not  an 
exception.  In  fact,  the  large  accounting 
firms  last  year  received  just  28%  of 
their  aggregate  fees  from  accounting, 
according  to  a  study  by  the  Investor 
Responsibility  Research  Center  Inc.,  a 
nonprofit  group  in  Washington  that  rep- 
resents institutional  investors. 

To  remedy  the  problem,  some  in- 
vestors want  to  limit  or  ban  auditors 
from  consulting  for  the  companies  they 
audit,  although  the  SEC  appears  little 
inclined  to  go  along  (page  38).  Others 
want  to  require  corporations  to  change 
their  accountants  every  seven  years. 
"Enron  has  given  investors  the  weapon 
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they've  been  waiting  for  to  really  make 
something  happen,"  says  Carol  Bowie, 
the  IRRc's  head  of  governance  research. 

In  addition  to  reform  groups,  the 
pressure  from  skittish  stock  investors  is 
having  at  least  a  short-term  effect  on 
some  companies.  For  example,  Kmart 
Corp.'s  Jan.  22  bankruptcy  filing  was 
triggered  in  part  by  Enron-inspired 
fears  (page  72).  So  was  Tyco  Interna- 
tional Ltd.'s  decision  that  day  to  split 
into  four  business  units  (page  70).  Tyco 
ceo  L.  Dennis  Kozlowski  says  he  took 
the  step  to  reassure  the  fast-growing 
conglomerate's  investors  that  its  com- 
plex financial  reporting  scheme  involved 
no  risky  accounting — a  move  that 
wouldn't  have  been  needed  if  the  Enron 
meltdown  hadn't  renewed  investor  skep- 
ticism about  its  bookkeeping. 

The  biggest  political  question  is 
whether  the  Enron  backlash  will  suf- 
fice to  push  through  campaign-finance 
legislation.  Substantial  curbs  on  cam- 
paign contributions  could  have  a  big  im- 
pact on  the  way  Washington  is  run. 
However,  that's  exactly  why  opponents 
are  likely  to  stall  any  key  votes  until 
the  scandal  has  died  down. 

The  outcome  of  that  battle  could  feed 
into  the  November  elections  as  well.  So 
far,  there's  no  evidence  that  close  ties  to 
Enron  executives  led  to  any  unethical 
actions  by  the  Bush  Administration  on 
the  company's  behalf.  But  Democrats 
may  try  to  use  the  opportunity  to  taint 
the  President  for  his  close  association 
with  Enron  Chairman  Kenneth  L.  Lay. 
More  broadly,  they  may  tap  the  anti- 
regulatory  mood  to  paint  the  GOP  as 
captive  supporters  of  unregulated  cor- 
porate power.  "Obviously,  that's  the  big- 
ger political  game  here — to  tie  the  En- 
ron albatross  around  the  necks  of 
Republicans  who  believe  that  govern- 
ment should  be  less  involved  in  mar- 
kets," says  Jerry  Taylor,  an  environ- 
mental expert  at  the  Cato  Institute,  a 
free-market  think  tank  in  Washington. 

Of  course,  10  months  is  an  eternity  in 
politics.  Events  may  simply  push  Enron 
out  of  the  public  consciousness  long  be- 
fore autumn.  Still,  many  average  Amer- 
icans were  suspicious  of  both  corpora- 
tions and  politicians  before  Enron  came 
along.  The  company's  collapse,  and  the 
open  question  as  to  whether  the  gov- 
ernment will  take  steps  to  guard  against 
future  corporate  meltdowns,  can  only 
add  to  the  public's  growing  sense  of 
cynicism  and  mistrust. 

By  Aaron  Bernstein  in  Washington, 
with  Brian  Grow  in  Atlanta,  Darnell 
Little  in  Chicago,  Stanley  Holmes  in 
Seattle,  Diane  Brady  in  New  York  and 
bureau  reports 


INVESTIGATIONS 


THE  SWAMP  FOX 
ON  ENRON'S  TAIL 

Is  Billy  Tauzin-a  longtime  accounting-industry 
pal-the  right  man  to  lead  the  Hill's  charge? 


Representative  W.J.  "Billy"  Tauzin, 
the  affable  Republican  chairman 
of  the  House  Energy  &  Com- 
merce Committee,  once  observed 
of  his  home  state  of  Louisiana  that  "half 
of  it  is  underwater.  And  the  other  half  is 
under  indictment."  That  pretty  much 
sums  up  Tauzin:  wickedly  funny,  dis- 
armingly  candid,  and — given  some  of 
the  politicians  Louisiana  has  produced — 
painfully  on  the  mark. 

Sometimes  called  the  Cagey  Cajun 
or  the  Swamp  Fox  for  his  droll  humor 
and  deft  politics,  Tauzin  is  a  master  at 
using  his  committee  to  full  effect.  While 
he's  leading  just  one  of  10  groups  look- 
ing into  the  Enron  Corp.  mess,  count 
on  him  to  be  at  the  center  of  the  action 
as  the  investigations  heat  up.  Thanks  to 
his  early  acquisition  of  documents  and 
digging,  much  of  what  has  come  to 
light  in  recent  weeks — including  the 
letter  that  Enron  executive  Sherron 
S.  Watkins  wrote  last  August  to  ceo 
Kenneth  L.  Lay  warning  of  the  compa- 
ny's impending  collapse — has  come  from 


PAPER  TRAIL 


Digging  through  Enron  papers,  Tauzin  staffers 
found  documents  that  may  prove  critical 


his  team  of  15  investigators. 
The  Enron  probe  won't  be 
the  first  controversy  to  put 
Tauzin  in  the  spotlight.  Many 
of  the  highest  profile  congres- 
sional hearings  of  the  past  18 
months  have  been  his  doing. 
Remember  the  Ford-Fire- 
stone probe?  That  was  his. 
The  hearings  into  the  elec- 
tion-night network-TV  projec- 
tions in  Florida?  Tauzin  again. 
The  California  energy  crisis? 
He  was  in  the  middle  of  that 
investigation,  too.  The  expla- 
nation for  his  frequent  forays? 
It's  partly  due  to  his  committee's  j 
diction — and  partly  his  own  desire 
be  the  showman. 

But  Enron  clearly  puts  Tauzin 
uncomfortable  position.  As  he  doggt 
pursues  the  hottest  story  in  busin 
the  southern  Louisiana  lawyer  has  ha« 
do  a  little  backtracking  of  his  own.  I 
now,  he  has  been  one  of  the  most 
abashed  defenders  of  the  accounting 
dustry  in  Congress, 
took  $57,000  in  c; 
paign  contribute 
from  accounting  f. 
Arthur  Andersen  o 
the  past  12  years,  m 
than  any  other  Ho 
member.  What's  m( 
he  was  instrumer 
in  defeating  forr 
Securities  &  Exchai 
Commission  Chairn 
Arthur  Levitt  Jr.'s 
forts  to  clamp  down 
accounting  indus 
conflicts  of  interest 
late  2000.  "Today," 
says  rather  sheepisl 
"it's  kind  of  hard  to  : 
there  isn't  evidence 
a  problem....  Art! 
Levitt  was  right." 

It  isn't  the  first  ti 
that  Tauzin  has  d 


I 


\ 
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ORD-FIRESTONE 

Revised  hearings  examined  tire  blowouts 
id  Ford  Explorer  rollover  problems. 

ESULT:  A  bit  of  money  for  oversight 
>ency  and  modest  new  tire-safety 
gislation,  but  no  sweeping  reforms. 

LECTION-NIGHT  COVERAGE 

eaded  inquiry  into  how  cable  and 
etworks  bungled  vote  tally. 
ESULT:  Nothing. 

ALIFORNIA  ENERGY  CRISIS 

an  probe  of  brownouts  and  price  spikes 
i  2000. 

ESULT:  Tauzin  championed  the  Bush 
nergy  bill  through  the  House,  but  it's 
ow  bogged  down  in  the  Senate.  Mean- 
'hile  California's  problems  have  gone 
way  on  their  own. 


tically  reversed  his  position.  Col- 
gues — some  admiringly,  some  not — 
1  him  Congress'  "ultimate  political 
imeleon."  Indeed,  the  Cagey  Cajun 
5  changed  his  political  stripes  before, 
:h  no  ill  consequences.  After  the  GOP 


took  control  of  the  House  in  1995, 
he  not  only  switched  parties  but 
also  negotiated  his  way  into  a  pow- 
erful subcommittee  chairmanship. 
In  one  quick  move,  he  managed  to 
stay  in  the  majority  and  cut  in 
front  of  several  lifelong  Republi- 
cans to  head  the  panel  that  over- 
sees telecommunications. 

Tauzin's  change  of  tune  in  the 
current  controversy  could  have  pro- 
found policy  consequences.  Once  a 
staunch  deregulator,  he  now  vows  a 
thorough  look  at  how  Big  Business 
conducts  itself.  "We're  finding  out 
that  there  are  real  problems  en- 
demic in  the  structure  of  Corpo- 
rate America  that  we  need  to  deal 
with,"  he  told  BusinessWeek.  "En- 
ron is  just  the  worst  example." 

But  can  someone  who  has  re- 
versed positions  and  been  closely 
tied  to  the  accounting  business  con- 
vince the  public  that  he  is  earnest 
in  his  efforts  to  police  it?  Many  be- 
lieve that  while  Tauzin  is  brilliant 
at  political  theater,  he's  unlikely  to 
go  to  the  mat  for  tough  new  ac- 
counting rules.  "Things  like  this  make 
good  television,"  says  Bill  Allison,  man- 
aging editor  of  publications  for  the  con- 
sumer watchdog  group  Center  for  Pub- 
lic Integrity.  "But  I  don't  know  that 
they're  going  to  make  good  law."  Fur- 


thermore, some  critics  observe  that 
while  Tauzin's  talk  is  now  tougher,  he 
has  no  intention  of  giving  back  any  of 
the  industry  donations  he  has  received. 
Even  so,  voters  back  home  give  the 
congressman  a  lot  of  maneuvering  room. 
He's  adored  in  his  district  along  the 
Mississippi  Delta  for  his  panache  and 
his  help  for  local  business.  As  a  result, 
he  has  run  unopposed  in  most  of  his 
recent  reelection  races,  as  a  Democrat 
or  a  Republican. 
Besides,  as  former 
Senator  J.  Bennett 
Johnston  (D-La.) 
says:  "Consistency 


BACKTRACKING 


Tauzin  now  says 
SEC  efforts  to 
crack  down  on 
accounting 
were  "right" 


is  the  hobgoblin  of 
small  minds.  And 
Tauzin  does  not 
have  a  small  mind." 
Indeed,  he's  hop- 
ing to  use  those 
smarts  to  prove  doubters  wrong.  Al- 
ready, committee  staffers  have  inter- 
viewed former  Enron  CEO  Jeffrey  K. 
Skilling;  David  B.  Duncan,  the  recently- 
fired  Andersen  partner  who  handled 
the  Enron  account;  as  well  as  that 
firm's  risk-management  chief,  Michael 
C.  Odom.  Tauzin  is  also  negotiating  to 
meet  with  former  Enron  Chief  Financial 
Officer  Andrew  S.  Fastow,  who  man- 
aged and  had  stakes  in  some  of  the 
risky  partnerships  that  caused  the  com- 
pany to  crater. 

But  there  is  the  potential  for  disap- 
pointment, too.  He  has  set  the  stage 
for  his  own  high-profile  hearings  by  se- 
lectively releasing  some  of  the  tens  of 
thousands  of  pages  of  Enron  and  An- 
dersen documents  his  staffers  have 
culled  through,  and  his  new  challenge 
will  be  to  deliver  something  more  than 
headlines.  Moreover,  Tauzin  must  also 
take  care  not  to  do  anything  that  would 
undercut  the  criminal  probes  undertak- 
en by  the  Justice  Dept. 

For  now,  though,  Tauzin  is  playing 
it  cool.  While  his  staff  was  hunting 
through  records  over  the  Martin  Luther 
King  Jr.  holiday  weekend,  he  was  chas- 
ing deer  in  Alabama  and  keeping  in 
touch  with  his  crew  via  BlackBerry.  "He 
may  be  hunting  deer,"  one  staffer 
laughed,  "but  he's  got  his  dogs  hunting 
Enron."  After  the  upcoming  hearings, 
Tauzin  may  have  some  more  headlines 
for  his  scrapbook. 

By  Dan  Carney  and  Laura  Cohn  in 
Washington,  D.  C. 


BusinessWeek  online 


For  more  coverage  of  the  Enron  investigations, 

go  to  the  Feb.  4  issue  online  at 

www.businessweek.com 
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COMMENTARY 

By  Mike  McNamee 


PinS  ACCOUNTING  FIX 
LEAVES  A  LOT  BROKE 


A  powerful  regulator  vows  to  crack 
down  on  an  influential  industry. 
The  industry  smiles  and  calls  the 
proposal  "constructive"  and  "wel- 
come"— even  in  private.  What's  wrong 
with  this  picture?  Simple:  Securities  & 
Exchange  Commission  Chairman  Har- 
vey L.  Pitt's  proposal  to  put  "real 
teeth"  into  auditor  discipline  has  some 
big  gaps  where  the  gums  are  showing. 

Pitt's  proposal — unveiled  on  Jan.  17  as 
a  work  in  progress — does  take  ethics, 
discipline,  and  quality  control  in  auditing 
away  from  the  American  Institute  of 
Certified  Public  Accountants,  an  industry 
group  that  has  run  accounting's  discipline 
system  for  the  past  century.  Instead, 
Pitt  proposes  to  give  those  powers  to  a 
disciplinary  board  of  as-yet-undeter- 
mined size.  A  majority  of  the  members 
will  not  be  accountants,  and  it  will  have 
a  professional  staff  of  investigators.  The 
Big  Five  and  other  accountants  that  au- 
dit public  companies  would  be  required 
to  comply  with  the  board's  requests  for 
evidence  and  would  be  subject  to  its  dis- 
cipline. The  result,  says  Pitt:  "a  tough, 
no-nonsense,  fully  transpar- 
ent discipline  system." 

Would  that  it  were.  In 
fact,  the  new  board  will 
lack  the  critical  powers  it 
needs  to  ensure  its  inde- 
pendence and  effectiveness. 
In  the  wake  of  the  Enron 
collapse,  Congress  and  in- 
vestors are  demanding  vig- 
orous oversight  for  audi- 
tors. By  failing  to  stake  out 
a  tough  opening  position, 
Pitt  is  undermining  his 
own  credibility  on  Capitol 
Hill — especially  since  he 
counts  the  aicpa  and  the 
Big  Five  among  his  past 
clients.  And  he's  worsening 
chances  of  real  reform. 

What  does  the  new  board 
need?  For  starters,  delegates  from  the 
aicpa  should  be  banned.  That's  the  view 
of  Charles  S.  Bowsher,  formerly  Uncle 
Sam's  chief  auditor  and  now  chairman  of 
the  Public  Oversight  Board,  a  group  of 
five  prominent  retired  businesspeople 
currently  charged  with  reviewing  the 


Big  Five's  audits.  The  pob  voted  on  Jan. 
20  to  disband  itself  in  protest  of  Pitt's 
decision  to  replace  it  with  a  board  that 
includes  cpas,  arguing  in  part  that  the 
move  will  weaken  rather  than  strength- 
en independent  oversight.  The  cpas  on 
the  board  "will  have  so  many  resources, 
so  much  legal  talent,  that  the  profession 
will  soon  be  running  the  system," 
charges  Bowsher.  That's  damning  criti- 
cism from  a  body  that  has  itself  been 
widely  criticized  for  being  ineffective  at 
combatting  accounting  transgressions. 

The  new  board  will  also  need  subpoe- 
na powers  since  evidence  of  failed  audits 
must  come  from  companies  as  well  as 
accountants.  And  it  must  scrap  aicpa's 
practice  of  deferring  discipline  until  all 
lawsuits  are  settled.  Other  self-regula- 
tors, such  as  the  New  York  Stock  Ex- 
change, don't  give  members  that  shield. 

To  win  such  powers,  the  disciplinary 
board  should  have  a  clear  public  man- 
date— and  that  requires  the  backing  of 
Congress.  "Three  years  from  now,  when 
nobody  is  paying  attention,  a  private 
board  can  just  let  things  slide,"  says 


THE  SEC  CHAIRMAN'S  PROPOSAL 


WHAT  IT  HAS. 


INDEPENDENT  FUNDING  A 

disciplinary  board  would 
be  funded  by  accountants, 
stock  exchanges,  and  others 

STRONGER  DISCIPLINE  The 

SEC  would  review  each 
case  and  step  up 
enforcement  efforts 
against  financial  fraud 

IMMEDIATE  SUSPENSION  Pitt 
would  suspend  accountants 
from  practice  while  charges 
are  pending 


...AND  WHAT  IT  LACKS 

SUBPOENA  POWER  Pitt's  board 
couldn't  compel  documents 
or  testimony  from  auditors 
and  companies 

AUDITOR  OBJECTIVITY  While 

critics  want  Pitt  to  block 
the  Big  Five  from  consult- 
ing for  audit  clients,  he 
isn't  likely  to  go  that  far 

INDEPENDENCE  SAFEGUARDS 

Because  of  their  expertise, 
CPAs  on  the  board  could 
soon  dominate  it 


John  C.  Coffee,  a  Columbia  University 
law  professor. 

But  the  sec's  top  dog  seems  to  think 
he  can  work  out  a  new  system  without 
legislation.  Nor  will  the  new  board  need 
subpoena  powers,  his  aides  say,  because 
the  Big  Five's  audit  contracts  can  re- 


quire clients  to  cough  up  d 
Deferring  discipline  is  fine,  tb 
cause  accused  accountants  will 
pended  while  their  cases  are 
"We  are  encouraging  the  acco 
profession  to  take  full  responsi 
helping  to  solve  this  problem," 
But  Pitt's  insistence  on  worl 
the  terms  with  the  Big  Five 
meeting  with  the  pob  or  critics 
gress  and  elsewhere,  is  the  he; 
problem.  Those  who  know  him 
even  past  foes — do 
Pitt  is  purposely  gi 
on  ex-clients.  Inste 
seems  hampered  b 
left  over  from  his  2 
as  a  private  securit 
lawyer.  He's  practic 
art  of  the  deal — ne; 
toward  a  settlemen 
takes  away  the  ace 
cherished  control  o 
pline  but  that  doesi 
cpas  more  than  nee 
And  he  believes  so 
his  own  integrity  tl 
can't  see  how  serioi 
would  question  his 
himself  approach. 

Now,  though,  Pit 
different  role — and 
to  grow  into  it.  A  t 
line  toward  the  Big  Five  may  1 
only  way  for  the  sec  to  emergt 
credibility  intact — and  with  the 
discipline  system  investors  des« 
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"We  are  encouraging 
the  accounting 

>rofession  to  take  full 
responsibility  for 

wiping  to  solve  this...." 
HARVEY  Pin 

Chairman,  SEC 


COMMENTARY 


By  Gary  Weiss 

Regulator 

ra  HIS  OWN 

ONFLICTS 
;  INTEREST 


81 

)\  wo  decades  of  dedicated  ser- 
)  an  array  of  corporations,  Se- 
s  &  Exchange  Commission 
i  Harvey  L.  Pitt  won  renown 

41  scholar.  But  that  expertise 

r.  a  price — a  close  identification 
interests  of  his  clients.  Contro- 

\  ges  over  Pitt's  history  of  legal 
Big  Five  accounting  firms,  in- 
£nron  auditor  Arthur  Ander- 
h  threatens  to  undermine  his 

1  ip  in  formulating  accounting  re- 
nd Pitt's  conflict-of-interest 
•e  may  only  be  just  beginning. 
>artner  in  the  Washington  law 
ried  Frank  Harris  Shriver  & 
,  he  represented  firms  and  indi- 
hroughout  the  financial-services 
Although  most  previous  sec 
i  had  worked  on  Wall  Street  or 
urities  lawyers,  Pitt's  practice 
ue  in  its  sheer  size  and  scope, 
s  lawyers  say  that  Pitt  thus 
ual  or  apparent  conflicts  of  in- 
>ither  can  be  just  as  troubling — 


on  a  host  of  issues.  Another  constraint  is 
equally  daunting:  Legal  ethics  forbid  him 
from  acting  on  information  he  obtained 
from  ex-clients.  "It's  impossible  to  see 
Harvey  Pitt  as  anything  but  Prometheus 
bound.  Pitt  is  shackled  to  a  rock,  and 
the  harpies  are  going  to  come  and  pick 
his  guts  out,"  says  Bill  Singer,  a  New 
York  securities  lawyer. 

The  heart  of  his  future  difficulties  can 
be  found  in  a  single-spaced,  six-page 
document  that  Pitt  filed  with  the  U.  S. 
Office  of  Government  Ethics  on  May  24, 
2001,  after  he  was  nominated  to  the 
SEC.  It  lists  Pitt's  112  clients  during  the 
preceding  two  years.  Apart  from  the 
Big  Five  accounting  firms,  the  list  in- 
cludes major  banks,  the  mutual-fund 
and  securities  industry  trade  groups, 
brokerages  such  as  Bear  Stearns  and 
Morgan  Stanley  Dean  Witter,  the  New 
York  Stock  Exchange,  hedge  fund  titan 
Dawson  Samberg,  and  corporations  such 
as  media  giant  America  Online  and  its 
Chairman  Stephen  M.  Case. 

Virtually  all  could  be  affected  by  sec 
work  in  the  coming  years.  The  NYSE  is 
vitally  interested  in  issues  affecting  its 
heated  competition  with  Nasdaq  and 
electronic  trading  networks.  Charles 
Schwab  and  Datek  Online  closely  follow 
issues  affecting  online  trading,  and  Nas- 
daq market  making  giant  Knight/Tri- 
mark  Group  has  pressed  the  sec  not  to 
curtail  payments  for  order-routing,  and 
weighed  in  on  other  trading  issues. 

Pitt  has  dealt  with  potential  conflicts 
by  hewing  strictly  to  the  law.  His 
spokesperson,  Christi  Harlan,  notes  that 
"people  can  always  believe  that  there  is 
the  appearance  of  a  conflict  of  interest, 
but  in  [Pitt's]  agreement  with  the  Office 
of  Government  Ethics  he  has  agreed  not 
to  be  involved  in  any  matter  involving 
former  clients  for  a  year  [ending  in  Au- 
gust], which  is  what  the  law  requires." 

But  potential  conflicts  won't  go  away 
just  because  Pitt  is  following  the  rules. 
If  he  takes  action  concerning  former 
clients — even  clients  from  years  ago, 
not  on  the  list — after  August,  lawyers 
say  he  may  be  seen  as  either  favoring 
them  or  bending  over  backwards  to  do 
otherwise. 

Either  way,  you  "lose  the  moral  high 
ground,"  says  one  securities  lawyer. 
"You  want  to  avoid  the  appearance  of  a 
conflict  as  well  as  a  real  conflict,"  says 
Ira  L.  Sorkin,  a  former  sec  regional  ad- 
ministrator and  now  a  New  York  secu- 
rities lawyer.  Sorkin  notes  that  while  he 
has  confidence  in  Pitt's  fairness,  "you 
don't  want  to  create  any  issues  that 
will  call  into  question  a  particular  deci- 


sion. It's  something  that  judges  and  se- 
nior people  in  government  avoid." 

Pitt  has  already  lost  the  moral  high 
ground  in  the  No.  1  issue  on  the  sec's 
agenda.  His  credibility  is  open  to  seri- 
ous question  on  many  other  subjects  vi- 
tal to  the  markets.  And  if  Pitt's  bag- 
gage reduces  public  confidence  in  the 
SEC,  it  may  be  time  to  consider  if  the 
price  of  his  expertise  is  too  high. 

Senior  writer  Weiss  covers  Wall  Street. 

POSSIBLE 
MINEFIELDS 

SEC  Chairman  Harvey  Pitt's 

many  former  law  clients 

could  pose  ethical  dilemmas 

during  future  proceedings. 

Among  them: 


CORPORATIONS 


America  Online 

Dell  Computer 

El  Paso  Natural  Gas 

General  Instrument 

Humana 

Louisiana-Pacific 


SECURITIES  &  INVESTMENT 


Bear  Stearns 
Charles  Schwab 

Datek  Online 

Dawson-Samberg 

Gruntal 

Investment  Company  Institute 

Knight/Trimark 

Merrill  Lynch 

Montgomery  Asset  Management 

Morgan  Stanley  Dean  Witter 

New  York  Stock  Exchange 

PaineWebber 

Securities  Industry  Assn. 

TIAA-CREF 

Tiger  Management 


BANKS  &  INSURANCE 


Bank  of  America 

Bank  One 

Cigna 

Lincoln  National  Life 

Lloyds  of  London 

Securities  Investment  Protection 

Reliance  Group 

OATA:  U.S.  OFFICE  OF  GOVERNMENT  ETHICS 

For  the  full  list  of  Pitts's  former 

clients  go  to  the  Feb.  4  issue  online 

at  www.businessweek.com. 
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THE  PARTNERSHIPS 


THE  MAN  BEHIND 
THE  DEAL  MACHINE 


As  creator  of  iffy  Enron 
partnerships,  ousted  CFO 
Andrew  Fastow  is  a  prime 
target  for  investigators 

When  it  comes  to  Andrew  S. 
Fastow,  the  former  Enron 
Chief  Financial  Officer,  there's 
one  thing  those  who  worked 
with  him  agree  on:  He  never  appeared 
anything  but  supremely  self-confident. 
Early  in  his  career  at  Enron,  when  Fas- 
tow was  just  another  bright  young  ex- 
ecutive at  the  energy  company,  he  bar- 
gained relentlessly  to  win  a  concession 
from  a  banker.  Afterward,  Fastow 
thanked  him  and  said:  "I'll  remember 
that  when  I'm  CFO." 

Now,  some  see  Fastow's  cockiness  as 
one  factor  behind  Enron's  collapse  into 
the  biggest  bankruptcy  in  U.  S.  history. 
Certainly  he  wasn't  the  only  top  execu- 
tive at  Enron  with  that  kind  of  atti- 
tude; the  word  most  people  use  to  de- 
scribe the  company  culture  is  arrogant. 
But  Fastow  was  one  of  the  few  whose 
aggressive  tactics  and  overconfidence 
had  the  capacity  to  turn  dangerous  for 
the  company. 

If  former  ceo  Jeffrey  K.  Skilling  was 
the  architect  behind  Enron's  transfor- 
mation from  stodgy  pipeline  to  high-tech 
trading  powerhouse,  Fastow  was  the 
trusted  lieutenant  who  created  the  in- 
creasingly complex  and  unusual  off-bal- 
ance-sheet financing  that  fueled  Enron's 
growth.  He  was  also  key  in  selling  the 
deals  to  banks  and  institutional  in- 
vestors— sometimes  with  veiled  threats 
and  sometimes  with  sweet  talk,  say  those 
familiar  with  his  tactics.  "He  had  a  dual 
personality.  He  could  be  charming  but 
he  could  also  be  irrationally  mean,"  says 
one  high-ranking  insider. 

As  congressional  investigators,  the 
Securities  &  Exchange  Commission,  the 
Justice  Dept.,  and  shareholders'  lawyers 
try  to  pin  down  the  culprits  in  Enron's 
demise,  Fastow,  40,  has  fast  become  one 
of  the  primary  targets.  He  devised  the 
ljm  partnerships  that  triggered  the  con- 
troversy over  Enron's  accounting.  His 


lawyers  stress  that  the  ljm  partnerships, 
which  Fastow  ran  and  had  stakes  in, 
were  approved  by  top  management  and 
the  board.  They  also  note  that  Fastow 
had  no  oversight  of  the  accounting  for 
these  deals — that  was  the  responsi 
bility  of  another  Enron  execu- 
tive who  did  not  report  to  him. 
Fastow  spokesman  Gordon  G. 
Andrew  says  that  "Enron  sen- 
ior management  had  full  knowl- 
edge of  the  ljm  transactions." 
But  some  former  and  current 
Enron  executives  believe  that 
Fastow  may  have  hidden  some 
aspects  of  the  partnerships — in- 
cluding the  involvement  of  other 
insiders — from  Chairman  Kenneth 
L.  Lay  and  Skilling. 

To  many  colleagues  and  bankers 
who  knew  him,  it  is  easy  to  draw 
Fastow  as  one  of  the  villains  in  this 
story.  Insiders  saw  him  as  sometimes 
volatile  and  vindictive,  determined  to 
get  to  the  top  by  pleasing  Skilling. 
That  meant  putting  together  creative 
financial  structures  that  ensured  En- 
ron could  expand  its  business  without 
adding  too  much  new'  debt  to  the  bal- 
ance sheet  or  threatening  its  crucial 
credit  rating.  But  Fastow^s  desire  to 
follow  Skilling's  lead  didn't  end  there. 
To  build  his  newr  home  in  the  exclu- 
sive River  Oaks  section  of  Hous- 
ton— where  construction  continues 
despite  Fastow's  troubles — he  hired 
the  same  architect  Skilling  had 
used,  says  a  source  familiar  with 
the  project.  Some  at  Enron  even 

ANDREW  FASTOW 

BORN  Dec.  22,  1961,  Washington 

EDUCATION  BA  in  economics  and  Chi- 
nese from  Tufts  University,  1984;  MBA, 
Northwestern  University,  1987 

POSITION  Former  chief  financial  officer, 
Enron.  Removed  from  post  in  October, 
2001,  amid  controversy  over  off-bal- 
ance-sheet partnerships  that  he  ran  and 
held  stakes  in. 


CAREER  TRACK  Worked  in  struc 
finance  group  at  Continental  lllin 
Bank  from  1984  to  1990.  Joined 
Finance  in  1990  and  developed  c 
lationship  with  up-and-coming  ex 
Jeffrey  Skilling.  Fastow  became  C 
1998  with  Skilling's  backing. 


WHAT  EVERYBODY  WANTS  TO  I 

Did  Fastow  hide  some  aspects  of 
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le  to  believe  that  Fastow  named  his 
t  son,  Jeffrey,  after  Skilling — a  con- 
tion  denied  by  Fastow's  wife  through 
riend.  "I  don't  think  Andy  ever  did 
thing  that  Jeff  didn't  tell  him  to  do," 
one  former  co-worker.  Adds  an- 
er  high-level  insider:  "He  wanted  to 
;e  Jeff  happy." 

ormer  colleagues  say  Fastow's 
aming,  table-pounding  style  suited 
aggressive  Skilling.  And  Fastow's 


I   > 


mined  to  change  all  that;  even  then  he 
was  pushing  Enron  to  take  advantage  of 
the  newly  deregulated  energy  business. 
Fastow  clearly  sensed  opportunity.  And 
his  wife  Lea  hailed  from  the  wealthy 
Weingarten  realty  and  grocery  family 
in  Houston,  so  he  was  eager  to  move  to 
Enron's  hometown.  Lea,  an  MBA  who 
had  also  worked  at  Continental  Illinois 
Bank  in  Chicago,  joined  Enron,  too,  in 
the  treasury  department.  She  left  the 

company  in  ear- 
ly 1997. 

Fastow  and 
Skilling  quickly 
became  partners 
in  the  effort  to 
reshape  Enron, 
and  Skilling 
looked  to  Fas- 
tow to  help  de- 
velop the  financ- 
ing that  would 
fuel  the  growth 
of   his    empire. 
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estimates  that  Fastow  controlled  some 
$80  million  to  $100  million  in  annual 
fees  for  a  wide  variety  of  banking  and 
investment  banking  services.  Reluctance 
to  join  an  Enron  deal  or  persistent 
questioning  about  the  terms  would  lead 
to  threats  that  they'd  be  cut  out  of  fu- 
ture business,  some  bankers  say.  To 
help  in  its  arm-twisting,  Enron  kept  an 
internal  spreadsheet  listing  which  banks 
were  in  which  deals  and  what  they 
made.  Fastow  and  his  team  would  also 
sell  their  deals  by  hinting  that  even 
these  off-balance-sheet  structures  were 
somehow  backed  up  by  Enron,  says  one 
former  banker  who  did  business  with 
the  company.  And  Fastow  could  also 
turn  on  the  charm:  He  delivered  flowers 
to  the  house  of  one  banker  after  his 
son's  baptism.  Fastow's  spokesman  de- 
nies that  he  ever  threatened  bankers  to 
get  them  into  Enron's  deals. 

Fastow's  hard-nosed  business  style 
doesn't  square  with  the  Andy  that 
friends  and  acquaintances  saw  outside 


A 


penchant  for  belittling  co- 
workers certainly  didn't  hin- 
der his  climb  to  the  top.  "He 
■loved  to  make  people  look 
stupid,"  says  one  Enron  ex- 
ecutive. "He  seemed  to  do  it 
most  when  he  was  in  front 
of  a  lot  of  people."  Some  for- 
mer co-workers  say  he  often 
remembered  personal  slights 
or  grudges  when  it  came  time 
for  performance  reviews;  at  En- 
ron, the  top  managers  could  offer 
1  their  evaluations  of  anyone,  even 
those  who  didn't  report  to  them. 
The  aggressiveness  was  all  in  serv- 
e  to  Skilling's  plan  to  transform  En- 
i  into  a  fast-growth,  technology-ori- 
ed  trading  company:  the  company  of 
future.  When  Fastow  joined  En- 
i's  finance  group  in  1990,  the  company, 
i  the  energy  industry  in  general, 
re  still  considered  backwaters  for 
ght  young  mbas.  Skilling  was  deter- 

hips  from  Enron's  top  execs  and 
vhich  approved  the  deals? 

Married  grocery  store  and  real  es- 
ress  Lea  Weingarten,  who  previ- 
Drked  at  Continental  Illinois  and 
hey  have  two  sons.  When  naming 

partnerships  that  later  triggered 
idal,  he  used  the  first  letters  of 
's  and  two  sons'  names. 


DOWNGRADE? 


Early  partnerships 
were  backed  by  oil  and  gas 
payments,  but  soon  Enron  began  using  a 
hodgepodge  of  assets,  some  of  dubious  quality 


CONSTRUCTION  HAS  RESUMED  ON  FASTOW'S  NEW  HOME  IN  TONY  RIVER  OAKS 


At  first,  the  off-balance-sheet  financings 
created  by  Fastow  and  his  group  were 
not  particularly  risky,  say  bankers  fa- 
miliar with  the  deals.  Early  ones  were 
backed  by  payments  from  oil  and  gas 
producers.  But  before  too  long,  they 
say,  Enron  began  using  its  growing 
clout  to  include  in  the  deals  a  hodge- 
podge of  assets,  some  of  dubious  quality, 
and  a  range  of  unusual  provisions.  One 
banker  recalls  a  partnership  that  had 
very  few  restrictions  on  what  energy 
assets  Enron  could  put  in;  his  bank 
eventually  started  turning  some  of  the 
deals  down.  Another  banker  was 
stunned  by  an  on-balance-sheet  financing 
that  was  to  be  backed  up  by  third-party 
receivables.  The  problem  was  that  En- 
ron also  included  the  right  to  replace 
the  receivables  with  its  own  paper, 
which  is  now  almost  worthless.  That 
deal  was  code-named  Tammy,  after 
Tammy  Faye  Bakker,  and  included  her 
picture  on  the  tombstone  presented  to 
participating  bankers.  As  the  banker 
recalls:  "I  said,  Ts  it  that  ugly?'" 

So  why  did  so  many  bankers  go 
along?  Most  didn't  want  to  miss  the 
Enron  gravy  train.  One  Houston  banker 


of  the  office.  He  was  a  major  benefac- 
tor to  the  city's  art  museums,  a  fund- 
raiser for  the  local  Holocaust  Museum, 
and  a  co-founder  of  a  synagogue.  "The 
Andy  Fastow  I  know  is  one  of  the 
most  thoughtful  and  generous  people 
in  Houston,"  says  Robert  E.  Lapin,  an 
attorney  who  is  one  of  Fastow's  closest 
friends.  When  one  of  Lapin's  three  chil- 
dren was  diagnosed  with  a  rare  dis- 
ease, Fastow  was  one  of  the  first  to 
call.  "He  said,  'You  just  tell  me  when 
and  how  you  need  help  and  I'll  do  it,'" 
says  Lapin.  Even  old  chums  from  New 
Providence  (N.J.)  High  School  recall 
Fastow  as  popular  and  well-liked, 
though  extremely  ambitious.  He  was 
the  first  permanent  student  represen- 
tative to  the  New  Jersey  State  Board 
of  Education,  for  instance,  a  post  he 
pushed  to  create. 

Now  as  friends  and  colleagues  try 
to  figure  out  how  Fastow  landed  in  the 
middle  of  one  of  the  biggest  financial 
scandals  ever,  that  driving  ambition  is 
looking  more  and  more  like  a  liability. 

By  Wendy  Zelhier  in  Dallas,  with 
Mike  France  in  Houston  and  Joseph 
Weber  in  Chicago 
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Special  Report   the  enron  scandal 


COMMENTARY 


By  Mara  Der  Hovanesian 


BRUTAL  HONESTY  COULD  FORCE  A  MARKET  CORRECTION 


The  heat  is  on  for  Corporate 
America.  In  the  wake  of  the  En- 
ron Corp.  debacle,  the  quality  of 
earnings  is  being  questioned  as  nev- 
er before.  Fancy  accounting  footwork 
has  raised  the  ire  of  Congress.  Cred- 
it-rating agencies  are  promising  to 
intensify  their  scrutiny  of  fuzzy  num- 
bers. And  it's  not  just  the  bad  stuff 
hidden  off  balance  sheet  that's  rais- 
ing eyebrows.  Now,  even  the  earn- 


are  still  using  so-called  pro  forma  ac- 
counts, which  allow  companies  to  pre- 
sent their  earnings  in  the  best  possi- 
ble light.  By  that  reckoning,  the 
companies  in  the  Standard  &  Poor's 
500-stock  index  earned  $45.31  last 
year,  giving  the  market  a  price-earn- 
ings ratio  of  24.7,  according  to  Thom- 
son Financial/First  Call.  But  by  using 
generally  accepted  accounting  princi- 
ples, the  most  conservative  measure, 


to  $24  for  2001  and  $37  for  2002. 

To  be  sure,  the  big  picture  is 
heartening  for  the  market.  Manufac- 
turing has  picked  up  steam,  and  the 
Federal  Reserve  Board's  11  rate  cut  J 
have  built  up  tremendous  liquidity—  I 
two  scene-setters  associated  with 
rising  p-e  ratios.  Productivity  is 
stronger  than  in  previous  recessions,  j 
and  benign  inflation  of  1.5%  has  also 
justified  higher  multiples  historically., 
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ings  of  such  blue  chips  as  IBM  and 
General  Electric  Co.  are  getting  clos- 
er examination. 

The  impact  is  already  discernable. 
"Any  company  that  has  earnings  that 
people  are  suspicious  of  has  been  tak- 
en down  in  the  market,"  says  John  D. 
Chadwick,  money  manager  at  New 
York's  Bessemer  Trust  Co.,  a  private 
bank.  Case  in  point:  Tyco  Internation- 
al Ltd.,  whose  accounting  has  been 
questioned  by  analysts  and  short-sell- 
ers. When  it  announced  on  Jan.  22 
that  it  would  divide  its  manufacturing 
businesses  into  four  companies,  in- 
vestors yawned  even  as  its  execs 
claimed  it  might  be  undervalued  by 
as  much  as  50%.  "Tyco  did  nothing 
to  allay  concerns  about 
their  accounting,"  says 
Chadwick. 

The  trend  may  lead 
to  much  tougher  ac- 
counting practices. 
That's  ultimately  good 
news  for  the  stock 
market.  But  in  the 
short  run,  it  raises  big 
questions  about 
whether  stocks  are 
now  badly  overvalued. 
Many  on  Wall  Street 


Fast-and-loose 
accounting 
standards  may 
have  led  to  an 
overvalued 
market 


earnings  were  just  $28.31  in  the  12 
months  through  September.  That 
equates  to  a  p-e  ratio  just  under  40. 

Such  a  huge  valuation  discrepancy 
doesn't  look  sustainable  over  the  long 
haul.  Moreover,  by  historic  stan- 
dards, the  GAAP-based  valuations  are 
very  high;  even  in  early  1999,  the  p-e 
topped  out  at  roughly  36.  Those  fac- 
tors could  lead  to  another  sharp  mar- 
ket correction,  especially  if  pension 
funds  and  money  managers  opt  for  a 
much  more  conservative  view  of 
earnings  in  the  future. 

For  now,  Wall  Street  is  behaving 
as  though  nothing  much  has 
changed.  The  s&P  is  up  17%  since  its 
September  lows,  and  only  a  few  of 
the  rosy  earnings  esti- 
mates for  2002  have 
changed.  Consensus 
estimates  call  for  a 
16.9%  rise  over  last 
year.  Prompted  by  the 
changes  to  accounting 
rules,  however,  Gold- 
man, Sachs  &  Co.  top 
strategist  Abby 
Joseph  Cohen  cut  her 
operating  earnings 
forecast  for  the  s&P 
500  by  about  one-third, 


"It's  not  as  bad  as  it  seems,"  says 
Joseph  S.  Kalinowski,  equity  strate- 
gist at  Thomson  Financial  Market 
Strategy.  And  analysts  are  tending 
to  err  on  the  side  of  caution.  While 
only  a  third  of  the  s&P  companies 
have  reported  fourth-quarter  earn- 
ings, those  that  have  are  beating 
consensus  estimates  by  3.3%,  up  less 
than  1%  last  quarter. 

But  earnings  jitters  may  yet  rock 
the  markets.  More  shaky  accounting 
practices  could  come  to  light.  Some 
companies  won't  have  registered  the 
full  impact  of  the  downturn  on  their 
books,  while  others  will  still  massage  I 
their  numbers.  Investors  have  "every| 
reason  to  be  twitchy,"  says  Guy  R. 
Elliffe,  senior  vice-president  of  Juri- 
ka  &  Voyles  Inc.  in  Oakland,  Calif. 

If  companies  want  to  avoid  oner- 
ous restrictions  from  Congress  and 
others  on  how  they  report  earnings, 
they  need  to  clean  up  their  account- 
ing act.  Those  with  the  most  trans- 
parency will  be  rewarded  with  high- 
er stocks.  And  they'll  deserve  it. 

Der  Hovanesian  covers  Wall  Street] 
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A  FAST  BREAK 

from  Mcdonald  s 

McDonald's  has  long  suf- 
fered  from  high  turnover 
among  entry-level  employees. 
Now,  the  revolving  door  has 
reached  the  top  of  the  fast- 
food  operator.  Barely  six 
months  after  taking  responsi- 
bility for  all  McDonald's  out- 
lets in  the  Americas,  Alan 
Feldman,  49,  resigned  on  Jan. 
21.  His  move  came  only  six 
weeks  after  Jeffrey  Kindler, 
who  headed  the  company's 
non-McDonald's  outlets,  re- 
signed to  join  Pfizer. 

McDonald's  earnings  have 
declined  for  four  quarters  in 
a  row,  in  large  part  because 
of  sluggish  sales  in  the  U.  S. 
amid  consumer  grumbling 
about  poor  service  and  food. 
Feldman  has  no  immediate 
job  plans.  His  duties  were  as- 
signed to  James  Skinner,  57, 
who  was  promoted  to  presi- 
dent and  chief  operating  offi- 
cer of  McDonald's  29,000-unit 
restaurant  group.  A  31-year 
McDonald's  veteran,  Skinner 


CLOSING    BELL 


TIMBER! 


Georgia-Pacific's  shares 
plunged  15%  on  Jan.  22,  to 
19.75,  when  a  deal  to  sell  its 
building  products  unit  to 
Willamette  Industries  died. 
Instead,  Willamette  sold  it- 
self to  rival  Weyerhaeuser  for 
$6.1  billion.  Georgia-Pacific 
bondholders  have  reason  to 
worry,  too:  Its  debt  will  soon 
likely  be  downgraded  to  junk. 


26- 


GEORGIA-PACIFIC 
STOCK  PRICE 
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had  been  in  charge  of  all 
Mickey  D's  outside  the  West- 
ern hemisphere. 

MAKING  PEACE 
AT  CREDIT  SUISSE 

JOHN    MACK    WAS    HIRED    IN 

July  as  ceo  of  Credit  Suisse 
First  Boston  to  end  a  major 
embarrassment:  probes  by 
the  Securities  &  Exchange 
Commission,  the  National  As- 
sociation of  Securities  Deal- 
ers, and  the  Justice  Dept. 
into  how  csfb's  technology 
group  underwrote  and  dis- 
tributed shares  in  initial  pub- 
lic offerings.  On  Jan.  22, 
Mack  succeeded.  Without  ad- 
mitting or  denying  regulators' 
allegations,  csfb  agreed  to 
pay  $100  million  to  settle 
charges  that  it  siphoned  "tens 
of  millions  of  dollars  of  cus- 
tomers' profits"  in  exchange 
for  IPO  shares.  It  also  agreed 
to  discipline  the  employees 
involved  in  the  matter,  al- 
though it  did  not  specify  the 
number  or  their  names. 


COMPAQ  IS 
IN  THE  BLACK 

AFTER  A  DISMAL  THIRD  QUAR- 

ter,  Compaq  Computer's  out- 
look for  the  fourth  period 
was  conservative.  But  no  one 
knew  quite  how  low  it  had 
set  the  bar,  until  Jan.  16.  The 
Houston  computer  maker  had 
projected  a  loss  but  turned 
in  a  $92  million  profit  for  the 
fourth  quarter.  Executives  at- 
tributed the  surprising  per- 
formance to  stronger-than-ex- 
pected  demand  for  home  PCs, 
a  31%  surge  in  European 
revenues,  and  continued  cost- 
cutting.  While  Compaq  still 
expects  its  usual  first-quar- 
ter sales  decline,  the  company 
says  corporate  demand  for 
tech  gear  could  rebound  by 
midyear.  More  important,  the 
strong  results  could  mute 
critics  of  its  troubled  merger 
with  Hewlett-Packard,  says 
ceo  Michael  Capellas.  "The 
tide  is  turnirtg,"  he  says. 


HEADLINER:   CRAIG   VENTER 


DECOUPLING  A  GENE  DECODER 


THE  MAN  WHO  LED  THE 

way  to  reading  humanity's 
genetic  code,  J.  Craig  Ven- 
ter, stepped  down  on 
Jan.  22  as  president 
of  Celera  Ge- 
nomics, which  he 
helped  found  in 
1998  to  under- 
take the  historic 
gene  decoding. 
As  Celera  began 
to  shift  its  focus 
from  selling  genetic  in- 
formation to  discovering 
its  own  drugs,  "we  real- 
ized how  much  we 
didn't  know  about  this 
drug  business,"  explains 
Tony  White,  ceo  of  Ap- 
plera,  Celera's  parent. 

So  White  decided  that 
Rockville  (Md.)-based  Cel- 
era needed  an  experienced 
drug-industry  hand  at  the 


helm,  which  left  little  rool 
for  the  irrepressible  Ven-  [ 
ter.  In  addition,  the  two 
forceful  men  often 
didn't  see  eye  to  e) 
"Craig  always 
his  mind  on  the 
lofty  science, 
which  doesn't 
mesh  very  well 
with  business," 
says  fellow  gene 
sequencer  Richard 
Gibbs  of  the  Baylor  O 
lege  of  Medicine.  "And  he 
doesn't  like  to  be  told  whj| 
to  do." 

Venter,  who  was  on  vaj 
cation  and  declined  com- 
ment, will  become  chair 
of  Celera's  scientific 
sory  board.  But  the  ses 
for  his  replacement  is  or 
beginning. 

John  Car,\ 


WELDON  GETS 
THE  NOD  AT  J&J 

THEY'RE  CHANGING  THE  GUARD 

at  Johnson  &  Johnson.  On 
Jan.  22,  the  health-care  giant 
announced  53-year-old  William 
Weldon  would  take  over  as 
chairman  and  chief  executive 
officer  in  April,  succeeding 
Ralph  Larsen.  Weldon  began 
as  a  sales  representative  at 
J&J  in  1971  and  most  recently 
has  been  running  its  $15  bil- 
lion pharmaceutical  operation. 
He  will  take  over  as  J&J  is 
posting  healthy  gains  on  big 
products,  including  its  block- 
buster anemia  drug  Procrit. 
Still,  analysts  caution  Weldon 
must  rev  up  j&j's  research 
and  development  operation. 

WOZNIAK  AND 
A  FLEDGLING  WOZ 

STEPHEN  WOZNIAK,  CO-FOUNDER 

of  Apple  Computer,  is  back 
in  the  startup  game.  After 


more  than  a  decade  on 
sidelines,  Wozniak  has 
veiled  a  new  venture,  dub  | 
"Wheels  of  Zeus"  based 
his  own  nickname,  "Woz."  '  | 
Silicon  Valley  fledgling,  \vl 
will  focus  on  developing  r| 
wireless  technologies  for 
consumer  market,  raised  I 
million  from  venture  capii) 
ists.  Wozniak  says  he  h 
put  up  any  of  his  own 
so  that  he  will  be  a  more  (| 
ciplined  manager.  "When 
own  money  goes  into  s 
thing,  I  start  to  become 
less,"  says  Wozniak,  who  \| 
serve  as  ceo  of  the  startu  j 


ET  CETERA. .. 

■  Northwest  and  Americ 
airlines  ended  "blackout" 
riods  for  frequent-flier  awai  I 

■  EMI  paid  Mariah  Carey 
$28  million  fee  to  end  its  foj 
album  deal  with  the  singer] 

■  Yahoo!  is  expanding 
searches,  a  market  dor 
by  Lexis  Nexis. 
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You  see  a  voicemail 


waiting  on  your  laptop.  So  now  you  can  share  and  respond 


■s 


to  information  however  you  want.  It's  possible  when  Avaya  transforms  your  company's  voice  and 


data  systems  by  getting  them  working  together.  Reliably.  Securely.  With  our  innovations  in  voice 
and  in-depth  expertise  in  data,  you  stay  accessible,  you  stay  connected.  Find  out  why  more  than 
90%  of  the  FORTUNE  500®  use  Avaya  communications  to  power  their  business,  visit  avaya.com/nowone. 


AVAyA 

COMMUNICATION    WITHOUT    BOUNDARIES 


International  Business 


Regulators  in  China,  Hong  Kong 
and  the  U.S.  are  painfully  aware 
that  scandal  is  rattling  Bank  of 
China,  one  of  the  mainland's  four 
biggest  banks.  One  case  goes  right  to 
the  top.  Former  Chief  Executive  Officer 
Wang  Xuebing  is  now  detained  for  al- 
leged misconduct  in  the  matter  of  a  $23 
million  loan.  The  fraud,  which  involves 
the  bank's  New  York  office,  has  just 
forced  the  bank  to  pay  Chinese  and  U.S. 
authorities  a  $20  million  fine. 

But  scandal  is  not  just  stalking  the 
executive  suite  at  Bank  of  China.  De- 
tails are  now  coming  out  of  a  theft  at  the 
bank  that  makes  the  Wang  case  look  like 
a  financial  footnote.  Almost  half  a  billion 
dollars  are  missing  from  the  bank's  ac- 
counts, and  police  in  China,  Hong  Kong, 
and  Canada  are  trying 
to  find  the  money  and 
the  bank  executives 
who  allegedly  master- 
minded the  scam.  While 
they  look,  the  integrity 
of  China's  banks  is  " 
bound  to  get  a  serious  knock  just  as  the 
country  enters  the  World  Trade  Organi- 
zation. The  thefts  are  raising  trouble- 
some questions  about  China's  ability  to 
regulate  its  financial  system,  even  as  that 
system  is  being  thrown  open  to  the 
forces  of  the  free  markets. 

The  tale  starts  at  Kaiping  Sub-Branch 
of  Bank  of  China.  While  Kaiping  is  a 
prosperous  manufacturing  town  in 
Guangdong  province,  the  branch  itself 
seems  an  unlikely  place  from  which  to 
engineer  a  major  international  financial 
scam.  Set  in  one  of  the  town's  only  sky- 
scrapers, the  branch's  empty  lobby  and 
trickle  of  customers  make  it  look  more 
like  a  monument  to  its  managers'  egos 
than  a  commercial  enterprise. 

But  the  Kaiping  Sub-Branch  is  now 
the  focus  of  a  probe  involving  dozens  of 
investigators  on  two  continents.  For  it 
was  through  Kaiping  that  a  group  of 
Chinese  bank  executives  allegedly  di- 
verted millions  from  Bank  of  China  over 
a  nine-year  period  starting  in  1992  and 
ending  last  October.  Senior  Bank  of  Chi- 


THE  KAIPING 
SUB-BRANCH: 

Hatched  here, 
the  scam  last- 
ed nine  years 


CHINA 


THE  BLACK  HOLE 

How  $480  million  disappeared  from  Bank  of  China 


I; 


- 
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The  theft  is  raising  troublesome  questions  about 
China's  ability  to  regulate  its  financial  system 


na  executives  believe  that  when  the 
damage  is  toted  up,  the  loss  will  to- 
tal some  $480  million.  Only  about 
$75  million  has  been  accounted  for  so 
far,  and  much  of  that  appears  to 
have  been  lost  in  the  crash  of  the 
Hong  Kong  real  estate  and  stock 
markets  after  1997.  A  Hong  Kong 
police  source  says  of  the  probe:  "It's 
a  big  one." 

Hong  Kong  investigators  believe 
that  the  theft  involved  Bank  of  Chi- 
na branch  staff  in  Kaiping  and 
Guangzhou,  capital  of  Guangdong, 
along  with  accomplices  in  Hong 
Kong  and  Vancouver,  where  some 
of  the  money  now  resides.  Four  peo- 
ple have  been  arrested  in  Hong 
Kong  and  charged  with  "dealing  in 
property  known  or  believed  to  rep- 
resent the  proceeds  of  an  indictable 
offense."  Their  arrests  were  made 
in  October,  but  details  of  the  cases 
have  just  come  out  in  documents 
filed  in  a  Canadian  court.  Meanwhile, 
Canadian  police  may  be  looking  for 
three  other  suspects  who  Hong 
Kong  authorities  believe  fled  to  Van- 
couver, including  the  purported  mas- 
termind of  the  scheme,  a  former 
Kaiping  branch  manager  named  Fan 
Xuchao. 

The  Kaiping  case  casts  a  harsh 
light  on  Beijing  and  Hong  Kong  reg- 
ulators, who  allowed  the  leakage  of 
Bank  of  China  funds  to  go  on  for 
almost  a  decade  without  detection. 
David  T.R.  Carse,  deputy  chief  of 
the  Hong  Kong  Monetary  Authority, 
defends  his  agency,  saying  money 
laundering  is  a  "global  problem"  and 
that  Hong  Kong  has  stepped  up  its 
surveillance  of  the  banking  system  in 
recent  months. 

In  setting  up  their  operation,  the 
Kaiping  gang  allegedly  used  a  scam 
common  among  Chinese  companies 
the  go-go  1990s,  when  China-linked 
:ks  boomed  on  the  Hong  Kong  bourse, 
ny  mainland  Chinese  set  up  so-called 
ndow"  companies  to  speculate  in 
cks  and  real  estate  in  Hong  Kong — 
ina's  window  on  the  rest  of  the  world, 
local  parlance,  window  companies  that 
ulged  in  such  speculation  were  "stir- 
ing"  investments.  According  to  inves- 
tors, Fan  and  his  confederates  cooked 
a  storm. 

Some  of  the  window  companies  were 
al,  while  many  occupied  a  gray  area. 


All  had  to  contend  with  strict  Chinese 
laws  against  moving  money  from  the 
mainland.  Often,  funds  were  diverted 
from  mainland  companies  and  banks  by 
employees  who  wanted  to  play  the  mar- 
kets. Those  who  "borrowed"  this  way 
would  pay  their  employers  back  if  they 
made  money.  If  not,  the  scamsters  re- 
lied on  creative  accounting  to  cover  their 
tracks. 

In  the  Bank  of  China  case,  Hong  Kong 
authorities  allege  that 
Fan  started  skimming 
money  in  the  early 
1990s,  when  he  worked 
at  the  Kaiping  branch. 
In  1999,  he  was  pro- 
moted to  a  managerial 
job  at  the  Guangzhou 
regional  headquarters. 
From  1999  until  he  fled 
last  October,  Hong 
Kong  authorities  assert, 
he  conspired  with  two 
managers  at  the  Kaip- 
ing branch,  Xu  Guojun 
and  Yu  Zhendong,  to 
steal  almost  $75  million. 
What  happened  to  the 
$405  million  that  disap- 
peared before  Fan's 
promotion  isn't  yet 
clear. 

Fan's  principal  Hong 
Kong  window  company, 
authorities  say.  was 
Ever  Joint  Properties, 
founded  in  1993.  Fan  is 
said  to  have  recruited  a  relative,  Hui 
Yat-sing,  to  set  up  Ever  Joint.  Hui  was 
arrested  in  Hong  Kong  in  October,  along 
with  his  wife  and  two  others.  Contacted 
through  a  spokesperson,  Hui  refused  to 
comment.  The  lawyers  of  the  other  ar- 
rested suspects  couldn't  be  reached. 

Much  of  the  money  deposited  at  Eve- 
Joint  moved  on  to  other  accounts  at  elite 
financial  institutions.  According  to  court 
documents  filed  in  Vancouver,  Fan  and 
his  partners  had  deposit  and  brokerage 
accounts  at  Hong  Kong  branches  of  ixg 
Bank,  Standard  Chartered  Bank,  Fortis 
Bank,  UBS,  and  HSBC  Broking  Securities. 
Contacted  by  BusinessWeek,  Standard 
Chartered  said  it  is  cooperating  with  po- 
lice on  the  case.  The  other  banks  refused 
to  comment. 

Fan  and  company  invested  millions  of 
dollars  in  Hong  Kong  stocks — apparently 
with   disastrous  results.   Ever  Joint's 


STIR-FRYING' 
THE  MONEY 


THE  SCAM 


As  much  as  $480  million  was 
diverted  from  Bank  of  China's 
Kaiping  Sub-Branch,  then 
invested  in  local  stocks  and 
real  estate  or  moved  abroad. 


WHO  DID  IT 


Former  Guangdong  branch 
officials  and  their  accomplices 
are  suspected.  The  thefts  went 
on  for  nine  years. 


WHERE'S  THE  MONEY? 


Canadian  authorities  have 
frozen  accounts  containing 
$3.8  million.  The  rest  may 
have  been  spent  or  lost  in  the 
markets. 


biggest  stock  position  was  in  Leading 
Spirit  High-Tech  Holdings  Ltd.,  a  China 
stock  that  has  plunged  99%  from  its  1997 
high.  The  group  also  bought  a  stake  in 
tycoon  Richard  T.  K.  Li's  Pacific  Century 
CyberWorks  Ltd.  Worth  $4  million  when 
the  stock  peaked  twro  years  ago,  the 
stake  is  now  valued  at  $321,000. 

The  Bank  of  China's  loss  was  not  dis- 
covered until  the  three  main  suspects, 
Fan  and  his  bank  cohorts,  Xu  Guojun 
and  Yu  Zhendong,  fled 
China,  apparently  last 
October.  Though  Hong 
Kong  police  believe 
they're  in  Canada,  the 
Royal  Canadian  Mount- 
ed Police  say  they  have 
not  yet  made  an  arrest. 
An  rcmp  spokesman 
says,  however,  that  the 
agency  is  examining  a 
"roomful  of  documents 
that  may  have  evi- 
dence of  alleged  wrong- 
doing" by  the  trio. 
Canadian  bank  ac- 
counts containing  a  to- 
tal of  $3.8  million  have 
been  frozen.  Accounts 
in  Hong  Kong  contain- 
ing an  unknown 
amount  of  money  have 
also  been  frozen. 

The  Kaiping  case 
has  given  added  impe- 
tus to  attempts  by 
Bank  of  China  Chair- 
man Liu  Mingkang  to  install  more  so- 
phisticated risk  management  measures. 
But  the  explosion  of  bank  corruption 
wont  be  ended  easily.  Part  of  the  prob- 
lem is  that  Chinese  bankers  receive  piti- 
fully small  salaries  by  international  stan- 
dards. The  top  execs  at  China's  four 
major  banks  typically  make  just  $3,600 
to  $4,350  a  year.  Fan,  of  course,  made 
much  less.  "You  have  government  offi- 
cials controlling  substantial  amounts  of 
resources,  and  you  pay  them  almost 
nothing,"  says  an  adviser  to  several 
mainland  enterprises.  "It  provides  an 
incentive  for  people  to  steal."  Unfortu- 
nately, that  incentive  is  working  all  too 
wrell. 

By  Mark  L.  Clifford  in  Hong  Kong 
and  Petti  Fnng  in  Vancouver,  with 
Miguella  Lam  in  Hong  Kong,  Alysha 
Webb  in  Shangliai,  and  Dexter  Roberts 
in  Beijing 
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WIRELESS  BY  SAMSUNG:  Korean  companies  have  big  ambitions  to  export-their  cutting-edge  technology  to  the  W< 


SOUTH  KOREA 


A  NATION 

OF  DIGITAL  GUINEA  PIGS 

Korea  is  a  hotbed  of  such  experiments  as  a  cash-free  city 


At  first  glance,  Seongnam  seems  like 
any  middle-class  Seoul  suburb:  a  mix 
of  high-rise  apartment  blocks, 
restaurants,  and  malls.  But  Seongnam's 
humdrum  exterior  masks  serious  tech- 
nological ambitions.  Over  the  next  three 
years,  municipal  officials  plan  to  trans- 
form the  town  of  930,000  into  the  world's 
first  digital  city.  That  means  using  mul- 
tiple broadband  connections  to  do  away 
with  some  really  worn-out  analog  con- 
cepts— like  cash  and  credit  cards.  When 
you  think  of  it,  says  Deputy  City  Direc- 
tor Jung  Chang  Sop,  cash  is  just  a  "has- 
sle." So  in  March  Seongnam  will  start 
equipping  citizens  with  digital  cell  phones 
that,  in  effect,  pay  for  purchases  at  every 
store  in  the  city. 

Cash-free  Seongnam  is  just  one  of 
many  on-the-ground  tests  being 
launched  in  South  Korea,  a  nation  with 
a  collective  mania  for  things  digital. 
More  than  half  of  Korea's  15  million 
households  have  broadband  service, 
while  more  than  60%  of  Koreans  carry 
cell  phones.  Korea's  telcos  are  already 
trying  out  third-generation  mobile  hand- 
sets, designed  to  handle  high-speed 
wireless  transmission  of  video,  data,  and 
voice.  In  the  securities  markets,  about 
70%  of  all  share  trades  are  done  online. 
The  country  is  now  so  wired  that  Ko- 
rean companies  can  use  entire  urban 
populations  as  guinea  pigs  for  their  lat- 
est digital  contraptions.  That's  impor- 
tant for  local  firms  that  want  to  export 
their  knowhow  abroad.  But  Laboratory 


Korea  is  key  for  foreigners  too.  "We 
have  a  guy  posted  there  all  the  time 
on  the  lookout  for  deals,"  says  Brian 
Baglow,  an  executive  at  online  games 
company  Digital  Bridges  Ltd.  in  Scot- 
land. "We're  very,  very  focused  on  Ko- 
rea because  it  has  such  an  advanced 
user  base." 

These  advanced  users  are  up  to  a 
lot.  Take  the  Seongnam  phone  foray. 
Some  Scandinavian  communities  use 
cell  phones  as  payment  tools,  but  the 
Seongnam  experiment,  ^^■■^■■H 
launched  by  Harex  In- 
foTech,  the  credit  card 
unit  of  Kookmin  Bank, 
the  nation's  largest, 
and  lg  TeleCom,  is  one 
of  the  first  to  rely  on 
infrared  technology. 
Consumers  will  pay  for 
purchases  by  entering 
a  personal  identification 
number  on  their  phone, 
then  shooting  an  in- 
frared ray  from  their 
handsets  to  a  tiny  in- 
frared board  located  by 
a  store's  cashier.  The  ray  will  transmit 
credit-card  information  to  the  store, 
and  the  user  will  be  billed.  Similar 
transactions  can  happen  at  bus  stops, 
vending  machines — wherever  that  in- 
frared patch  can  be  posted  to  relay  the 
digital  billing  data.  "We  may  even  let 
handset  holders  exchange  name  cards 
by  pointing  their  phones  at  each  other," 


WIRED  KOREA 


JUNE 
'00 


JUNE  DEC. 
'99 
A  MILLIONS 

Data:  Korea  Network  Information  Center 


says  Harex  director  Kang  Bong  Kt 

Seongnam  isn't  the  only  city  with 
ital  dreams,  kt,  Korea's  largest  pi 
company,  has  set  up  antennas 
crowded  spots  around  the  count 
provide    wireless  broadband  conne 
to  anyone  whose  notebook  or  pers< 
digital  assistants  is  equipped  with  a 
area  network  card.  Users  move  into 
area  where  a  LAN  is  functioning- 
way  station,  a  restaurant,  an  airpor 
and  they  have  an  instant,  always-on 
connection.  The  system  is  easy  to 
stall,  does  not  chew  up  a  lot  of  spl 
trum,  and  is  much  cheaper  than  at] 
ditional  cell-phone  network.   By  the  * 
of  the  year,  such  antennas  will  be  avl 
able  at  10,000  places  around  the  count! 
"kt  is  emerging  as  a  pacesetter,"  sq 
John  Yang,  ceo  of  Lucent  Technolog| 
Korea. 

Meanwhile,  with  a  full-scale  intrc 
tion  of  3G  likely  in  Korea  by  Ap 
g_mi   Samsung  is  launc 
a  line  of  multifunc 
gadgets   to   navig 
the  high-speed  wii 
less   Web.    "Superl 
infrastructure  enab| 
us  to  roll  out  lead 
edge  products," 
Phillip  Chung,  a 
sung    vice-presi 
This  month,  for  e> 
pie,  the  company 
gan  selling  the  >     | 
one  of  the  most 
erful      Net-enabll 
handhelds    going, 
combines  Microsoft's  Office  and 
less  Web-browsing  functions  with 
MP3  player,  telephony,  voice-recordiil 
and  digital-camera  capabilities.  By  sul 
mer,  Samsung  will  introduce  Nexio  [ 
the  U.S.  with  an  $800  price  tag.  Dig 
at  home,  digital  abroad:  Korea's  or 
experiment  roars  ahead. 

By  Moon  Ihlwan  in  Seonf, 
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the  road  to  a  sound  investment.  Janus  takes  no  shortcuts.  Even  when  the 

_ii.  (anus  sticks  to  the  approach  that  has  delivered  over  the  long 

Going  beyond  the  numbers  to  find  the  best  companies  around.  Getting 

ep  understanding  of  how  they  operate.  Who  runs  them.  Where  their 

ortunities  lie.  And  where  their  roadblocks  might  be.  Janus  knows  you 

to  change  lanes  to  spot  the  right  opportunities  in  a  shifting 

norm.  But  through  all  the  twists  and  turns.  Janus  keeps  both  eyes  on  the 


Get  there. 
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al  Fui  4-OI  00  and  Retirement  PI  Sub-Ad  I"'  Based  Fund  Programs       Institutional  Account  Management 


and  a  prospectus  containing  more  complete  information,  including  charges  and  expense1 
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International  Business 


EUROPE 


SUDDENLY,  THE  BOSSES 
ARE  UP  IN  ARMS 

Business  is  pressuring  EU  leaders-loudly-for  economic  reforms 


Keep  your  head  down.  Speak  softly. 
Go  for  consensus.  Europe's  chief 
executives  have  largely  lived  by 
those  Milquetoasty  precepts  when  it 
came  to  the  delicate  matter  of  dealing 
with  its  governments.  Many  a  boss 
would  say  privately  that  he  yearned 
for  the  marketplace  freedoms  that  his 
peers  in  the  U.  S.  enjoy.  But  to  de- 
mand such  freedoms  from  the  great 
welfare  states  of  Europe  was  simply 
not  done.  Occasional,  private  consulta- 
tions with  a  Prime  Minister  or  perhaps 
a  finance  ministry — that  was  possible. 
But  blunt,  in-your-face  demands  for 
change?  Jamais. 

That's  why  January's  events 
stand  out  so  sharply.  In  a  Jan. 
14  open  letter  to  Spanish  Prime 
Minister  Jose  Maria  Aznar,  who 
is  beginning  a  six-month  stint 
as  president  of  the  European 
Union,  the  leaders  of  powerful 
business  federations  such  as  the 
Confederation  of  British  Indus- 
try, the  German  Federation  of 
Employers,  and  Italy's  Con- 
findustria  spell  out  some  bitter  truths. 
Europe  is  falling  far  short  of  its  poten- 
tial, they  say,  and  any  idea  that  Eu- 
rope's economies  could  drive  world 
growth  in  their  present  state  is  a  joke. 
"The  very  credibility  of  the  process  [to 
make  Europe  more  competitive]  is  at 
stake,"  they  add  darkly. 

Fighting  words.  And  there  are  more 
to  come.  Across  the  Continent,  business 
is  mounting  an  unprecedented  lobbying 
campaign  to  pressure  leaders  into  mov- 
ing on  stalled  reforms.  Apart  from  the 
federations,  the  European  Roundtable 
of  Industrialists — a  group  that  includes 
ThyssenKrupp,  Telefonica,  Saint-Gob- 
ain,  and  Nestle — is  also  taking  Euro- 
pean governments  to  task.  In  a  tough 
mid-January  statement,  the  roundtable 
listed  nine  areas  where  it  believes  action 
must  be  taken,  from  liberalizing  energy 
markets  to  eliminating  tax  obstacles  on 
cross-border  activities.  "The  urgency  is 
now  acute,"  says  Daniel  Janssen,  chair- 
man of  Belgian  chemical  giant  Solvay. 

Can  the  bosses'  revolt  actually  make 
a  difference?  Initially,  it's  hard  to  see 
what  impact  their  ire  can  have.  Euro- 
pean executives  operate  under  con- 


straints that  any  American  manager 
would  find  suffocating.  Sky-high  social 
security  taxes,  stiff  workplace  regula- 
tions, myriad  trade  impediments — all 
have  been  instituted  by  national  gov- 
ernments for  years  and  are  only  gradu- 
ally receding,  if  at  all. 

But  you  have  to  start  some 
where.  And  the  bosses  know 
that  they  may  have  more 
of  an  effect  this  year,    J, 
when  elections  are  slat- 
ed in  France  and  Ger- 
many. Business  groups 
in  Europe  tend  not 


since  the  1960s.  "Far  from  bringing 
to  American  levels,  the  European 
has  left  us  farther  behind,"  says  J 

In  an  effort  to  help  ignite  gr< 
business  groups  are  concentrating 
firepower  to  support  EU  Presiden 
nar's  ambitious  liberalizing  agend 
the    Mar.    15    European    summi 
Barcelona.  But  the  real  problem  is 
ting  national  governments  to  implei 
the  fine  words  and  promises.  "Wh 
you  have  as  business-friendly  po 
in  the  last  five  years  in  this  coun 
asks  Henri  de  Castries,  CEO  of  P 
surance  giant  Axa.  "Zero.  Nothing 
Now  French  business  is  on  the 
path,  led  by  the  1 
based     empl 
federation  M 
"We  used  to 
discreet,  air 
undergro; 
lobby,"  i 
Ernest- 


to  support  individual 
candidates  or  parties, 
but  they  can  play  a  cru- 
cial role  in  commenting 
on  the  strength  of  a 
candidate's  economic 
platform.  Already,  some 
top  German  CEOs  such 
as  Bernhard  Scheuble  of 
Darmstadt-based  drug- 
maker  Merck  have  hint- 
ed that  they  prefer  the 
program  of  Edmund 
Stoiber,  the  conserva- 


WHAT  EUROPEAN 
BUSINESS  WANTS 

►  More  liberal  labor  laws 
to  make  it  cheaper  to  hire 
and  fire  workers 

►  Elimination  of  France's 
35-hour  workweek 

►  Significant  cuts  in 
corporate  income  taxes 

►  Deregulation  of  electricity 


tive  opponent  to  Ger 

man  Chancellor  Gerhard      a™JaJL™ar*e.tS. Federation 


toine  Seilliere,  ME 
chief.  "But  the  rj 
government  absolu 
has  to  institute  chan 
and  that's  why  we  i 
want  this  discussioi 
the  open." 

German  business 
is  beginning  to  clar 
On  Jan.  17,  for  exam 
the  Federation  of  C 
man  Industries  sp 
sored  a  tax  forum 
tended  by  Fina 
Minister  Hans  Eic 
Presid 


A 


►  Pension  reforms  to 
slash  costs  and  create 
Europewide  rules 


Schroder  in  next  faJ's 
election. 

Put  simply,  the  bosses 
are  speaking  out  because 
Europe  just  can't  get  on  a  strong  growth 
track.  The  average  growth  of  EU  coun- 
tries hit  more  than  3%  in  only  one  year 
out  of  the  past  10.  By  contrast,  the  U.  S. 
growth  rate  never  fell  below  3%  during 
that  period  (except  for  last  year).  The  re- 
sult: By  2001,  per  capita  gross  domestic 
product  in  the  EU  was  less  than  two- 
thirds  that  of  the  U.  S. — the  widest  gap 


Michael  Rogowski  c< 
plained  that  tax  reft 
didn't  go  far  enou 
embarrassing  Eichel. 
Schroder's  people,  business  is  ungrate 
"But  the  election  will  be  decided  by  wc 
ing  people,  not  lobbyists,"  says  Gern 
Economics  &  Technology  Minister  We 
er  Muller.  True,  but  working  people 
pend  on  bosses  for  jobs,  and  those  bos 
are  increasingly  desperate  for  change 
By  John  Rossant  in  Paris,  with  Jt 
Ewing  in  Frankfurt 
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LAST  APRIL,  WE  BROKE  GROUND  ON  THE  NEW  NISSAN  PLANT. 
IUT  WE'VE  ALREADY  LAID  THE  FOUNDATION  FOR  MUCH  MORE. 


A/hen  the  state  of  Mississippi  and  Nissan  joined  forces  it  wasn't  just  to  build  a  new  plant,  it  was  to  build  toward  a  bright  future.  Together. 
Our  new,  leading-edge  facility  in  the  city  of  Canton  is  where  it  all  starts.  It  will  soon  have  the  capacity  to  assemble*  some  250,000 
Nissan  full-size  trucks,  full-size  SUVs  and  our  next-generation  minivan.  All  to  meet  the  ever-increasing  demand  for  Nissan  products 

in  North  America.  And  to  infuse  the  local  economy  with  new  jobs  -  potentially  up  to  4,000.  And  as  if  that  weren't  enough,  this 

new  plant  will  spur  further  growth  in  and  around  the  state.  All  of  which  goes  to  show  that  this  new  facility  will  do  more  than  produce 

incredible  products,  it'll  produce  an  incredible  amount  of  pride  in  all  of  us.  For  more  information,  visit  mississippiandnissan.com. 


M 


PPI 

USA 


'U.S. -Built  Nissans  consist  of  domestic  and  globally  sourced  parts.  Nissan  and  the  Nissan  Logo  are  Nissan  trademarks.  C2001  Nissan  North  America,  Inc. 


We  utilize  biotechnology  in  a  responsible  way  to  develop  innovative  pharmaceutia 

So  that  discovery  can  lead 


Life  is  a  source  of  constant  mystery.  It's  true  for  everyone,  especially  scientists  trying 
to  discover  the  nature  of  life  itself.  The  decoding  of  the  human  genome  will  open  up  a  completely  new 
understanding  of  the  actual  processes  of  life  and  the  causes  of  many  illnesses.  Aventis,  a  world-leading 
research-oriented  pharmaceutical  company  will  utilize  these  new  findings  for  innovative  pharmaceuticals, 
preventive  vaccines  and  therapeutic  proteins.  After  all,  it  is  our  long  term  objective  not  only  to  treat 
illnesses  but  to  prevent  them.  So  that  people  can  lead  healthier  lives. 

Aventis,  Strasbourg  (France),  is  listed  on  the  stock  exchanges  in  Paris,  Frankfurt  and  New  York,   www.aventis.com 


althier  lives. 


Aventis 
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Our  Challenge  is  Life 
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Sign  up  for  a  free  weekly 

desktop  presentation  series  featuring 

five  of  today's  thought  leaders. 

Brought  to  you  by  a  sixth. 


Jan.  10th,  2:00-3:00  p.m. 

Guy  Kawasaki, 
author  and  founder  of 
various  PC  enterprises 

Topic:  HowTo  Drive  Your 
Competition  Crazy 


Jan.  17th,  2:00-3:00  p.m. 

Watts  Wacker, 
best-selling  author,  political 
commentator,  and  social 
critic 

Topic:  A  Visionary's 
Handbook:  Becoming  Your 
Own  Futurist 


Jan.  24th,  2:00-3:00  p.m. 

Roger  Blackwell, 
academician  and 
relationship  marketing 
expert 

Topic:  Relationship 
Marketing 


Jan  31st,  2:00-3:00  p.m. 

Gary  Hoover, 
requested  speaker  and 
celebrated  entrepreneur 

Topic:  The  Power  of  Vision 


Feb.  7th,  2:00-3:00  p.n 
Ken  Blanchard, 
coauthor  of  the 
One  Minute 
Manager  Library 

Topic:  Leadership  for 
the  21st  Century 


REGISTER  NOW 


www.sprintbiz.com/icc 


Five  weeks.  Five  celebrated  speakers,  authors,  and  visionaries.  And 
five  engaging  topics.  All  brought  to  you  by  Sprint,  a  company  whose 
vision  and  leadership  in  the  field  of  communications  solutions  has  led 
to  some  of  the  most  important  network  innovations. 

Get  a  clear  view  of  the  future  of  collaborative  communications. 

Sprint's  technology  leadership  has  also  led  to  some  of  the  most 
empowering  collaboration  tools  available,  and  when  you  participate  in 
the  presentation  series,  you'll  get  to  see  these  in  action.  Sprint  Online 
Presenter5"  combines  slide  presentations  and  interactive  features  that 
can  enable  businesses  to  share  ideas  over  the  Internet  easily,  securely, 
and  effectively.  Partnered  with  Sprint  Audio  Conferencing5"  it  is  a  powerful 
business  enhancer  you  have  to  see  to  believe. 

Sprint  is  a  topTier  1  telecommunications  provider  offering  a  full  suite 
of  collaborative  solutions.  Learn  more  at  www.sprintbiz.com/icc 


WHAT  YOU'LL  DISCOVER 

•  How  to  break  with  conventional 
ways  of  thinking  to  create  new 
opportunities  for  yourself  and 
your  business. 

•  How  to  turn  today's  challenges 
into  a  competitive  advantage. 

•  Inventive  ways  to  strengthen 
your  business  relationships  and 
expand  your  market  share. 

•The  new  do's  and  don'ts 
of  successful  leadership 
and  management. 

•Where  business  is  heading 
and  what  you  can  do  to  ensure 
your  future  right  now. 


Sprint 


Must  register  to  participate  in  series.  Events  and  speakers  subject  to  change.  Copyright  ©  Sprint  2002.  All  rights  reserved.  Sprint,  the  diamond  logo,  and  Sprint  Collaborative  Solutions  are  trademarks  of  Sprint  Communications  Company  LI 


nternational  Outlook 


llTED  BY  ROSE  BRADY 


ILL  ZIMBABWE 

RAG  DOWN  ITS  NEIGHBORS? 


k  disaster  is  brewing  in  southern  Africa.  The  once-pros- 
perous nation  of  Zimbabwe  faces  intense  turmoil  in  the 
weeks  leading  up  to  presidential  elections  scheduled  for 

1  9.  The  ballot  pits  President  Robert  Mugabe,  77,  who  has 

the  country  since  its  liberation  from  white  rule  in  1980, 

inst  Morgan  Tsvangirai,  48,  a  former  trade  union  leader 
o  heads  the  opposition  Movement  for  Democratic  Change. 
Mugabe  is  doing  all  he  can  to  ensure  victory,  from  pre- 

ting  young,  urban  voters  from  registering  to  inciting  vio- 
■ce.  Dozens  of  opposition  supporters  have  been  killed,  while 

ers  have  been  beaten  up  or  driven 
m  their  homes  by  backers  of  Mugabe's 
iu-pf  party.  "The  election  has  every 

spect  of  being  stolen,"  says  Chester 
ocker,  former  U.S.  Assistant  Secre- 
of  State  for  African  Affairs.  If  that 
Dpens,  it  will  be  "a  failure  not  only 

Zimbabwe  and  South  Africa  [but]  for 

stern  policy."  Mugabe,  in  contrast, 
iracterizes  his  opponent  as  a  puppet  of 

stern  imperialism. 

f  the  tragedy  were  confined  to  Zim- 
rwe,  it  would  be  bad  enough.  Already 
ny  of  Zimbabwe's  11  million  people 

going  hungry,  victims  of  Mugabe's  economic  policies.  But 
crisis  is  also  producing  a  contagion  effect  in  a  region 
nmered  by  poverty,  a  global  recession,  and  the  AIDS  crisis. 

ugees  are  pouring  over  Zimbabwe's  border  with  South 
"ica,  adding  to  that  country's  40%  jobless  rate.  Partly  be- 
ise  of  concerns  about  the  widening  crisis,  the  South  African 

d  plunged  45%  against  the  U.  S.  dollar  over  the  past  year. 

he  international  community,  distracted  for  months  by 
fallout  from  September  11,  is  becoming  increasingly 
rmed.  The  European  Union  and  the  U.  S.  are  now  identi- 
ng  the  overseas  bank  accounts  of  Mugabe  and  his  aides, 

paring  to  freeze  assets  if  the  political  environment  doesn't 
prove.  "We  don't  want  sanctions  to  impact  the  people  [be- 


MUGABE:  Strong-arm  election  tactics 


cause]  so  many  are  on  the  verge  of  starving,"  says  Con- 
gressman Edward  R.  Royce  (R-Calif.),  chairman  of  the  House 
International  Relations  subcommittee  on  Africa.  "We  want  to 
send  a  message  to  those  involved  that  they  cannot  launder 
money."  The  U.  N.'s  World  Food  Program  is  launching  emer- 
gency shipments  of  maize,  the  local  staple,  to  Zimbabwe. 
And  South  African  President  Thabo  Mbeki  and  other  re- 
gional leaders  are  calling  on  Mugabe  to  allow  fair  elections. 
Yet  it's  proving  difficult  to  curb  Mugabe's  excesses.  Re- 
jecting criticism,  he  has  persisted  with  his  controversial  pol- 
icy of  confiscating  without  compensation 
land  from  white  commercial  farmers — a 
bid  to  gain  rural  voter  support.  Partly  as 
a  result,  the  economy  shrank  by  8%  last 
year  and  could  contract  5%  in  2002. 

If  a  free  ballot  were  held,  Tsvangirai 
might  win.  A  poll  late  last  year  showed 
him  ahead  by  six  points.  The  former  boss 
of  the  Zimbabwe  Congress  of  Trade 
Unions,  Tsvangirai  is  popular  among  edu- 
cated, urban  voters  and  has  promised 
farmers  compensation  for  their  land.  But 
electoral  rules  remain  stacked  against  him. 
That's  why  longtime  Africa  observers  such 
as  Crocker  think  that  if  violence  continues,  Tsvangirai  may  drop 
out  of  the  election  and  declare  the  ballot  a  farce,  undermining 
Mugabe's  legitimacy  as  a  leader.  That  could  put  pressure  on  the 
president  to  resign.  If  the  people  come  out  into  the  streets, 
even  the  Army  might  urge  Mugabe  to  step  aside,  Crocker 
says.  "People  power. . .  is  not  to  be  dismissed,"  he  adds. 

At  this  stage,  such  an  outcome  seems  a  long  shot.  But 
many  Africa  observers  predict  more  refugees,  hunger,  and  a 
slump  in  regional  investment  if  Mugabe  wins  another  six-year 
term.  For  Mbeki  and  other  southern  African  leaders,  that 
could  be  a  bigger  test  than  anything  they  have  yet  faced. 

By  Iden  Wetherell  in  Harare, 
with  Stan  Crock  in  Washington 


GLOBAL  WRAPUP 


iDIOS  TO  A  LATIN  TRADE  PACT? 

*  It  doesn't  look  good  for  the  U.  S.  ef- 
ort  to  negotiate  the  Free  Trade  Area 
f  the  Americas  (ftaa)  pact  by  2005, 
iespite  President  George  W  Bush's 
)id  to  reinject  vigor  into  the  hemi- 
;  -here- wide  trade  talks  in  a  Jan.  16 
speech  before  the  Organization  of 
American  States  in  Washington. 

Latin  governments  are  still  stinging 
rom  the  lack  of  attention  the  Bush 
Administration  has  paid  to  the  re- 
pon — even  though  the  President 
womised  to  make  this  "the  century  of 


the  Americas."  Argentina,  having  re- 
cently devalued  its  peso  and  defaulted 
on  $141  billion  in  public  debt,  is  now 
closing  ranks  with  Mercosur,  the  four- 
nation  Southern  Cone  trade  bloc.  Dom- 
inated by  Brazil,  Mercosur  has  decried 
U.S.  trade  barriers  and  expressed  lit- 
tle enthusiasm  for  the  ftaa.  "The  ftaa 
is  not  going  to  be  accomplished  any- 
time soon,  and  even  less  now  because 
of  9/11,  Argentina,  and  the  flatness  of 
the  U.S.  economy,"  says  George 
Grayson,  a  Latin  American  expert  at 
the  College  of  William  &  Mary. 
Argentina's  meltdown  could  also 


fuel  support  for  anti-globalization  can- 
didates in  coming  elections  in  the  re- 
gion. In  Brazil,  Luiz  Inacio  "Lula"  da 
Silva,  an  opponent  of  free  trade,  leads 
polls  for  the  October  presidential  elec- 
tions. Ecuador,  Bolivia,  and  Colombia 
are  also  holding  ballots.  Meanwhile  in 
Mexico,  political  leaders  who  had 
hoped  for  a  revamping  of  U.  S.  immi- 
gration policy  now  seem  resigned  to  a 
relationship  focused  on  border  security 
issues.  To  many  Latins,  it  seems  that 
Bush — despite  his  words — is  treating 
their  region  as  an  afterthought. 

By  Geri  Smith  in  Mexico  City 
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Sports  Business 


ADVERTISING 


NOT-SO- 
SUPER 
AD  SALES 

Super  Bowl  spending  has 
been  hurt  by  shrunken 
budgets  and  the  Olympics 

Selling  advertising  for  an  annual  TV 
extravaganza  that  draws  80  mil- 
lion-plus viewers  might  seem  like 
easy  labor.  But  when  the  final  seconds 
tick  off  the  clock  on  Feb.  3  in  New  Or- 
leans to  end  Super  Bowl  XXXVI  and 
the  Most  Valuable  Player  declares  he's 
headed  for  Disney  World,  more  than  a 
few  weary  Fox  Sports  salespeople  will 
likely  wish  they  were  heading  for  a  va- 
cation, too. 

That's   because   they  have   had   to 
work  overtime  to  woo  reluctant  adver- 


tisers in  one  of  the 
driest  ad  climates  ever.  The  Super  Bowl 
is  usually  the  biggest  ad  day  of  the 
year,  but  not  this  time.  For  some  mar- 
keters, the  recession  has  eroded  ad 
budgets.  For  others,  the  Winter  Olym- 
pics Games,  kicking  off  on  NBC  less  than 
a  week  later,  have  more  allure.  Demand 
is  so  tepid  this  year  that  the  average 
rate  for  a  30-second  spot  has  dropped 
for  the  first  time,  by  9%,  to  $2  million, 
after  doubling  since  1996.  Fox  is  even 
throwing  in  some  extra  goodies,  such  as 


p 


fP 
additional  on-air  r 
tions  and  sponsorships.  Two  weeks 
or  to  the  game,  Fox  had  about  1CK 
ad  time  for  the  game  itself  left  to 
but  was  still  hoping  to  reach  $120 
lion  in  revenues. 

Of  course,  this  was  one  of  the  w 
ad  years  in  a  decade.  Total  ad  spenc 
according  to  media-buying  firm  Uni 
sal  McCann,  plummeted  4%  last  y 
and  is  expected  to  post  a  meager  £ 
of  2.4%  this  year,  mostly  on  hea^l 
buying  in  the  third  and  fourth  quart* 


pn 


FEWER  CORKS  WILL  BE  POPPING  AT  THIS  OLYMPICS 


Salt  Lake  City  should  be  party  city 
for  corporations  bankrolling  the 
Winter  Olympics.  The  last 
Olympiad  on  American  soil  for  at  least 
the  next  decade  seems  like  the  perfect 
occasion  to  pamper  key  clients  and  re- 
ward top-notch  employees. 

Make  no  mistake:  Booze  will  flow,  ta- 
bles wiU  groan  with  lavish  spreads,  and 
the  hospitality  show  will  go  on.  But  be- 
cause of  a  lagging  economy  and  the  ef- 
fects of  September  11,  the  corporate 
schmoozathon  on  the  slopes  won't  be 
what  it  might  have  been. 

"The  number  of  hospitality  events  is 
down  significantly,"  says  Bob  Williams, 
president  of  Burns  Sports  &  Celebrities 
Inc.,  an  Evanston  (111.)  agency  that  sup- 
plies athletes  for  corporate  clients.  And 
so  is  the  call  for  former  Olympic  heroes. 
Stars  such  as  figure  skater  Peggy 
Fleming  and  speed  skater  Bonnie  Blair 
are  still  in  demand,  though  "it's  not 
like  previous  Olympics  in  the  U.  S., 
when  corporations  had  much  larger 


or  unlimited  budgets,"  says  Williams. 

How  the  slower-than-expected  party 
scene  will  affect  the  overall  success  of 
the  Winter  Games  is  "the  great  un- 
known at  the  moment,"  says  Thayne 
Robson,  a  University  of  Utah  profes- 
sor who  is  advising  the  Salt  Lake 
City  Olympic  Committee  on  the  eco- 
nomic impact  of  the  games.  "People 
who  collect  taxes,  units  of  govern- 
ment that  provide  services — they're  all 


concerned  about  total  revenues 
Some  signs  are  ominous.  Ma> 
Turner,  president  of  Cuisine  U: 
catering  service,  which  is  prepa 
food  for  12  different  corporate  c 
during  the  games,  says  she  has 
companies  cut  their  guest  fists  I 
third,  though  in  the  final  days,  s 
adding  back  names.  "It  is  still  p 
to  get  a  hotel  room  here,"  says 
"The  town  is  not  sold  out."  In  ft 


NOT  EVERYONE 
IS  PINCHING  PENNIES 

Sports  Illustrated  will  entertain 

800  key  advertisers  and  marketers 

during  the  Olympics  for  an  average 

stay  of  four  days.  Says  publisher 

Fabio  Freyre:  "Our  guests  go  behind 

the  scenes,  get  the  best  seats,  and  go 

to  the  best  parties.  Yes,  swimsuit 

models  have  been  known  to  appear 

at  our  parties. " 


EACH  GUEST  RECEIVES 

►  Accommodations  at  a  Marriott  hotel 


►  Tickets  for  two  events  each  day 


►  A  gift  duffel  bag  containing  a  backpack, 
et,  fleece  pullover,  ski  turtleneck,  scarf,  base 
set  of  Olympic  pins,  ski  helmet,  Nike  watch,  i 
and  Power  Bars,  among  other  items 

►  Entree  to  Sports  lllustrated's  hospitality  cente| 
historic  Union  Pacific  Railroad  Depot 

►  Admission  to  a  big  party  at  "Club  Splash' 
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•n  again,  no  year  could  beat  2000, 
•n  17  dot-coms  bought  Super  Bowl 
on  abc,  a  few  paying  as  much  as  $3 
ion  for  30  seconds.  A  year  later,  only 
;e  dot-coms  returned.  "The  game  is 

trying  to  recover  from  the  tech 
ble  bursting,"  says  Mel  Berning, 
ddent  of  U.  S.  broadcasting  for  media 
er  Media  Vest.  Many  advertisers  are 
;ing  until  the  last  minute  to  get  the 

price.  "No  one  is  rushing  to  get 
Ixe   first   this   year,"  says   Carolyn 

is,  president  of  media  buying  firm 
iative  Media  North  America. 
Even  though  rates  are  down  this 
\  price  inflation  over  the  past  five 
rs  has  some  advertisers  wondering 
pther  the  Super  Bowl  is  their  best 
r,  especially  when  the  premium  they 
for  that  one  Sunday  game  over  a 
ular  prime  time  show  is  75%,  vs. 
I  just  a  decade  ago.  "For  the  vast 
•jority  of  advertisers,  that's  just  not 
way  brands  are  built  anymore,"  says 
i  Pettit,  president  and  ceo  of  brand 
sultant  Sterling  Group.  "To  concen- 
|te  that  amount  of  money  in  one 
nt"  forecloses  other  campaigns. 
Vnother  anomaly:  The  terrorist  at- 
ks  on  September  11  delayed  the  Na- 
ial  Football  League  season  by  a  week, 
it  pushed  the  Super  Bowl  back  to 
).  3,  closing  the  gap  between  the  game 
i  the  start  of  the  Olympics  in  Salt 


SUPER  BOWL  INFLATION? 
NOT  THIS  TIME 


Demand  is  so  tepid  this  year  that 

the  average  cost  of  a  30-second  spot 

has  dropped  for  the  first  time,  after 

doubling  from  1996-2001 

AVERAGE  AD  RATE 
PER  30-SECOND  SPOT 
(MILLIONS) 

1996  COWBOYS  VS.  STEELERS,  NBC  $1.1 

1997  PACKERS  VS.  PATRIOTS,  FOX  1.2 

1998  PACKERS  VS.  BRONCOS,  NBC  1.3 

1999  FALCONS  VS.  BRONCOS,  FOX  1.6 

2000  RAMS  VS.  TITANS,  ABC  2.1 

2001  GIANTS  VS.  RAVENS,  CBS  2.2 

2002  TO  BE  DETERMINED,  FOX  2.0 

Data:  Nielsen  Monitor  Plus,  Carat  USA 

Lake  City  on  Feb.  8.  EDS,  Volkswagen, 
and  Nike,  unwilling  to  fork  over  for  both 
events,  opted  for  the  Olympics.  Allstate 
Insurance  Co.,  too,  made  a  major  Olym- 
pics commitment,  buying  more  than  50 
spots  aimed  at  viewers  who  may  not  be 
football  fans.  "The  Olympics  get  you  an 
association  with  the  premier  event  not 
just  in  sports  but  in  entertainment,"  says 
Robert  S.  Apatoff,  Allstate's  senior  vice- 
president  and  chief  marketing  officer. 

It's  also  a  more  attractive  buy  for 
advertisers  looking  to  target  women,  a 


big  audience  for  the  skating  events  that 
wiD  air  for  10  nights  during  the  17  days 
of  coverage.  Randy  Falco,  chief  operat- 
ing officer  for  nbc's  Olympics  unit,  says 
most  advertisers  are  buying  ads  in  pack- 
ages across  the  network  and  its  cable 
channels  MSNBC  and  CNBC,  which  will 
also  broadcast  some  events.  "Advertis- 
ers get  more  bang  for  the  buck,"  says 
Falco.  Two  weeks  before  the  Games, 
NBC  had  sold  about  97%  of  its  Olympic 
ad  inventory,  at  an  average  $600,000 
per  30-second  spot — already  closing  in 
on  its  goal  of  $720  million  in  revenues 
for  Salt  Lake  City,  Falco  says. 

Still,  some  of  the  old  Super  Bowl  re- 
liables are  back,  such  as  Anheuser- 
Busch,  PepsiCo,  and  General  Motors. 
Universal  theme  parks,  taking  aim  at  ri- 
val Walt  Disney  Co.,  is  buying  its  first 
Super  Bowl  ad  ever,  a  60-second  spot  in 
the  third  quarter  costing  $3  million. 
Some  such  as  Visa  are  so  flush  they're 
spending  on  both  networks.  "It's  won- 
derful, as  a  leading  brand,  not  to  have 
to  make  decisions  among  these,"  says 
Nancy  Friedman,  Visa's  vice-president 
for  advertising.  But  for  other  recession- 
battered  marketers  that  have  to  choose, 
the  Super  Bowl  isn't  the  must-buy 
event  it  once  was. 

By  Tom  Lowry,  with  Gerry  Kher- 
mouch  in  New  York  and  Ronald  Grover 
in  Los  Angeles 


to  go  before  opening  cere- 
al Feb.  8,  about  1,000  hotel 

the  Salt  Lake  City  vicinity 
incy  signs,  says  Jason  Mathis,  a 
ian  for  the  Salt  Lake  City  Con- 
&  Visitors  Bureau. 
tality  junkets  can  be  lavish  and 
e  affairs  (table),  which  explains 
lpanies  limit  their  invitations  to 
hundred  vips.  Standard  offer- 
lude  round-trip  airfare,  a  posh 

three  or  four  nights,  and  tick- 
jught-after  events — a  package 

cost  $18,000  per  guest  when 
are  half  a  world  away. 


> 


For  games  on  U.  S.  soil,  cheaper  trav- 
el can  cut  that  price  by  two-thirds.  But 
adding  to  the  tab  for  corporate  hosts 
and  giving  pause  to  even  the  most  care- 
free revelers  are  security  concerns. 
Many  corporations  wall  issue  photo  IDs 
for  their  guests.  And  local  businesses 
supplying  services  for  corporate  affairs 
are  putting  workers  through  elaborate 
security  checks,  including  fingerprinting. 
"Nine- 11  has  had  a  tremendous  impact. 
Security  measures  will  be  very,  very 
tight,"  says  Turner. 

It's  mostly  the  struggling  economy, 
though,  that  has  companies  skipping  the 

jumbo  shrimp.  Xe- 


ON  THE  SLOPES: 

Snowboarding 


rox,  a  worldwide 
Olympics  sponsor, 
reduced  its  hospi- 
tality budget  and 
the  number  of  cus- 
tomers it  is  bring- 
ing to  Salt  Lake 
City  after  it  cut 
some  1,500  jobs 
last  year.  Bank  of 
America  and 
Qwest  Communi- 
cations also  have 


shrunk  their  programs,  say  industry 
sources.  Neither  would  discuss  then*  en- 
tertainment plans  with  BusinessWeek. 

Of  about  40  companies  entertaining 
at  the  games,  including  McDonald's, 
Coca-Cola,  Visa,  Delta  Air  Lines,  Mar- 
riott, and  Sun  Microsystems,  most  are 
counting  their  pennies.  "We  don't  see 
clients  backing  off  entirely.  But  they 
are  cracking  down  on  their  budgets," 
says  Jan  Katzoff  of  SportsMark  Man- 
agement Group  Ltd.,  a  Larkspur  (Calif.) 
company  that  orchestrates  Olympics 
parties.  "What  I'm  hearing  is  'Let's  hire 
Tara  Lipinski,  but  for  an  hour  instead 
of  two,' "  says  talent  booker  Williams. 

Still,  Sports  Illustrated  has  a  guest 
fist  of  800,  largely  key  advertisers. 
AT&T,  which  gives  the  red-carpet  treat- 
ment mostly  to  business  partners,  will 
be  entertaining  about  200  execs.  And 
General  Motors  Corp.  will  reward  deal- 
ers who  have  beaten  sales  goals  by  giv- 
ing them  "a  once-in-a-lifetime  experi- 
ence," says  Matt  Pensinger,  gm's 
manager  for  sports  marketing.  Yes, 
Corporate  America  will  party,  but  for 
the  most  part,  it  won't  be  that  hearty. 

By  Mark  Hyman 
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HOW  AMAZON  CLEARED 
THAT  HURDLE      $ 

To  earn  a  profit,  it  cut  costs  and  started  growing  again 


When  Amazon.com  Inc.  Chief 
Executive  Jeffrey  P.  Bezos  pro- 
claimed a  year  ago  that  the 
money-losing  online  retailer 
would  finally  earn  its  first  operating 
profit  by  now,  almost  nobody  believed 
him.  Instead,  investors  kept  hitting  the 
sell  button,  knocking  the  stock  down 
40%,  to  around  $10.  Oops.  On  Jan.  22, 
the  same  day  traditional  retailer  Kmart 
Corp.  filed  for  bankruptcy  protection, 
upstart  Amazon  shocked  everyone  by 
reporting  not  just  an  operating  profit 
of  $59  million  but  also  a  net  profit  of  $5 
million  in  the  fourth  quarter — no  ifs, 
ands,  or  pro  formas.  Investors  piled 
back  in,  sending  the  stock  up  24%,  to 
$12.60.  Crows  Bezos:  "It's  a  major  turn- 
ing point  for  us." 

The  bubbly  ceo  may  be  a  perennial 
optimist,  but  he's  not  exaggerating. 
Granted,  the  surprise  net  profit  came 
partly  because  of  a  $16  million  gain  on 
foreign  currency  exchange,  which  might 
not  happen  again.  And  Amazon's  net 
will  lapse  back  into  the  red  this  quarter 
as  holiday  merchandise  bills  come  due. 
Yet  with  operating  profits  more  than 
10  times  expectations  last  quarter, 
there's  no  question  the  e-commerce  bell- 
wether hit  a  big  milestone.  Throwing 
off  a  recent  slump  in  sales,  which  were 
fiat  in  the  third  quarter,  it  hiked  the 
top  line  by  15%,  or  triple  analysts'  ex- 
pectations, to  $1.1  billion.  Even  more 
important,  it  earned  a  profit  by  getting 
the  basics  right:  tangible  operational  ef- 
ficiencies, heads-down  cost-cutting, 
and  savvy  partnership  deals  with 
the  likes  of  Toys  'R'  Us  Inc.  and 
Target  Corp.  "Amazon  is  just  a 
much  more  experienced  retailer 
now,"  says  analyst  Safa  Rashtchy 
of  U.  S.  Bancorp  Piper  Jaffray. 
"They're  finally  going  to  see  some 
benefit  from  that." 

So  might  the  entire  e-tailing 
sector.  Amazon's  profit  offers  a 
strong  signal  that  while  online  re- 
tailers may  not  turn  the  retail 
world  upside  down,  they  may  well 
become  a  potent  force  in  their 
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own  right.  How?  Consider  that 
Amazon  offered  a  30%  discount  on  \  J 
books  priced  above  $20  in  the 
fourth  quarter — a  move  that  helped 
boost  overall  books,  music,  and  video 
sales  5%,  compared  with  a  12%  drop 
in  the  third  quarter.  Yet  that  business 
still  saw  operating  profits  rise  63%,  to 
$64  million,  on  sales  of  $538  million. 
That's  a  clear  indication,  Bezos  says, 
that  the  favorable  interaction  he  has 
always  promised  has  kicked  in:  Effi- 
ciencies allow  for  lower  prices,  spurring 
sales  growth  across  the  board,  which 
can  be  handled  by  existing  facilities 
without  much  additional  cost.  Says  re- 
tail analyst  Kristine  Koerber  of  W.  R. 
Hambrecht  &  Co.:  "Amazon  has  proven 
that  e-tailing  can  work." 

Oh,  sure,  Amazon's  particular  busi- 
ness model — a  "get  big  fast"  strategy 
forged  in  times  when  capital  was 
cheap — won't  likely  be  repeated  in  this 
penny-pinching  era.  That's  why  venture 
capitalists  have  no  plans  to  rush  out 
and  fund  any  Amazon  wannabes.  But 
recent  profits  reported  by  privately  held 
e-commerce  companies  such  as  liquidator 
Overstock.com,  online  jewelry  seller 
Blue  Nile,  and  luggage  e-tailer  eBags 
haven't  escaped  their  notice.  "This  isn't 
going  to  start  an  avalanche  of  new  ven- 
ture investment  in  e-tailers,"  says  May- 
field  Fund  general  partner  Allen  Mor- 
gan. "But  I  do  think  over  the  next 
couple  of  years  you  will  see  additional 
funding  in  e-tailers  and  e-tailing  infra- 


A 


structure    com-  I 
panies."     That's 
music  to  the  ears 
of  firms  such  as 
eVineyard   Inc., 
which  is  trying  to 
raise  a  $5  million 
financing  round  as 
it  aims  for  prof- 
itability this  year. 
Says   eVineyard 
Chairman   Larry 
Gerhard:  "This 
helps  enormously,  to 
have  Amazon  turn 
the  corner." 

How  soon  the 
purse  strings  will 
open  up  remains  a  big 
question,  because  Ama- 
zon itself  isn't  home 
free.  It  still  carries  $2.2 
billion  in  long-term  debt, 
which  drains  about  $30 
million  in  cash  every  quar- 
ter. It  has  to  contend  with 
a  recession  that  is  not  abat- 
ing. And  Bezos'  strategy  of 
enticing  customers  with  low- 
er prices  is  risky — especial- 
ly since  its  core  business  of 
books,  music,  and  \ideos  may 
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AMAZONXOMS 
PUSH  TO  PROFITS 

To  achieve  its  fint- 

ner  net  Profiyhe 
m  retailer  honed  its 

distribution 
operations  and  cut 
deals  to  boost 
rmnues.  Hereshon 
U  made  the  grade: 


SORTING  ORDERS 

Fewer  items  were  put 
m7he  wrong  locat.ons 
ts  distribution  cen- 
ters and  it  sh.pped 
35%  more  units  with 
the  same  number  of 
workers  as  a  year  ago. 
That  helped  cut 
fulfillment  costs  by 
$22  million  last 
quarter,  despite  a  sales 
increase  of  15 /o- 


ANTICIPA1 
DEMAND 

Using  software 
more  accurate! 
forecast  purch; 
patterns  by  reg 
Amazon  slashe 
inventory  leveh 
$31  million.  0' 
in  the  fourth  q 


BALANCING  ACT:  Jeff  Bezos 
calls  it  a  "turning  point" 

be  maturing.  Although  in- 
ternational sales,  largely  of 
media  products,  jumped  81%, 
to  $262  million,  too  few  cus- 
tomers are  buying  newer  of- 
ferings in  electronics,  kitchen 
gear,  and  tools.  Their  com- 
bined   sales   fell   2%   from 
a    year    ago    as    Amazon 
switched  from  selling  some 
of  the  items  itself  to  taking 
commissions  on  sales  it  han- 
dled for  retailing  partners. 
Still,  progress  below  the  top  line  is 
lg  up  for  all  that.  Most  of  all,  it's 
ing  from  dozens  of  big  and  small 
Movements  in  Amazon's  network  of 
Jxibution  centers,  one  of  its  biggest 
most  criticized  expenses.  A  year 
[,  some  12%  of  incoming  inventory 
Jed  up  stored  in  the  wrong  place, 
liing  to  lost  time  and  delayed  orders. 
Is  year,  thanks  to  better  inventory 
ware  and  smarter  storage,  that  was 
'duced  to  just  4%.  Partly  as  a  re- 
sult, even  as  sales  rose  15%,  Amazon 
cut  fourth-quarter  fulfillment  ex- 
penses by  $22  million,  or  17%, 
from  a  year  ago. 

Amazon    also    honed    its 
process  for  sorting  orders  for 
multiple  items — a  skill  it  views 
as  its  essential  edge  as  it  keeps 
expanding   its    offerings    and 
adding   more   retail   partners 
that  want  to  use  Amazon's  ful- 
fillment capabilities.  By  reduc- 
ing the  time  it  takes  to  get  all 
the  items  in  an  order  into  the 
sorting      system,       Amazon 
shipped  35%  more  units  with 
the  same  number  of  people. 
Says  Lisa  Rapuano,  research 
director  for  Legg  Mason 
Funds,  whose  mar- 
ket-beating    value 
fund  is  the  second- 
Amazon  investor  after  Bezos 


gest 


•PING 

*  40%  of  ship- 
s—up from  zero  a 
ag0-were  consol- 
into  full  trucks 
n  directly  to  spe- 
ities,  bypassing 
ost  of  sending 
first  to  regional 
I  sorting  facilities. 
saved  Amazon 
?ns  of  dollars  in 
}ing  costs. 


himself:  "They  have  made  incredible 
progress  in  operations." 

At  the  same  time,  Amazon  for  the 
first  time  fanned  out  fulfillment  of  some 
books  to  its  distributor,  Ingram  Book 
Group.  Partly  as  a  result,  Amazon  re- 
quired 4,000  fewer  distribution  workers 
on  its  peak  day,  Dec.  11,  compared  with 
a  year  earlier.  And  with  better  plan- 
ning and  higher  volumes,  it  could  send 
more  trucks  directly  to  cities,  bypassing 
the  cost  of  regional  postal  sorting  hubs 
and  saving  millions  of  dollars  in  the 
fourth  quarter  alone.  Says  Jeffrey  A. 
Wilke,  Amazon's  senior  vice-president 
of  operations:  "We  spent  the  whole  year 
really  focused  on  increasing  productivi- 
ty without  more  capital  spending." 

Improvements  aside,  logistics  experts 
estimate  that  Amazon's  distribution  cen- 


DELIVERY 


tomers  ordered  something  besides 
books,  music,  or  videos  in  the  fourth 
quarter,  that's  down  slightly  from  37% 
in  the  third  quarter.  Bezos  says  he 
hopes  Amazon's  just-announced  offer  of 
free  shipping  on  orders  over  $99  will 
entice  customers  to  try  higher-ticket 
electronics,  tools,  and  kitchen  gear.  And 
analysts  say  its  deals  to  run  online 
stores  for  established  brands  such  as 
Toys  'R'  Us,  Target,  and  Circuit  City 
should  get  consumers  more  interested. 
Indeed,  those  deals  boost  both  the 
top  and  bottom  lines.  The  retailers  sell 
their  products  through  the  Amazon  site 
and  pay  the  e-tailer  fees  for  handling 
distribution  and  customer  service.  Rev- 
enues for  these  services,  which  hit  $225 
million  in  the  fourth  quarter,  carry  gross 
margins  of  at  least  45%,  nearly  twice 


Amazon's  first-ever  profit 
astonished  analysts,  but  a  huge  factor  was  the 
dozens  of  improvements  in  how  it  handles 
the  complex  task  of  distribution 


ters  are  still  operating  at  less  than  40% 
of  capacity,  half  the  most  efficient  level. 
"At  this  stage,  it's  overbuilt,"  says 
Richard  W.  Hallal,  principal  with  Cleve- 
land consultant  Logistics  Development 
Corp.  So  unless  Amazon  further  re- 
duces that  capacity  by  shutting  down 
more  warehouses — a  move  not  on  its 
agenda — it  must  boost  sales  to  maxi- 
mize the  use  of  its  facilities.  Although 
Bezos  is  forecasting  at  least  10% 
growth  this  year,  it's  unclear  that  rate 
will  get  operations  chugging  at  optimal 
capacity. 

One  method  of  recharging  sales 
growth  is  Bezos'  much-criticized  Wal- 
Mart  Stores  Inc.-style  approach,  adding 
everything  from  electronics  to  tools  onto 
its  original  books  business.  Results  are 
still  mixed.  Although  some  35%  of  cus- 


FORGING 

«^& 

•r'  Us  Inc.  and  Target 
Corp.  brought  in  $225 
million  m  revenue, 
with  gross  profit 
margins  nearly 
double  Amazon  s 
overall  25%  margins. 
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.pined  boost  unit 
sa  es In  the  holiday 

ason  by  23%, £3* 
million.  Amazon  s  cut 
0f  revenues  carries 
gross  margins  of  at 
least  85%.  P 


Amazon's  retail  margins.  And  the  added 
unit  volume  helps  fill  up  idle  distribution 
capacity,  making  the  e-tailer  more  effi- 
cient. Says  analyst  Ken  Cassar  of  mar- 
ket researcher  Jupiter  Media  Metrix 
Inc.:  "The  beauty  of  those  two  busi- 
nesses— retail  and  services — is  that  they 
make  each  other  stronger." 

Even  more  lucrative  and  growing 
faster  yet  are  Amazon's  booming  sales 
of  used  merchandise.  That  business 
made  up  15%  of  unit  sales  from  just 
1%  a  year  ago.  Those  sales  carry  even 
juicier  85%  gross  margins — the  same 
kind  of  business  that  has  made  online 
auctioneer  eBay  the  one  remaining  e- 
commerce  darling  among  investors. 

Is  all  that  enough  to  restore  luster  to 
Amazon,  which  was  once  valued  at  more 
than  $30  billion?  That  will  take  longer, 
especially  since  its  market  valua- 
tion— now  nearly  $5  billion — is 
rich  next  to  traditional  retailers. 
Bezos,  too,  concedes  Amazon 
must  continue  to  get  many  more 
small  things  right  before  he  can 
build  the  huge,  lasting  company 
he's  aiming  for.  "I  don't  think  the 
next  six  years  will  be  any  easier," 
he  says.  No  matter  how  far  Ama- 
zon comes,  it  always  seems  to 
have  a  long  way  to  go. 

By  Robert  D.  Hof  in  San 
Mateo,  Calif,  with  Heather  Green 
in  New  York 
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LAWSUITS 


HAS  MICROSOFT 
MET  ITS  MATCH? 

AOL  could  be  the  one  company  to  offer  it  a  real  court  battle 


In  the  heavyweight  slugfest  between 
AOL  Time  Warner  Inc.  and  Microsoft 
Corp.,  AOL  usually  gives  as  good  as 
it  gets.  The  one  exception:  Web 
browsers,  aol's  Netscape  browser  is 
used  by  21.4%  of  home  users,  while 
89%  use  Microsoft's  Internet  Explorer. 
But  what  aol  hasn't  won  in  the  mar- 
ketplace, it's  trying  to  win  in  the  courts. 
Piling  on  top  of  the  Microsoft  case  be- 
ing pressed  by  nine  state  attorneys 
general,  AOL  on  Jan.  22  filed  its  own 
Microsoft  antitrust  action. 

While  AOL  stands  to  gain  from  a 
court  ruling  that  could  bring  billions  of 
dollars  in  damages,  it  takes  on  risks  as 
well.  In  court,  Microsoft  could  turn  the 
tables  and  accuse  AOL  of  antitrust  be- 
havior. And,  even  if  aol  wins,  its  decla- 
ration of  war  against  Microsoft  could 
provoke  the  software  powerhouse  to 
battle  aol  even  more  ferociously. 

Yet,  it  appears  the  rewards  are  big- 
ger than  the  risks.  In  AOL,  Microsoft 
faces  a  more  determined  foe  than  the 
Justice  Dept.,  which  signed  off  on  a 
settlement  on  Nov.  2  that  has  been 
criticized  as  being  too  weak. 
Vying  with  Microsoft 
for  potentially  huge 
emerging  markets, 


ranging  from  Web  services  to  interac- 
tive television,  aol  stands  to  gain  both 
strategic  advantages  and  a  financial 
windfall  with  a  courtroom  win.  "This  is 
not  someone  whom  Microsoft  can  buy 
off  with  a  cheap  settlement,"  says  Ed- 
ward J.  Black,  president  of  the  Com- 
puter &  Communications  Industry  Assn. 

aol  has  a  strong  case.  Coming  on 
the  heels  of  a  District  of  Columbia 
Court  of  Appeals  ruling  on  June  28, 
2001,  which  held  Microsoft  a  monopolist 
in  its  actions  against  Netscape,  aol  has 
had  much  of  its  work  done  for  it.  "aol 
has  a  good  chance  of  prevailing  by  pig- 
gybacking on  the  findings  of  the  D.C. 
Circuit,"  says  Alan  J.  Meese,  visiting 
antitrust  law  professor  at  the  Universi- 
ty of  Virginia. 

If  aol  wins,  the  spoils  could  be  rich. 
In  addition  to  the  monetary  damage 
award,  aol  is  seeking  a  ruling  that 
could  wind  up  requiring  Microsoft  to 
offer  its  Windows  operating  system 
without  Microsoft's  browser  and  other 
applications  such  as  its  instant  messen- 
ger and  its  Passport  personal  authenti- 
cation service.  If  Microsoft  were  unable 
to  leverage  its  dominance  in  the  PC  op- 
erating system  to  take  advantage  of 
these  new  products,  aol's  competing 


services  could  get  a  big  leg  up. 
crosoft  scoffs  at  aol's  legal  gambit 
attempt  to  gain  advantage  in  the 
ketplace.   Says  Microsoft  spoke 
Vivek  Varma:  "This  is  just  the  ne> 
gal  tactic  in  their  business  plan." 

aol,  however,  may  not  end  up 
much  of  an  advantage  if  a  judge  mej 
requires    Microsoft   to   unbundle 
browser  from  Windows.  The  numbel 
consumers  who  use  Netscape's  brov 
actually  declined  by  5%,  to  15 
between  May  and  October  last  $ 
cording  to  Jupiter  Media  Metrix 
"The  problem  is  the  market  has  cr 
so  dramatically  [that]  it's  not  clear 
junction  is  going  to  change  the  proj 
tion  of  Netscape  and  Microsoft  bro\ 
at  this  stage,"  says  Lawrence 
a  law  professor  at  Stanford  Univer 

What's  more,  aol  may  be  invit 
antitrust  trouble  of  its  own.  During 
trial,  Microsoft  could  lob  a  countered 
against  aol  for  behaving  unfairlj 
markets  it  dominates,  "aol  has  not 
labeled  a  monopolist  so  far,  but 
day  may  come,"  says  Richard  Dohe^ 
director  of  research  at  Envisioneei 
Group,  aol  rules  the  instant-messag 
realm,  with  41.7  million  home  users, 
18.5  million  for  Microsoft.  And  AOL  I 
fuses  to  make  its  technology  compati| 
with  others. 

While  the  payoff  is  uncertain  for 
it's  more  likely  to  be  rewarded  til 
punished  for  seeking  its  day  in  coij 
Still,  the  suit  raises  the  stakes  in  u 
is  shaping  up  to  be  an  all-out  strugl 
for  dominance  of  the  next  phase  of  i| 
Internet. 

By  Catherine   Yang  in 
Washington   with   Jay 
Greene  in  Seattle 


AOL'S  LEGAL  GAMBLE 

By  suing  Microsoft  on  antitrust  grounds,  aol  Time  Warner 

piggybacks  on  top  of  the  government  case  against  the  software  giant. 

But  there  are  risks  for  aol,  too. 


REWARDS 

MONETARY  DAMAGES  AOL  could 
win  billions  of  dollars  in  damages,  ac- 
I  cording  to  legal  experts. 

|  STRIPPED-DOWN  WINDOWS  A 

'  ruling  in  AOL's  favor  could  force 
Microsoft  to  offer  an  operating  system 
without  its  Internet  Explorer  browser  and 
other  applications  AOL  competes  with. 

HARRIED  MICROSOFT  Another  legal  battle 
could  distract  the  software  giant  when  it's  trying 
to  launch  new  initiatives  in  Web  services  and 
the  connected  electronic  home. 


RISKS 

INVITING  ANTITRUST  SCRUTINY 

AOL  may  be  faced  with  counterclaims 
by  Microsoft  that  its  online  service 
unfairly  monopolizes  businesses  such  as 
instant  messaging.  AOL  dominates  that 
market  and  refuses  to  make  its  service 
compatible  with  other  services. 

GETTING  IN  MICROSOFT'S  CROSSHAIRS 

In  the  past,  Microsoft  has  vanquished  foes  such 
as  Lotus,  Borland,  WordPerfect,  and  Netscape. 
Now  that  AOL  has  essentially  declared  war,  Microsoft 
may  marshal  its  forces  to  beat  AOL. 
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The  all-new       luxury  sport  sedan  arrives  in  April. 
Glimpse  the  future  by  calling  800-335-1443  or  by 
visiting  infiniti.com/G35preview. 
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Developments  to  Watch 


BY  ELLEN  LICKING 


PROTEIN  ANALYSIS 
JUST  GOT  EASIER 

TWO  YEARS  AGO,  THE  BIG 

buzzword  in  biotech  was 
genomics.  In  2001,  it  was 
proteomics — a  fancy  way 
of  saying  protein  analysis. 
This  year,  new  technolo- 
gies should  move  pro- 
teomics beyond  hype  to 
practical  reality.  Two 
biotech  companies — Cell- 
zome  of  Heidelberg,  Ger- 
many, and  mds  Proteomics 
of  Toronto — have  devel- 
oped highly  automated 
methods  for  fishing  large 
clusters  of  proteins  out  of 
cells  and  body  fluids. 
Their  studies  appear  in 
two  independent  papers 
in  the  Jan.  10  issue  of 
Nature. 

Until  recently,  scien- 
tists have  had  trouble  an- 
alyzing the  function  of 
most  proteins.  That's  be- 
cause in  many  cases  these 
compounds  are  difficult  to 
obtain  in  quantity,  and 
because  they  tend  to  car- 
ry out  their  biological 
tasks  in  combinations,  or 
"complexes,"  of  as  many 
as  80  proteins. 

The  two  Nature  papers 
describe  different  ways  to 
isolate  and  extract  these 
complexes.  Working  with 
yeast,  both  groups  were 
able  to  uncover  hundreds 
of  proteins  that  had  never 
before  been  scrutinized. 
Using  powerful  computer 
programs,  the  groups 
were  able  to  predict  the 
functions  of  these  pro- 
teins based  on  the  kinds 
of  complexes  in  which 
they  were  found. 

This  has  important  im- 
plications for  drug  re- 
search, says  Giulio  Super- 
ti-Furga,  vice-president  of 
Cellzome.  Knowing  a  mol- 
ecule's precise  function 
will  allow  pharmaceutical 
companies  to  design  safer, 
less  toxic  medicines. 


A  CHAIN  DRIVE 
FOR  THE  WORLD'S 
TINIEST  MOTORS 

RESEARCHERS    AT    SANDIA 

National  Laboratories  have 
fabricated  the  world's  small- 
est chain.  The  tiny  silicon 
gizmo  looks  just  like  the 
chain  on 
your  trusty 
bike — but 
with  a  big 
difference: 
Each  link 
measures  a 
mere  50  mi- 
crons long — 
half  of  the 
diameter  of  a  human  hair. 

Ed  Vernon,  the  micro- 
chain's  designer,  believes  the 
invention  could  one  day  be 
used  to  power  tiny  camera 
shutters.  It  could  also  pro- 


vide'' various  gear  ratios  and 
linkages  among  hundreds  of 
motors  on  silicon  chips.  Such 
chips — known  in  industry  as 
microelectromechanical  sys- 
tems (mems) — are  really  ma- 
chines that  integrate  minus- 
cule motors,  sensors,  and 
other  mechanical  devices  with 
computer  smarts  on  slivers 
of  silicon. 

To  build 
the  micro- 
chain,  the 
Sandia  sci- 
entists piled 
five  layers 
of  silicon 
onto  a  slice 
of  wafer 
three  by  eight  millimeters.  In 
each  layer,  they  used  photo- 
lithography and  other  chip- 
making  techniques  to  print 
the  next  "floor"  of  the  tiny 
high-rise  structure. 


HOW  TO  KICK 
CREEPY-CRAWLIES 
OUT  OF  THE  BALLAST 

THE    BALLAST    WATER    OF 

international  freighters  is 
teeming  with  pesky  critters 
such  as  green  crabs  from  Eu- 
rope and  tubeworms  from 
Australia.  Once  established  in 
America's  harbors,  these  in- 
vasive animals  can  quickly 
take  over,  killing  many  native 
species.  Existing  technologies 
to  clean  ballast  water  are  ex- 
pensive and  potentially  dan- 
gerous to  crew  members. 

But  a  novel  method  de- 
vised to  prevent  ballast-tank 
corrosion  appears  to  have  the 
added  benefit  of  thwarting 
hardy  marine  invaders.  Be- 
cause the  technique  promises 
to  save  shippers  money,  en- 
vironmentalists hope  it  will 
be  widely  used  throughout 
the  industry.  "It  is  a  win- 
win  solution,"  says  Mario 
Tamburri,  a  marine 
ecologist  at  the  Mon- 
terey Bay  Aquarium 
Research  Institute  in 
Monterey,  Calif. 

Up  until  now,  ship- 


ping companies  have  used  ex- 
pensive paints  to  prevent  bal- 
last tanks  from  rusting.  The 
new  approach,  developed  by 
Sumitomo  Heavy  Industries, 
is  to  bubble  nitrogen  gas  into 
the  ballast  water.  This  re- 
moves most  of  the  dissolved 
oxygen,  resulting  in  less  rust. 
Tamburri  estimates  that  ship- 
pers could  save  as  much  as 
$100,000  per  year  per  ship 
simply  by  switching  over  to 
this  deoxygenation  technique. 
In  the  process,  aquatic  an- 
imals that  are  sensitive  to 
oxygen  levels  are  wiped  out. 
Green  crabs,  for  example,  can 
survive  only  two  or  three 
days  in  low-oxygen  contain- 
ers, according  to  Tamburri's 
tests.  That's  well  short  of 
the  time  it  takes  a 
cargo  vessel  to 
cross  the  ocean. 
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INNOVATIONS 


■  In  the  wake  of  Septe 
11  and  the  anthrax  att 
that  followed,  doctors 
nurses  are  racing  to  edu 
themselves  about  the  sy 
toms  caused  by  micrc 
used  as  weapons.  A  Web 
designed  by  researchers 
the  University  of  Alab 
Center  for  Disaster 
paredness  may  help.  The 
offers  interactive  classe; 
six  potential  biolo 
weapons,  including  ant! 
smallpox,  and  plague 
courses,  which  are  fre 
charge,  use  case-based 
narios  and  photos  to  t 
clinicians  how  to  diag 
these  rare  diseases  du: 
their  early  stages.  The 
address  is  www.bioter 
ism.uab.edu. 

■  A  new  mathematical  th 
could  pave  the  way  for  sh 
er  digital  images  and  supe 
music  recordings.  Develo 
by  math  professors  Aki 
Aldroubi  of  Vanderbilt  I 
versity  and  Karlheinz  G: 
nig  of  the  University  of 
necticut,  the  theory  will  1 
engineers  come  up  with 
gorithms  to  convert  an 
waves — the  sounds  and  si] 
of  the  world  around  us — i 
the  zeros  and  ones  of  di, 
electronics. 

With  traditional  techniq 
for  translating  analog  to  c 
ital,  the  original  signals 
be  "band-limited,"  mean 
engineers  must  define  < 
limit  how  much  of  an  im 
or  a  sound  they  wish  to 
ture.  Digital  audio  record: 
for  example,  discards  hi 
and  low-frequency  sou 
as  part  of  a  prod 
called  sampling, 
droubi  says  th 
theory  will  ena 
recording  devi 
to  captun 
richer  f 
ette  a 
to  redi 
signal  1 
when  t 
material 


WE  DIDN'T  JUST  JUMP  ON  THE 
NFRASTRUCTURE  BANDWAGON 
i  WE  BUILT  IT 


time  to  set  the  record  straight.  Long  before  our  competitors  even  added  the  word 
frastructure"  to  their  vocabulary,  we  were  busy  creating  it.  Since  we  first  launched 
licenter*  it  has  become  the  de  facto  global  standard  for  managing  eBusiness 
rastructure.  But  we  didn't  stop  there-we're  also  the  world  leader  in  security  and  storage 
tware.  Every  day,  our  software  handles  over  180  million  transactions,  protects  $50  billion 
wire  transfers  and  stores  40  million  security  exchanges.  Expertise  doesn't  happen 
jrnight.  It's  taken  25  years  of  hard  work  and  leadership  to  get  to  be  the  best.  So 
len  we  say  you  can  trust  every  one  of  our  18,000  employees  around  the  world  to  deliver 
2  software  and  service  that  your  eBusiness'  success  depends  on,  we  really  mean  it. 
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PHARMACEUTICALS 


A  REAL  BLOWUP 
IN  BIOTECH 

ImClone  was  flying  high  until  it  ran  afoul  of  the  FDA 
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IMCLONE'S 
FOUNDERS: 
COO  HARLAN 
WAKSAL  AND 
BROTHER 
SAMUEL, 
THE  CEO 
i 

Is  ImClone  Systems  Inc.  another  En- 
ron? After  all,  damaging  disclosures 
about  the  high-flying  biotech  compa- 
ny's new  cancer  drug  directly  contra- 
dicted statements  by  its  ceo.  The  stock 
nosedived,  from  $75  a  share  to  $20  in 
the  past  month,  after  top  executives 
made  multiple  millions  by  selling  their 
shares  near  the  peak.  And  on  Jan.  18,  the 
same  congressional  committee  that's  in- 
vestigating Enron  Corp.  announced  it  is 
looking  into  the  ImClone  mess.  On  top  of 
all  that,  the  companies  share  a  director, 
Dr.  John  Mendelsohn,  president  of  MD 
Anderson  Cancer  Center  in  Houston  and 
creator  of  the  ImClone  drug. 

Here,  however,  the  resemblances  end. 
Far  from  being  a  showcase  for  account- 
ing trickery,  ImClone  is  a  case  study 
of  the  risky  business  that  is  biotech — 
and  the  arrogance  and  possible  incom- 
petence of  a  management  team  that  un- 
derestimated those  risks.  In  biotech, 
such  failings  aren't  unusual.  In  the  first 
two  weeks  of  January,  eight  other 
biotech  companies  saw  their  stock  prices 
tank  after  setbacks  to  key  drugs.  But 
because  ImClone's  Erbitux  looked  to  be 
the  most  important  new  drug  approval 


of  2002,  its  decline  is  the  most  dramatic. 
ImClone  still  has  one  key  factor  in  its 
favor:  Virtually  no  doctors  familiar  with 
the  drug  call  it  a  failure.  "If  you  talk  to 
the  oncology  community,  the  people  who 
use  it  in  trials  for  head  and  neck  cancer 
will  say  this  drug  works,"  says  Dr. 
Ronald  Garren,  publisher  of  the  Biotech 
Insight  investment  newsletter  and  an 

L t We  thought  any 
questions  [the 
FDA]  might  have 
we  could  answer 
during  the 
review 
process" 

—  SAMUEL  WAKSAL, 
ImClone  Systems 


oncologist  who  was  involved  in  an| 
bitux  head  and  neck  trial. 

Also,  no  one  is  questioning  the 
tation  of  the  doctors  testing  the 
"These  trials  were  conducted  b; 
leading  cancer  centers  in  the  world  I 
the  leading  investigators  in  the  woj 
says  Gruntal  &  Co.  analyst  Cory 
parov.  The  lead  physician  in  the 
cancer  trial  submitted  to  the  Foe 
Drug  Administration,  Dr.  Leonard 
of  Memorial  Sloan-Kettering  Cail 
Center  in  New  York,  developed 
standard  chemotherapy  treatment! 
colon  cancer  used  around  the 
commonly  called  the  Saltz  regimer 
protect  his  objectivity,  Saltz  from ) 
start  has  refused  to  own  ImClone 

In  order  to  guard  trade  secret 
may  be  privy  to,  the  FDA  does  not 
ment  on  products  it  is  consider 
the  companies  that  make  them, 
much  of  the  past  year,  Erbitux' 
tiveness  has  been  praised  by  the 
research  community  as  the  harbi 
of  a  revolution  in  treatment — a  si 
ward  targeted  therapies  that  home 
cancer  cells  without  harming  he* 
tissue.  In  preliminary  clinical  tri 
suits  reported  by  Saltz  last  May, 
of  colon  cancer  patients  who  had 
all  other  treatments  responded  tl 
combination  of  Erbitux  and  chemotli 
apy.  Based  on  those  results,  the 
granted  Erbitux  expedited  review 
tus.  The  data  looked  just  as  promi:-! 
to  Bristol-Myers  Squibb  Co.:  In  Octof 
it  paid  $1  billion — $70  a  share — f 
20%  stake  in  ImClone. 

These  facts  are  well-established, 
the  intentions  of  ImClone  ceo  Samuell 
Waksal  and  his  brother,  coo  Harlan  I 
Waksal,  are  harder  to  pin  down.  I1 
company  rushed  to  file  a  new  drug 
plication  last  year  based  on  Saltz's  s|j 
ond-stage  clinical  trial,  although  the 
requires  three  stages  of  trials  for 
drug  approvals.   When   the   FDA 
nounced  on  Dec.  28  that  it  would 
accept  ImClone's  application,  Sam 


IMCLONE  IN  THE  TANI 
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sal  said  he  was  as  shocked  as  the  com- 
pany's investors.  This  even  though  the 
agency  had  apparently  been  telling  Im- 
Clone  for  months  that  it  was  concerned 
about  the  structure  of  the  Phase  2  trial. 
"We  thought  any  questions  they  might 
have  we  could  answer  during  the  re- 
view process,"  says  Waksal. 

Bad  assumption.  But  it's  not  an  un- 
usual one,  according  to  FDA  staffers  who 
decline  to  be  quoted.  They  complain 
that  drug  companies  often  turn  in  slop- 
py applications.  Indeed,  many  a  drug 
review  has  been  delayed  because  the 
FDA  asked  for  more  data.  However,  it  is 
unusual  for  the  application  filing  itself  to 
be  refused. 

Waksal  says  the  FDA  wants  more  in- 
formation on  how  doctors  determined 
that  the  patients  in  their  trials  couldn't 
be  helped  with  standard  chemotherapy 
alone.  That  information  is  available,  he 
says,  but  the  company  deemed  it  un- 
necessary to  include  it  in  the  application. 
Wall  Street  now  wants  to  know  why 
he  would  think  that.  Waksal's  judgment 
and  credibility  came  under  withering 
scrutiny  when  the  fda's  letter  detail- 
ing the  reasons  it  refused  the  application 
was  leaked  to  an  industry  newsletter. 
That  missive,  as  reported  in  The  Cancer 
Letter,  stressed  the  need  for  thorough 
documentation  of  the  treatment  history 
of  each  patient.  Plus,  it  said  the  clinical 
trial  was  not  "adequate  and  well-con- 
trolled," even  though  Waksal  had  told 
analysts  and  reporters  that  the  FDA  had 
signed  off  on  the  trial.  More  worrisome 
still,  the  agency  suggested  new  clinical 
trials  might  be  needed  to  determine  if 
Erbitux  works  on  its  own. 

On  this  final  point,  though,  it  is  the 
FDA's  stance  that  doctors  find,  worrisome. 
Erbitux  was  designed  from  the  start  to 
be  used  in  combination  with  chemo,  on 
the  theory  that  the  two  together  would 
work  better  than  either  one  alone.  Grant- 
ed, a  small  trial  of  the  drug  as  a  stand- 
alone treatment  reportedly  had  a  re- 
sponse rate  of  10.5%,  high  for  a  cancer 
drug.  But  that's  still  much  lower  than 
the  22.5%  response  rate  when  Erbitux  is 
used  in  combination  with  the  drug 
irinotecan.  "The  FDA  usually  insists  that  a 
drug  show  single-agent  activity,  but  a 
lot  of  these  new  [cancer  therapies]  aren't 
designed  to  do  that,"  says  Garren. 

Ultimately,  most  industry  analysts 
believe  Erbitux  will  be  approved, 
though  perhaps  not  in  2002.  ImClone 
will  meet  with  the  fda — most  likely  in 
late  January — to  discuss  the  problems 
with  its  application,  and  there  is  a  faint 
hope  that  the  problems  will  turn  out  to 
be  easily  remedied.  But  whatever  hap- 
pens, Waksal  seems  destined  to  put  in 
an  appearance  in  the  chief  executive 
Hall  of  Blame. 

By  Catherine  Arnst  in  New  York 
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A  DAY  LATE  AND 
$4  BILLION  SHORT 

Falling  revenues  and  high  debt  box  in  Mayor  Bloomberg 


M: 
; 


ichael  R.  Bloomberg  proved  his 
savvy  by  building  a  multibillion- 
dollar  financial  information  busi- 
ness amidst  the  smartest  people 
on  Wall  Street.  That  feat  earned  him  the 
luxury  of  spending  $72  million  to  be  elect- 
ed mayor  of  New  York  City.  He  cam- 
paigned on  the  strength  of  his  financial 
experience,  saying  it  made  him  the  most 
qualified  to  manage  the  city  through  a  re- 
cession and  one  of  its  worst  budget  prob- 
lems in  more  than  two  decades. 

That  campaign  boast  will  now  be  put 
to  the  test.  For  Bloomberg,  the  prob- 
lems of  running  the  aging  metropolis 
may  prove  more  difficult  than  any  man- 
agement and  financial  challenge  he  ever 
faced  at  Bloomberg  LP.  Although  still 
in  his  first  month  of  office,  Bloomberg 
has  already  learned  one  hard  lesson  in 
his  crash  course  on  city  finance:  Cam- 


paign vows  to  foreswear  new  debt 
have  to  be  broken.  "The  challenge 
has  financially  is  incredible,"  says  for 
three-term  Mayor  Edwrard  I.  Koch. 

For  starters,  New  York  City's  bui 
for  Bloomberg's  first  full  fiscal  yes 
short  by  $4  billion  of  the  $27  billio 
planned  city  spending.  While  the  c 
total  budget,  including  state  and  fed 
programs,  comes  to  $40  billion,  the 
in  Bloomberg's  portion  is  15%.  Tl 
the  biggest  percentage  shortfall  for 
new  mayor  since  the  city's  fiscal  cris: 
1976,  wThen  it  arranged  emergency 
rowing  for  19%  of  its  annual  expen 
What's  more,  tax  revenues  are  expe« 
to  fall  by  5.7%  in  the  current  fiscal  j 

At  the  same  time,  debt-service  c 
for  capital  spending  are  now  consun 
one-sixth  of  tax  revenues.  City  c 
for  each  New  Yorker  is  up  to  $4; 
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highest  per  capita  of  15  major  U.  S. 
es.  Of  course,  the  terrorist  destruc- 

of  the  World  Trade  Center — for 
ich  the  city  expects  the  federal  gov- 
tment  to  pay  billions — aggravated 
economic  woes.  But  the  problem 
dates  September  11  and  its  psycho- 
ical  scars.  Indeed,  it's  the  national 
ession  and  bear  market  on  Wall 
eet,  a  vital  source  of  revenue,  that 
'e  the  greater  impact.  Even  if  the 
nomy  begins  growing  again  this 
rimer,  as  some  economists  are  pro- 
ting,  revenue  won't  come  back  to 
0  levels  by  2003,  according  to  the 
s  Independent  Budget  Office  (ibo). 
Tie  mayor  has  until 

14  to  present  his 
Iget    for   the    fiscal 

beginning  on  July 
The  deadline  has  al- 
dy  been  extended  20  - 
n  the  end  of  January 
the  City  Council  to 
e  Bloomberg  more 


force  increased  to  250,000,  some  6,600 
more  employees  than  when  he  took  of- 
fice. While  the  hiring  seems  justified — 
teachers  and  police  were  added  as  the 
population  grew — the  payroll  is  Bloom- 
berg's burden  now. 

If  he  chooses,  Bloomberg  might  be 
able  to  find  about  $1  billion  of  wiggle 
room  in  the  budget,  including  some  refi- 
nancing and  other  maneuvers.  And  he  is 
pursuing  productivity  gains  from  work- 
rule  changes  in  labor  negotiations  this 
year  with  teachers,  cops,  and  other  mu- 
nicipal workers.  But  those  gains  are 
mostly  for  the  future.  Right  now,  he  has 
to  find  $3  billion  in  payroll  cuts,  which  he 
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|~e  to  sort  out  the 
■d  steps  he  has  to 
e,  primarily  cutting 
roll  and  stalling  cap- 
spending.  Bloomberg 
1  required  by  law, 
sed  in  the  aftermath 
the  1970s'  fiscal  cri- 
to  balance  spending 
1  revenue  by  the  end 
each  fiscal  year.  For- 
r  mayors  Abraham 
ame  and  Koch  to- 
her  had  six  years  to 
;e  the  19%  gap  from 

fiscal  crisis.  Bloom- 

g  should  be  given  an 

ra  year  "to  spread 

I  pain,"  says  Koch. 

fhe  coming  $4  billion 

rtfall  casts  a  shad- 

on  former  Mayor 
dolph  W  Giuliani's 
•utation  for  fiscal  pru- 
ice.  True,  in  his  first  term,  1994-98, 
Jiani  cut  payroll  and  reduced  spending, 
usted  for  inflation,  by  1.8%.  And  he 
rted  pruning  employment  in  his  final 
nths  and  set  out  a  gap-closing  pro- 
•m  of  $1.3  billion.  That  move  means 

leaving  Bloomberg  a  balanced  bud- 
,  plus  $500  million  toward  next  year, 
ording  to  the  ibo.  But  two-thirds  of 

measures  won't  carry  over  into 
ombergs  first  fiscal  year.  What's  more, 
Giuliani's  second  term,  real  spending 
e  11%  over  the  eight  years,  according 
the  Citizens  Budget  Commission  (cbc), 
>rivate  research  group — a  figure  Giu- 
u's  budget  director,  Adam  L.  Barsky, 
m  "exaggeration."  And  the  work- 
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is  starting,  or  in  taxes,  which,  he  said  at 
his  inauguration,  "we  cannot  raise." 

A  huge  constraint  is  the  city's  $41 
billion  debt,  money  borrowed  to  build 
schools,  housing,  and  bridges.  Debt  ser- 
vice this  year  will  eat  up  about  17.5%  of 
city  tax  revenues.  That's  up  sharply 
from  11.6%  in  1990.  Little  can  be  done 
to  reduce  the  payments  significantly — 
the  state  constitution  and  federal  law, 
intended  to  prevent  reckless  tax-exempt 
borrowing,  severely  limit  refinancing. 

In  fact,  Bloomberg  will  have  trouble 
keeping  the  debt  from  getting  heavier. 
Before  September  11,  the  city  commit- 
ted to  $6  billion  in  capital  spending,  up 
60%  from  2000,  according  to  the  city 


comptroller.  Giuliani  planned  for  even 
more  spending — as  much  as  $14.1  billion 
over  the  next  two  years.  That  would 
drive  debt  to  more  than  $50  billion  in 
2004,  according  to  the  comptroller.  Much 
of  the  debt  buildup  was  to  reverse  the 
neglect  of  the  city's  schools  and  to  pay 
for  federally  mandated  water-filtration 
plants.  But  Bloomberg  has  no  choice 
but  to  start  paring  back,  says  Charles 
Brecher,  research  director  at  cbc. 

Will  Bloomberg  insist  on  the  kind  of 
draconian  cuts  he  might  make  in  his  pri- 
vately held  financial-data  empire?  Four 
months  before  he  took  office,  the  candi- 
date criticized  budget  gimmicks  and 
swelling  city  borrowing. 
He  complained  that  the 
city  had  "circumvented" 
a  debt  limit  by  creating 
a  new  bonding  entity, 
the  Transitional  Finance 
Authority  (tfa).  He  also 
slammed  "one-shot  rev- 
enues, especially  those 
that  come  from  the  sale 
of  city  property,"  to  bal- 
ance the  budget. 

But  by  October,  his 
tone  was  already  soft- 
ening. Instead  of  rein- 
ing in  debt,  he  said  in  a 
position  paper,  the  city 
should  borrow  more 
through  the  tfa  and 
create  a  new  entity  that 
would  issue  debt  to  fi- 
nance a  subway  exten- 
sion to  the  Jacob  Javitz 
Convention  Center.  And 
instead  of  lamenting  the 
"one-shots,"  he  recom- 
mended the  city  think 
about  selling  its  build- 
ings to  private  investors 
and  lease  them  back. 

Bloomberg  spokesman 
Jordan  Barowitz  says 
the  impact  of  September 
11  forced  the  new  mayor  to  become  more 
flexible.  Now,  says  Barowitz,  "everything 
could  be  part  of  the  solution."  So  far, 
Bloomberg  has  asked  city  departments  to 
propose  20%  cuts  in  operating  expenses 
and  25%  cuts  in  capital-spending  plans. 
And  he  has  backed  away  from  Giuliani's 
push  for  new  sports  stadiums. 

Giving  in  on  fiscal  absolutes  may  be 
part  of  the  education  of  any  new  mayor. 
After  all,  what  good  is  a  harshly  bal- 
anced budget  if  it  stains  the  city  with  a 
costly  reputation  for  dirty  streets,  iffy 
transit,  and  crumbling  schools?  But  such 
rationales  can  also  become  the  start  of  a 
slippery  slope  of  spending. 

By  David  Henry  in  New  York 


BusinessWeek  /  February  4,  2002  69 


The  Corporation 


COMMENTARY 

By  William  C.  Symonds 


WHY  TYCO  QUIT  DEALMAKING 


The  sudden  about-face  of  L.  Dennis 
Kozlowski,  chief  executive  of  Tyco 
International  Ltd.,  is  striking  evi- 
dence of  how  radically  the  business 
landscape  has  shifted  since  Enron 
Corp.'s  collapse.  Only  last  May,  as  he 
was  putting  the  finishing  touches  on  his 
$10  billion  takeover  of  CIT  Group,  Ko- 
zlowski said  that  he  was  just  getting 
started.  He  figured  he  would  easily  do 
another  $50  billion  worth  of  deals  in  the 
coming  five  years.  Ultimately,  he  told 
BusinessWeek,  he  hoped  Tyco  would 
"become  the  next  General  Electric." 

But  on  Jan.  22,  Corporate  America's 
most  aggressive  dealmaker  announced  a 
shocker,  laying  out  plans  to  dismantle  the 
empire  he  built  over  the  past  decade 
with  $62  billion  worth  of  deals.  By 
yearend,  Kozlowski,  55,  hopes  to  sell 
Tyco's  plastics  business  to  reduce  debt, 
while  splitting  the  rest  of  his  $36  billion 
conglomerate  into  four  separate,  midsize 
companies. 

Why  quit  now?  The  short  answer  is 
that  Tyco's  gunslinger  has  run  out  of 
ammunition.  His  stock  has  tumbled  near- 
ly 25%  since  the  end  of  last  year  and 
now  trades  at  just  12  times  this  year's 
expected  earnings — a  huge  50%  discount 
to  the  multiple  accorded  the  Standard  & 
Poor's  500-stock  index.  So,  Kozlowski 
would  have  found  it  hard  to  keep  fork- 
ing over  paper  for  new  purchases,  mak- 


ing it  difficult  to  meet  his  growth"  tar- 
gets. "A  company  like  Tyco  makes  sense 
when  the  market  is  willing  to  pay  a 
premium  over  the  underlying  asset 
value,  since  that  gives  you  a  cheap 
currency  for  acquisitions,"  says 
Robert  Monks,  the  famed  share- 
holder activist  who  once  served 
on  Tyco's  board  of  directors. 

For  years,  it  didn't  matter 
to  most  investors  whether 
they  could  figure  out  how  Ko- 
zlowski was  squeezing  out  dou- 
ble-digit growth  from  such 
mundane  products  as  syringes 
and  fire  sprinklers.  "Kozlowski, 
like  [former  General  Electric 
ceo]  Jack  Welch,  was  defy- 
ing gravity,"  says  Michael 
Useem,  professor  of  management 
at  the  Wharton  School.  Indeed,  Ko- 
zlowski knit  together  such  multibillion- 
dollar  pieces  as  CIT,  the  nation's  largest 
independent  commercial  finance  compa- 
ny; AMP,  a  leader  in  electronic  connec- 
tors; and  adt,  the  world  leader  in  home 
security. 

But  with  all  the  additions,  it  became 
nearly  impossible  to  get  an  apples-to-ap- 
ples  comparison  of  Tyco's  results  over 
time.  And  now,  post-Enron,  investors 
aren't  willing  to  stomach  stocks  that 
seem  based  on  faith.  Kozlowski  may  have 
built  a  GE-like  conglomerate,  but  he  nev- 
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KOZLOWSKI'S  PLAN  FOR  CARVING  UP  TYCO 


FINANCIAL 
SERVICES 

CEO:  Al  Gamper 

REVENUES*:  $5.4  billion 

EARNINGS*:  $1.2  billion 

Provides  financing  for  vendors,  con- 
sumers, factors,  and  equipment  deals 

FIRE  PROTECTION  & 
FLOW  CONTROL 

CEO:  Jerry  Boggess 

REVENUES:  $7.6  billion 

EARNINGS:  $1.3  billion 

Sells  automatic  sprinkler  systems,  and  spe- 
cialized valves 

*AII  financials  are  pro-forma  company  estimates  for  2001        Data 


SECURITY  & 
ELECTRONICS 

CEO:  Dennis  Kozlowski 
REVENUES:  $17.6  billion 


EARNINGS:  $4.2  billion 


Sells  home  and  business  security  services 
and  electronic  components. 

HEALTH  CARE 

CEO:  Rich  Meelia 

REVENUES:  $7.1  billion 

EARNINGS:  $1.7  billion 

Makes  syringes  and  other  disposable 
equipment,  wound-closure  products,  and 
imaging  devices 

Tyco  International  Ltd. 


er  won  the  kind  of  credibility  enj 
Welch.  True,  he  beat  back  critics 
analyst  set  off  a  storm  of  stock-s 
October,  1999,  with  allegations  th 
zlowski  had  pumped  up  earnings 
counting  gimmicks.  In  mid-2000, 1 
curities  &  Exchange  Commission 
an  intense  review  without  taking 
cant  action.  Tyco's  shares  quickly 
gained  the  ground  they  had  lost  ; 
zlowski  resumed  his  dealmaking. 
Tyco's  books  remained  a  maze  for 
the  most  persistent  investors. 

When  Enron  turned  out  to  be 
massive  debt  off  its  books,  invest 
icked  and  looked  for  other  dominc 
They  zeroed  in  on  Tyco.  "They're 
games"  with  their  numbers,  charg 
bert  T.  Meyer,  forensic  accountant 
David  W  Tice  &  Associates  Inc.,  1 
lytical  firm  that  first  raised  serioi 
tions  about  Tyco's  accounting.  The 
run  on  the  stock  was  remarkably 
cent  of  late  1999.  But  this  time,  K 
ki  found  that  it  was  nearly  imposs 
combat  rumors — regardless  of  wb 
the  charges  had  any  merit.  Sourct 
to  the  sec  took  the  unusual  step  c 
ing  a  report  that  the  agency  was 
ing  a  fresh  probe  of  Tyco.  It  didn' 
ter.  "When  you  don't  fully  underst 
something,  you  get  a  little  worriet 
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larles  L.  Hill,  director  of  research 
Tall  Corp.  "And  you  get  even 
rried  when  you've  just  had  the 

kruptcy  in  history." 
own  statements  were  also  rais- 
i|uestions  of  whether  it  could 
its  pace.  For  the  quarter  ended 
Tyco  had  to  make  a  huge  re- 
t  of  earnings  because  of  an  ac- 
rule  change  that  required  the 

amortize  earnings  from  sales 
security  systems  over  time, 
r  than  at  the  time  of  sale.  That 
lted  in  a  cumulative  downward 
ustment  of  $654  million  in  earn- 
js  through  Oct.  1,  2000. 
|  Kozlowski  was  smart  enough  to 
realize  the  game  was  up.  Still,  a 
[breakup  seems  unlikely  to  un- 
leash the  "50%  upside"  that  he 
ees  in  Tyco's  stock.  It  rose  a  pal- 
try 2.4%,  to  $47.55,  on  the  day 
of  the  announcement,  and  fell 
anew  by  5%  on  Jan.  23.  "I 
would  not  expect  smooth  sail- 
ing to  successful  execution"  of 
Kozlowski's  spin-off  plan, 
warns  Carol  Levenson,  an 
analyst  at  Gimme  Credit,  a 
J-research  firm  based  in  Chica- 
y  problem  is  that  the  managers 
3  named  to  run  two  of  the  Tyco 
—health  care  and  fire  protection 
control — are  almost  unknown. 
ies  doubts  about  whether  the 
can  raise  enough  money  from 
1  public  offerings  to  meet  its 
^tiring  $11  billion  in  debt.  Critics 
t  out  that  partial  ipos  will  effec- 
ute  Tyco's  shares.  Kozlowski 
•e  better  if  he  just  sells  some  of 
lesses  to  other  companies. 
illy.  Tyco  should  be  relatively 
reak  up.  It  is  highly  decentral- 
each  of  the  individual  businesses 
han  capable  of  prospering  on  its 
the  first  to  be  spun  off,  was  a 
mpany  until  last  June.  In  fire 
n,  Tyco  is  the  dominant  player 
e,  and  it  is  the  world's  second- 
laker  of  medical  devices.  And  Ko- 
yill  remain  as  ceo  of  the  most 
unit,  the  security  and  electromcs 

■en  if  Kozlowski  sticks  around, 
22  announcement  marks  a  wind- 

of  one  of  the  most  extraordinary 
J  strategies  of  the  past  10  years. 
an  industrial  conglomerate  that 
i  a  high-tech  star.  In  the  new 
on  environment,  it  may  be  a  long 
ore  we  see  another  empire 
n  this  scale.  Investors  today  are 
demanding  performance — they 

to  know  what's  behind  it. 

With  Diane  Brady  in  New  York 


WHAT  TO  LOOK  FOR 
IN  TYCO'S  NUMBERS 


For  an  exercise  in  mind-numbing 
complexity,  there's  little  to  com- 
pare with  a  Tyco  International 
Ltd.  financial  filing.  Take  the  quarter- 
ly press  release  the  company  issued 
from  its  official  domicile  in  Pembroke, 
Bermuda,  on  Jan.  15.  In  addition  to 
the  usual  operating  earnings-per-share 
figures,  Tyco  highlighted  two  new  ac- 
counting rules  that  had  affected  those 
numbers,  detailed  several  hundred 
million  in  charges  and  credits,  and  a 
second  set  of  pro-forma  results.  And 
that  was  just  in  the  first  paragraph. 
With  the  conglomerate  now  plan- 
ning to  split  into  four  separate  units, 
is  there  any  hope  Tyco  will  become 
easier  to  understand?  The  company 
insists  there  will  be  more  specific  de- 
tails available  about  each  of  the 
groups  once  they're  split  off.  But  that 
doesn't  mean  officials  will  be  any 
more  eager  to  explain  the  accounting 
behind  the  numbers.  In  responding  to 
criticisms  about  Tyco's 
lack  of  detail  in  report- 
ing new  acquisitions, 
Chief  Financial  Officer 
Mark  H.  Swartz  would 
only  say  his  disclosure  is 
already  good  enough. 
"We  believe  the  disclo- 
sure we  have  is  better 
than  anyone's  out 
there,"  he  says. 

There  are  plenty  of 
reasons  to  watch  closely 
as  Tyco  unwinds.  Critics 
have  long  accused  Chief  Executive  L. 
Dennis  Kozlowski  of  using  his  confus- 
ing financials  and  an  aggressive  acqui- 
sition schedule  to  pump  up  earnings. 
One  oft-repeated  allegation  is  that  the 
companies  Tyco  buys  restate  their  re- 
sults downward  just  prior  to  closing 
the  deal.  That  way  they  immediately 
look  better  under  Tyco's  umbrella.  Ko- 
zlowski has  denied  that  he  uses  such 
tricks.  Still,  skeptical  investors  will 
want  to  scour  Tyco's  upcoming  S-l 
registrations.  These  will  be  filed  with 
the  Securities  &  Exchange  Commis- 
sion about  a  month  before  each  of  the 
three  initial  public  offerings.  The  first 
deal,  the  spin-off  of  Tyco's  financing 
business,  is  scheduled  for  March  or 
April. 

Count  on  Tyco  to  put  its  best  foot 
forward,  showing  what  are  sure  to 
be  impressive  pro-forma  growth  fig- 
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ures.  But  just  as  crucial  will  be  ex- 
amining each  unit's  debt  level.  Over- 
all, Tyco's  debt  burden  has  been  ris- 
ing (chart).  And  in  the  past,  some 
companies  have  used  spin-offs  to 
push  a  heavy  debt  load  onto  their 
departing  divisions,  notes  Joe  Cor- 
nell, principal  of  Spin-Off  Advisors,  a 
Chicago  research  firm.  One  incentive 
for  Tyco  not  to  do  this  is  that  it 
wishes  to  maintain  its  A  credit  rat- 
ing for  the  new  companies.  Standard 
&  Poor's  has  affirmed  Tyco's  rating 
for  now,  but  says  it's  not  clear  if  the 
security  and  electronics  unit  would 
get  an  A  rating,  given  the  cyclically 
and  higher  risks  of  its  businesses. 

Tyco  may  also  talk  about  each  new 
company's  interest  expenses  in  the 
section,  "Management's  Discussion 
and  Analysis."  Comparing  that  num- 
ber with  operating  cash  flow  should 
make  clear  how  well  the  company  can 
handle  its  debt. 

Another  big  issue  will 
be  the  goodwill  Tyco 
built  up  through  its  ac- 
quisitions. Now,  Tyco 
and  its  finance  unit  to- 
gether carry  $39  billion 
on  their  balance  sheets 
to  reflect  premiums  paid 
over  the  fair  market  val- 
ue of  the  tangible  assets 
bought.  How  that  gets 
divvied  up  is  key,  says 
Lehman  Brothers  ac- 
counting expert  Robert 
Willens.  Those  allocations  should  accu- 
rately reflect  the  acquisitions  that  cre- 
ated each  unit.  To  track  acquisition 
costs,  you  must  check  historical  filings. 
Critics  take  Tyco  to  task  for  attribut- 
ing too  much  of  its  purchases  to  good- 
will, lowering  its  expenses.  So  any 
changes  in  these  numbers  will  be 
closely  watched. 

Some  of  the  best  information  will 
be  buried  far  down  in  the  offering 
documents.  Investors  will  want  to  pay 
close  attention  to  any  mention  of 
changes  in  the  company's  accounting 
procedures  or  legal  policies.  "A  lot  of 
the  juicy  stuff  would  be  in  the  foot- 
notes," says  Spin-Offs  Cornell.  And  if 
the  numbers  still  aren't  clear,  follow 
the  Enron  rule:  If  you  can't  under- 
stand it,  you  shouldn't  own  it. 

By  Nanette  Byrnes,  with  Diane 
Brady,  in  New  York 
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By  Joann  Muller 


ATTENTION  KMART:  FIND  A  NICHE 


Does  America  need  Kmart? 
That's  what  really  matters 
in  the  wake  of  the  giant 
discount  chain's  bankruptcy  fil- 
ing on  Jan.  22.  Certainly,  the 
opportunity  for  a  swift  financial 
makeover  is  a  plus.  By  keeping 
creditors  at  bay,  Kmart  is  free 
to  close  underperforming  stores, 
walk  away  from  bad  leases,  and 
trim  debt.  But  what  then?  Un- 
less Kmart  Corp.  can  give  con- 
sumers a  good  reason  to  shop  at 
its  stores,  the  once-mighty  re- 
tailer will  slide  into  oblivion. 

There's  little  doubt  that 
Kmart,  based  in  Troy,  Mich.,  will 
survive  the  largest-ever  retail 
bankruptcy — at  least  for  a  while. 
But  to  thrive  in  the  long  run,  it 
has  to  face  some  uncomfortable 
truths.  First,  it  has  to  accept  the 
reality  that  it  has  long  since  lost 
the  battle  with  Wal-Mart  Stores 
Inc.  Its  bigger  competitor  is 
both  ubiquitous  and  light-years 
more  efficient.  Trying  to  com- 
pete on  price  last  year  was  a 
colossal  error.  However  much 
Kmart  cuts  prices,  Wal-Mart  can 
cut  more.  Kmart  has  to  be  more 
than  a  Wal-Mart  wannabe  if  it 
wants  to  survive. 

Second,  a  healthy  Kmart 
very  likely  means  a  smaller 
Kmart.  The  discounter  should 
close  at  least  250  of  its  2114 
stores.  Five  hundred  would  be 
even  better.  Then  it  needs  to 
carve  out  a  niche  between  Wal- 
Mart  and  Target  Corp.,  the  purveyor 
of  cheap  chic.  Most  of  all  it  has  to 
capitalize  on  its  urban  locations. 

CEO  Charles  C.  Conaway  laid  out 
his  vision  for  Kmart  soon  after  arriv- 
ing in  June,  2000.  His  plan:  to  make 
Kmart  "the  authority  for  moms, 
home,  and  kids."  But  grappling  with 
Kmart's  myriad  operational  problems, 
from  logistics  to  technology,  has  left 
precious  little  time  for  bonding  with 
moms.  To  make  his  fuz2y  description 
of  the  new  Kmart  mean  something, 
Conaway  must  pump  new  life  into 
tired  apparel  lines,  such  as  the  Jaclyn 
Smith  and  Kathy  Ireland  labels,  and 
add  more  exclusive  brands  like 
Martha  Stewart  Everyday. 


■  Add  full-line  groceries  to  core  urban  stores 

■  Develop  more  unique  brands  like  Martha  Stewart 

■  Fix  nagging  supply  chain  problems 

■  Improve  marketing,  to  give  consumers  a  rea- 
son to  shop 

Kmart's  best  hope  for  survival  lies 
in  a  core  group  of  several  hundred 
stores  in  urban  areas,  far  from  any 
Wal-Mart  and  Target  outlets.  "Their 
urban  locations  provide  a  level  of 
convenience  that's  potentially  un- 
matched," says  Sanford  C.  Bernstein 
&  Co.  analyst  Emme  P.  Kozloff. 
"Wal-Mart  and  Target  won't  go  into 
those  areas."  Plus,  she  adds,  Kmart 
has  very  low-cost,  long-term  leases 
on  those  stores.  Kmart  hopes  to  dra- 
matically boost  sales  and  profits  at 
its  urban  stores  by  adding  a  full  as- 
sortment of  groceries — including 
fresh  meat,  produce,  and  bakery 
products — tailored  to  each  communi- 
ty's ethnic  mix.  If  Kmart  executes 


this  play  correctly,  it  stands  a 
good  chance  of  success. 

But  that's  a  big  if.  Kmart  ha 
been  experimenting  with  food 
for  a  decade  but  has  lacked  th 
resources  and  the  focus  to  ma 
it  work.  Today  it  has  just  124 
percenters,  compared  with  l,1 
Wal-Mart  supercenters.  That': 
one  reason  Wal-Mart  zoomed 
past  Kmart  in  sales.  Shoppers 
visit  supercenters  two  or  three 
times  a  week,  compared  with 
three  times  a  month  for  a  typi 
discount  store. 

Here  again,  Kmart  has  to 
avoid  the  temptation  to  try  to 
out-Wal-Mart  Wal-Mart.  In  a 
hopeful  sign,  Kmart  is  dusting 
off  a  strategy  cooked  up  four 
years  ago  that  it  never  imple- 
mented. Instead  of  rolling  out 
140,000-square-foot  grocery-dis 
count-store  combos,  it  is  conve: 
ing  smaller  stores  to  the  Super 
Kmart  format.  The  strategy 
makes  sense  for  urban  stores 
where  real  estate  prices  are  hig 
At  $2.5  million  to  $5  million  per 
store,  the  conversion  is  a  bar- 
gain, compared  with  the  cost  of 
building  a  giant  new  outlet. 

But  it's  a  balancing  act.  To 
shoehorn  a  full  grocery  into  an 
existing  Kmart,  the  company 
has  to  pare  back  on  general 
merchandise.  The  trick  is  doin 
it  so  customers  don't  notice  any 
thing  is  missing.  Done  correc 
sales  can  actually  increase,  say: 
James  Funk,  a  district  manager  in 
Michigan  for  Super  Kmart.  At  one 
store  in  Bloomfield  Hills,  for  in- 
stance, Funk  cut  the  electronics  de- 
partment by  more  than  15% — and 
sales  grew  nearly  threefold. 

In  neighborhoods  starved  for  de- 
cent grocery  stores,  Kmart's  urban 
supercenters  could  be  a  hit.  But 
their  success  depends  on  flawless 
execution,  something  Kmart  has  no 
been  known  for.  And  it  still  has  the 
rest  of  its  stores  to  fix  up.  Clearly, 
Kmart  has  lots  of  work  ahead  be- 
fore investors  have  something  to 
feast  on. 


Muller  covers  Kmart  from  Detroit 
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Developing  nanotechnology  for  quantum  gains. 


Through  pioneering  nanotechnology  research,  NEC  is  opening  new  frontiers.  Today,  NEC  is  a  leading  innovator 
in  this  important  field.  NEC  has  demonstrated  precise  3D  nanometric  scale  production  that  points  the  way  to 
ultra-miniature  devices  like  biosensors  and  highly  efficient  optical  communications  components.  Low  cost,  long 
lived  and  environmentally  friendly  mobile  power  sources  based  on  carbon  nanotube  fuel  cells  may  also  result 
from  our  advances.  Empowered  by  innovation,  our  expertise  in  networking,  systems  integration  and  custom 
semiconductors  helps  NEC  develop  optimum  solutions  in  broadband,  mobile  Internet  and  more.  For  information 
visitwww.necus.com  or  call  1.800.338.9549. 

Empowered  by  Innovation 


www.necus.com 


Finance 


INVESTING 


SHOULD  YOU 

FOLLOW  THE  INSIDERS? 

Mimicking  their 
trades  in  company 
stock  is  no  sure 
road  to  riches 

Most  surefire  tips  for 
beating  the  stock 
market  have  short 
lives.  They  fizzle  out 
as  soon  as  people  figure  out 
that  there  is  no  magic  for- 
mula for  making  money  from 
stocks.  But  one  concept  has 
had  a  remarkable  run:  shad- 
owing the  trades  of  those 
who  have  the  inside  scoop 
on  a  company — its  execu- 
tives and  directors.  A  small 
industry  of  publications  and 
Web  services  has  sprung  up 
to  track  their  required  dis- 
closures to  the  Securities  & 
Exchange  Commission  since 
the  late-1990s  tech  boom, 
when  stock  became  a  key 
part  of  executives'  compen- 
sation. It  was  not  lost  on  the 
market  at  large  that  many 
people  got  rich  by  investing  Sjt/j  ;  221/8  Hg^ 
in  their  own  companies.  And  5Vi6  21 
all  the  publicity  about  pre- 
scient selling  by  Enron  Corp. 
brass  before  the  energy  com- 
pany's demise  has  given  the 
idea  a  new  push. 

The  idea  has  broad  cur- 
rency.    Many    mainstream 
publications  cover  the  topic, 
including      BusinessWeek, 
which  prints  data  from  Vick- 
ers  Weekly  Insider  Reports. 
Numerous  academic  studies 
support  the  view  that  an  increase  in  in- 
sider buying  or  selling  across  a  sector 
tends  to  point  to  a  switch  in  the  mar- 
ket's direction.  Insiders  at  tech  and  sci- 
entific companies  in  particular  seem  to 
have  a  much  better  knack  for  timing 
the  market  than  ordinary  investors.  In 
the  months  before  the  Nasdaq  hit  its 
March,  2000,  peak,  techies  were  selling 
actively.  Since  then,  they've  sold  into 
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shallow,  short-lived  rallies.  A  study  by 
researchers  from  the  University  of  Cal- 
ifornia at  Los  Angeles  and  New  York 
University  shows  that  a  group  of  insid- 
er buyers,  most  from  tech  and  pharma- 
ceutical companies,  beat  broad  market 
indexes  by  an  average  of  9.6%  in  the  six 
months  following  their  purchases. 

But  for  individual  companies — which 
is  what  the  bird-doggers  really  care 


26'/<  249/16 

26«/i6  253/8  PSEGpfT  2.03  7.8  80 

19«/2   17V2  PSI  pfB       1.04  ...  y50  1 

5/i6  253/16  PSO  Cap  pf  2.00  7.7    85  \ 

most  about — there's  little  solid  evkl 
that  insider  transactions  convey   | 
useful  information  about  the  near 
prospects  for  a  company's  stock.  A 
analysis  by  BusinessWeek  of  a  seri| 
trades  shows  why:  Many  factors, 
regulatory  restrictions  to  the  ebbl 
flow  of  executives'  personal  final 
control  the  timing  of  an  insider's  t: 
actions  and  mask  the  motivations 
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I : 

■tbly,  an  executive,  who  is  buying  is 
"ibably  enthusiastic  about  his  compa- 
prospects,  but  a  big  repeat  seller 
Jd  be  raising  cash  for  a  tuition  bill  at 
rvard  University  or  the  downpay- 
nt  on  a  ski  lodge  in  Aspen,  Colo, 
d  with  companies  paying  an  ever- 
ajer  part  of  compensation  in  stock  op- 
is,  insiders  have  more  incentive  to 
I  shares  to  cover  expenses. 
Besides,  sec  filings  on  insider  traders 
n't  disclosed  to  the  public  until  sev- 
1  weeks  after  deals  occur — when  the 
imum  time  to  buy  or  sell  may  be 
it.  In  addition,  brokers  are  increas- 


Many  insiders  get  it  wrong.  Yahoo's  Koogle 
sold  $25  million  worth  of  stock  last  year,  much 
of  it  before  the  shares  took  off  on  a  65%  rally 


INSIGHT  OR 
DUMB  LUCK? 


BUYERS 


Studies,  such  as  the  one  from  UCLA 
and  NYU,  that  appear  to  support  invest- 
ment strategies  based  on  insider  track- 
ing turn  out  on  closer  analysis  to  be 
less-than-rousing  endorsements.  For  in- 
stance, the  reported  9.6%  six-monthly 
lift  was  skewed  by  outsize  gains  at  a 
few     companies.     When     re- 
searchers looked  at  all  compa- 
nies reporting  insider  trades, 
buyers  only  beat  the  market 
by  3.6%  on  average.  And  that 
average  was  also  unrepresen- 
tative. In  each  case,  only  half  of 
number      times  stock  up  PERIOD  all  insider  buyers  outperformed 

£!35._  *■""■?..¥!!!! ...       the  market  by  more  than  a  tiny 

margin.  The  study  shows  that 
investors  would  need  to  mimic 
hundreds  of  insiders'  trades  to 
lock  in  above-market  returns, 
according  to  one  of  its  authors, 
UCLA  Assistant  Finance  Profes- 
sor David  Aboody.  "You  would 
need  an  insider  fund.  An  indi- 
vidual investor  would  lose  his 
pants,"  says  Aboody. 

Even  those  in  the  insider- 
tracking  business  are  willing  to 
acknowledge  that  their  data  are 
ambiguous  at  best.  "You  see  in- 
vestor services  promoting  that 
Bill  Gates  sold  a  large  amount" 
of  Microsoft  stock,  says  Lon 
Gerber,  research  director  at 
Thomson  Financial/Lancer  An- 
alytics. "And  it  generally  means 
nothing." 

Indeed,  even  when  execu- 
tives call  their  company's  stock 
just  right,  it's  often  as  much 
dumb  luck  as  anything  else. 
That  became  clear  in  inter- 
views with  a  number  of  insid- 
ers identified  by  Lancer  Ana- 


WING  10  7  1986-2001 

A.  Friedlander,  Director:  He  never  sold  as  the 
soared;  stock  is  down  64%  since  Jan.  1, 

A  15  14  1987-2000 

.Friedson,  CEO:  Hasn't  sold  since  '95,  while 
ripled  to  $36;  stock  is  now  at  $6.40 

IE  19  18  1996-2001 

Kies,  Director:  Sold  8%  of  his  stake  to  pay 
>efore  the  shares  fell  70%;  stock  is  now  un- 
:loud  due  to  a  drug  approval  problem 

10  10  1996-2000 

R.  Sanchez,  Director,  Never  sold  as  the  stock 
Ud  past  $90;  stock  is  now  at  $5.15 


SELLERS 


NUMBERS 
OF  SALES 


TIMES  STOCK  DOWN 
SIX  MONTHS  LATER 


PERIOD 


16 


13 


1991-2001 


fame,  CEO:  Lucky.  Sold  on  company-restricted 
2  Jle;  stock  is  now  a  volatile  market  laggard 


•i  NET  8  8  1994-2000 

|.  Greaves,  Director:  Sold  heavily  above  $29 

e  lost  CEO  job;  stock  is  stalled  around  $20      lytics  lavir  iad 

" " "  """"       '"" ~Q " " " '"'" '     astonishingly  prescient  trading 

11  patterns    over    the    past    15 

%  Hendig,  Senior  VP:  Looks  smart.  Big  sales  in 

lear  stock  peak;  stock  is  now  around  $10 


i 

%     Data:  Thomson  Financial/Lancer  Analytics;  BusinessWeek 

;ly  helping  insiders  camouflage  their 
insactions  by  offering  them  private 
ltracts  to  stop  losses  or  secretly  cap- 
re  gains.  Or  they  may  help  them 

rliedule  trades  months  in  advance,  a 
:tic  permitted  by  a  recent  sec  ruling. 
>reover,  many  companies,  concerned 

a!  out  impressions  of  impropriety,  limit 

11  len  their  execs  can  trade  so  they  can't 

■    e  the  market. 


years,  measured  by  returns 
over  the  six  months  following 
their  trades  (table). 

Consider  the  case  of  David 
M.  Kies,  a  director  of  ImClone  Systems 
Inc.,  a  company  whose  shares  plunged 
after  a  much-ballyhooed  cancer  drug 
failed  to  pass  muster  with  the  U.S. 
Food  &  Drug  Administration.  Kies 
bought  ImClone  shares  19  times  after 
joining  the  board  in  1996,  and  all  but 
once,  the  stock  climbed  in  the  next  six 
months.  Last  October,  Kies  made  his 
first  sale,  at  $70,  near  the  stock's  high. 


Nearly  three  months  later,  ImClone 
shares  fell  below  $20.  A  scared  insider 
bailing?  Hardly.  Kies  sold  only  8%  of 
his  holdings  into  a  $1  billion  tender  offer 
by  Bristol-Myers  Squibb  Co.  to  raise 
tax  money.  "If  I  didn't  have  the  tax  lia- 
bility, I  just  would  have  held  on,"  says 
Kies,  adding  that  he's  still  a  believer  in 
the  drug,  even  though  "I  can't  say  I 
fully  understand  the  science." 

The  examples  also  show  that  many 
smart-looking  buyers  never  sell — with 
unfortunate  results.  William  A.  Fried- 
lander,  a  money  manager  who  sits  on 
the  board  of  telecom  carrier  Broadwing 
Inc.,  made  out  fabulously  for  a  while. 
After  each  of  his  10  purchases,  Broad- 
wing shares  rose  an  average  of  23%  in 
the  following  six  months.  The  24,000 
shares  he  bought  in  July,  1999,  at  $21 
rose  80%.  Friedlander  still  owned  those 
shares  at  $10.  Why  didn't  he  sell?  He 
says  he  was  mistakenly  convinced  that 
demand  for  broadband  services  would 
outstrip  supply. 

Others,  like  Paul  A.  Frame,  simply 
got  lucky.  The  ceo  of  oil  services  com- 
pany Seitel  Inc.  sold  shares  that  he  had 
acquired  earlier,  mostly  through  options, 
over  a  decade  on  16  different  occa- 
sions— and  in  13  cases  the  shares  were 
down  six  months  later.  But,  he  says,  he 
sold  on  a  schedule  determined  by  the 
company's  restrictions  on  when  he  could 
trade,  according  to  company  spokesman 
Russell  J.  Hoffman. 

Even  many  tech  insiders  get  it 
wrong.  Far  from  being  the  first  to  jump 
ship,  Nortel  Networks  Corp.'s  execs  and 
directors  bought  34  times  in  the  months 
since  October,  2000 — a  period  when  the 
stock  plunged  by  90%.  At  Gateway 
Computer  Inc.,  insiders  have  bought  a 
half-dozen  times  since  mid-2001,  but 
most  did  so  long  before  Gateway  re- 
leased a  weak  sales  forecast  on  Jan.  8, 
which  pushed  the  stock  down  nearly 
30%  in  one  day.  It  has  continued  to  fall. 
And  Yahoo!  Inc.'s  ex-CEO  Timothy  A. 
Koogle  sold  $25  million  of  Yahoo  stock 
last  year,  much  of  it  before  the  shares 
took  off  on  a  65%  rally. 

The  bottom  line:  Insider  tracking  is  a 
lot  of  work,  and  it's  hardly  a  sure-fire 
technique  for  making  money.  A  pattern 
of  buying  or  selling  might  give  investors 
a  hint  that  something's  up  at  a  company. 
But  it's  still  no  substitute  for  dogged 
research. 

By  David  Henry  and  Timothy  J. 
Mullaney  in  New  York 
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FLASH  PROFITS 


A  BIG  CRIMP 
IN  GASH  FLOW 

With  the  recession  broadening,  revenues  are  in  free  fall 


Look  out,  investors:  The  reces- 
sion is  bodyslamming  Corporate 
America  in  a  new  and  troubling 
way.  Not  only  are  earnings 
falling  but,  for  the  first  time  in  a  decade, 
sales  are  dropping,  too.  Indeed,  even 
though  health-care  companies  and  some 
consumer  products  firms  booked 
double-digit  sales  gains  in  2001's 
fourth  quarter,  overall  revenues  tum- 


bled at  an  unprecedented  rate. 
How  bad  is  it?  Fourth-quarter  sales 
of  the  153  companies  in  the  Standard  & 
Poor's  500-stock  index  that  have  re- 
ported results  are  off  3.9%  from  a  year 
earlier.  That  might  not  look  like  much 
compared  with  the  expected  22.1% 
plunge  in  fourth  quarter  profits  among 
s&p  500  businesses  or  the  32%  earnings 
dive  in  Business  Week's  flash  profit  sur- 
vey of  100  bellwether  companies.  But 
the  revenue  decline  i;  almost  four  times 
the  1%  decrease  in  191'1's  fourth  quarter, 
the  last  time  aggregate  sales  slipped. 
It's  also  the  biggest  drop  in  the  nearly 
40  years  that  BusinessWepfc  has  tracked 


quarterly  earnings.  The  villains:  Sep- 
tember 11,  in  part,  but  the  bigger  prob- 
lems were  slumping  prices  and  collaps- 
ing demand  in  a  slowing  economy. 

Despite  the  gloom  for  investors,  there 
has  been  a  silver  lining  for  consumers. 
As  companies  have  cut  prices  to  gener- 
ate sales,  shoppers  have  been  getting 
more  bang  for  their  buck.  Just  ask  any- 
body who's  bought  a  wildly  discounted 
airline  ticket  or  com- 
puter lately. 

Of  course,  if  sales 
continue  to  sag,  the 
negatives  will  eventu- 
ally outweigh  the  posi- 
tives. Corporations  will 
have  less  cash  coming 
in  to  meet  expenses, 
service  debt,  and  in- 
vest in  new  ventures 
or  gear.  That  could 
easily  retard  an  eco- 
nomic recovery  as 
companies  cut  costs 
and  jobs  further.  "This 
is  really  worrisome," 
says  Sung  Won  Sohn, 
chief  economist  of 
Wells  Fargo  &  Co. 

The  fourth-quarter 
sales  slump  was 
sharpest  among  high- 
tech  firms  and  old-line 
manufacturers,  two  in- 
dustries already  pum- 
meled  by  the  recession.  Technology-sec- 
tor revenues  sank  20%,  while  sales  by 
basic-materials  producers  were  off  12%, 
according  to  estimates  from  Thomson 
Financial/First  Call.  Next  in  line  were 
transportation  companies,  with  sales 
down  11%. 

But  sales  also  declined  at  many  serv- 
ice-sector businesses,  indicating  that 
the  downturn  broadened  in  the  final 
months  of  2001.  And  a  large  swath  of 
the  nation's  blue-chip  giants  made  the 
list  of  companies  whose  fourth-quarter 
revenues  shrank:  Alcoa,  American  Air- 
lines, Citigroup,  Duke  Energy,  DuPont, 
Exxon    Mobil,   Ford    Motor,   General 


CURRENT  QTR  SALES 


INDUSTRIALS 


ABBOTT  LABORATORIES 

AIR  PRODUCTS  ft  CHEMICALS  t 

ALCOA 

AMERADA  HESS 

ARCHER  DANIELS  MIDLAND  tt 


(MILLION 


320.728 


4,445 
1,316 
5,181 
2,881 
5,554 


BOEING  15,702 

CATERPILLAR  5,096 

COCA-COLA  ENTERPRISES  3,967 

CONAGRA  FOODS  tt  7,363 

DELPHI  AUTOMOTIVE  SYSTEMS  6,380 


DUPONT 
EXXON  MOBIL 
FORD  MOTOR 
FORTUNE  BRANDS 
GENERAL  DYNAMICS 


5,229 
47,300 
41,150 

1,472. 

3,508 


GENERAL  ELECTRIC 
GENERAL  MILLS  tt 
GENERAL  MOTORS 
HARLEY-DAVIDSON 
INTERNATIONAL  PAPER 


33,975 
2,342 

45,950 

911 

6,254. 


JOHNSON  ft  JOHNSON  8,403 

JOHNSON  CONTROLS  t  4,817 

KB  HOME  1,450 

MERCK  12,558 

MINNESOTA  MINING  ft  MFG.  3,863 


NIKEtt 

PARKER  HANNIFIN  tt 

PFIZER 

PPG  INDUSTRIES 

SUNOCO 


2,336 
1,437 
9,030. 
1,907. 
2,952. 


TYCO  INTERNATIONAL  t  10,068 

UNITED  TECHNOLOGIES  6,974 

VISTEON  4,493 

WEYERHAEUSER  3,398. 

WILLAMETTE  INDUSTRIES  1,061 


SERVICES 


AMAZON.COM 

AMR 

BANK  OF  AMERICA 

BEAR  STEARNS 

BEST  BUY  ttt 


148,485 


1,115.; 

3.804.C 

Hi 

i,8i3.; 

4,756.1 


BURLINGTON  NORTHERN  SANTA  FE      2,301.1 


CAPITAL  ONE  FINANCIAL 

CARDINAL  HEALTH  tt 

CARNIVAL 

CIRCUIT  CITY  GROUP  ttt 


1,981.5 

13,092.1 

959.1 

2.279.S 


CITIGROUP  26.650.C 

COSTCO  WHOLESALE  t  8,466.6 

COUNTRYWIDE  CREDIT  INDS.  ttt  1,720.2 

CSX  2.009.C 

DARDEN  RESTAURANTS  tt  1,013.5 


FEDEX  tt 

GOLDMAN  SACHS  GROUP 


5.135.C 
6.118.C 


Electric,  IBM,  Intel,  International 
per,  J.  P.  Morgan  Chase,  Lucent  Te 
nologies,  Motorola,  Sears,  3M,  Wey 
haeuser,  and  Yahoo!. 

Still,  some  sectors  forged  ahead,  il. 
ck  &  Co.'s  quarterly  revenues  were 
10%,  while  medical-products  wholess 
McKesson  Corp.  boasted  a  20%  ju 
in  sales.  And  Archer  Daniels  Midli 
Co.'s  quarterly  sales  grew  12%.  I 
these  gains  may  not  be  repeated.  Ms 
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-34 
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-47 


+49 
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-31 

+7 

+28 

-40 


+36 
0 
+69 
+20 
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+26 
-17 


0.43      0.33     -0.10 


0.52 
0.54 
0.33 
1.84 
0.23 


0.39 
0.52 
-0.17 
0.61 
0.23 


-0.13 
-0.02 
-0.50 
-1.23 


0.85 
0.77 
-0.04 
0.43 
0.11 


0.12 
0.48 

-0.08 
0.44 

-0.23 


-0.73 
-0.29 
-0.04 
+0.01 
-0.34 


0.11 
0.46 
-0.10 
0.75 
1.21 


3.82 
0.39 
-2.81 
0.84 
1.21 


+3.71 
-0.07 
-2.71 
+0.09 


0.39 
0.64 
0.49 
0.37 
0.01 


0.39 
0.41 
0.60 
0.39 
-1.19 


-0.23 
+0.11 
+0.02 
-1.20 


0.39 
1.06 
1.82 
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0.98 


0.36 
1.27 
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0.96 
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+0.21 
+0.21 

-0.02 


0.45 
0.33 
0.34 
0.45 
0.62 


0.48 
0.25 
0.30 
0.49 
0.05 


+0.03 
-0.08 
-0.04 
+0.04 
-0.57 


0.72 
0.67 
-0.07 
0.15 
0.43 


0.73 

0.69 

-0.11 

-0.07 

0.41 


+0.01 
+0.02 
-0.04 
-0.22 
-0.02 


-32  0.55       0.36     -0.19 


-0.07 

-4.41 

1.24 

0.89 

0.34 


0.01 

+0.08 

5.17 

-0.76 

1.28 

+0.04 

1.08 

+0.19 

0.37 

+0.03 

0.55 
0.80 
0.63 
0.18 
0.03 


0.46 
0.80 
0.62 
0.20 
0.10 


-0.09 

-0.01 
+0.02 
+0.07 


0.75 
0.28 
1.23 
0.57 
0.28 


0.74 
0.28 
1.27 
0.31 
0.30 


-0.01 

+0.04 
-0.26 
+0.02 


0.55 
0.88 


0.81 
0.93 


+0.26 
+0.05 


CURRENT  QTR.  SALES  QTR  PROFITS 

(MILLIONS)         %CHG.      (MILLIONS)  %  CHG. 


EST.  EPS  REPORTEO 
(11/15)         EPS 


SCHWAB  (CHARLES) 
SEARS,  ROEBUCK 
SOUTHWEST  AIRLINES 
ST.  PAUL 
SUNTRUST  BANKS 


1,059.0 

12,242.0 

1,237.6 

2,388.0 

NA 


-21 
-1 

-16 

+19 

NA 


-13.0 

494.0 

63.5 

-718.3 

332.6 


NM 
+12 
-59 
NM 
+1 


0.08 
1.88 
-0.02 
0.64 
1.22 


-0.01 
1.52 
0.08 

-3.49 
1.16 


SUPERVALU  ttt 

SYSCO  tt 

TENET  HEALTHCARE  ft 

U.S.  BANCORP 

US  AIRWAYS  GROUP 


4,610.3 
5,591.0 
3,394.0 
NA 
1,565.0 


-15 
+6 

+16 
NA 

-34 


59.0 

158.5 

192.0 

695.4 

-1,008.0 


+24 
+14 
+10 
-10 

NM 


0.40 
0.23 
0.69 
0.40 


0.44 
0.24 
0.57 
0.36 


-7.28    -14.89 


ADVANCED  MICRO  DEVICES  951.9 

APPLE  COMPUTER  t  1,375.0 

AVAYAt  1,306.0 

COMPAQ  COMPUTER  8,456.0 

COMPUTER  ASSOCIATES  INTL.  ttt       749.0 


-19 
+37 
-27 
-26 

-4 


-15.8 
38.0 

-20.0 

92.0 

-231.0 


NM 
NM 
NM 
NM 

NM 


-0.27 
0.11 
0.07 

-0.03 
0.61 


-0.05 
0.11 

-0.09 
0.05 

-0.40 


EBAY 

GENENTECH 

HUGHES  ELECTRONICS 

IBM 

INTEL 


219.4 
569.4 

2,280.6 
22,826.0 

6,983.0 


+64 
+23 
+11 
-11 
-20 


25.9 

42.1 

-132.6 

2,333.0 

504.0 


+9 

+195 

NM 

-13 

-77 


0.12 
0.19 
-0.12 
1.32 
0.09 


0.09 
0.08 
-0.12 
1.33 
0.07 


JABIL  CIRCUIT  t 
MICROSOFT  tt 
MOTOROLA 
ORACLE  tt 


884.6 
7,741.0 
7,324.0 
2,357.3 


-22 

+18 
-27 

-11 


8.4 

2,283.0 

-1,237.0 

549.5 


-82 
-13 
NM 
-12 


0.12 

0.49 

-0.04 

0.10 


0.04 

0.41 

-0.55 

0.10 


FPL  GROUP  1,839.0 

LUCENT  TECHNOLOGIES  t  3,579.0 

NORTHEAST  UTILITIES  1,766.2 

TELLABS  470.0 

t  First-quarter  results  tt  Second-quarter  results 


-1 

-18 
+  18 
-59 


122.0 

-423.0 

51.4 

-80.3 


DIFF. 


HOUSEHOLD  INTERNATIONAL 

3,643.6 

+11 

548.9 

+11 

1.17 

1.17 

— 

J.P.  MORGAN  CHASE 

NA 

NA 

-332.0 

NM 

0.50 

-0.18 

-0.68 

LEHMAN  BROTHERS  HOLDINGS 

4,300.0 

-33 

130.0 

-67 

0.91 

0.46 

-0.45 

MBNA  NA  NA  524.8  +24  0.58  0.60  +0.02 

MERRILL  LYNCH  7,610.0  -35  -1,264.0  NM  0.52  -1.51  -2.03 

MORGAN  STANLEY  DEAN  WITTER  8,218.0  -20  870.0  -28  0.67  0.78  +0.11 

NORTHWEST  AIRLINES  1,985.0  -27  -216.0  NM  -3.08  -2.55  +0.53 

ROADWAY  867.5  -9  13.7  -46  0.75  0.73  -O.02 


-0.09 
-0.36 
+0.10 
-4.13 
-0.06 


+0.04 
+0.01 
-0.12 
-0.04 
-7.61 


WALGREEN  t 
WASHINGTON  MUTUAL 
WELLS  FARGO 

6,559.4 
NA 
NA 

+  17 
NA 
NA 

185.9 

535.0 

1,181.0 

+17 
-29 

+5 

0.18 
0.94 
0.69 

0.18 
0.62 
0.69 

-0.32 

TECHNOLOGY 

72,029.2 

-17 

3,579.9 

-54 

0.20 

0.11 

-0.09 

+0.22 

-0.16 
+0.08 
-1.01 


-0.03 
-0.11 

+0.01 
-0.02 


-0.08 
-0.08 
-0.51 


SOLECTRON  t 

3,152.2 

-45           -50.5 

NM 

0.05 

-0.08 

-0.13 

SUN  MICROSYSTEMS  tt 

UNISYS 

YAHOO 

3,108.0 

1,556.9 

188.9 

-39         -431.0 
-19          -169.4 
-39              -8.7 

NM 
NM 
NM 

-0.03 
0.13 
0.01 

-0.13 
-0.53 
-0.02 

-0.10 
-0.66 
-0.03 

UTILITIES  &  TELECOM 

49,466.8 

- 

8          944.5 

+419 

0.20 

0.12 

-0.08 

AMERICAN  ELECTRIC  POWER  14,200.0  +30  51.9  NM  0.57  0.16  -0.41 

BELLSOUTH  6,213.0  +1  792.0  -29  0.60  0.42  -0.18 

CONSOLIDATED  EDISON  1,942.6  -14  128.5  +160  0.56  0.59  +0.03 

DUKE  ENERGY  10,714.0  -30  225.0  -21  0.48  0.29  -0.19 

DYNEGY  8,743.0  -13  77.0  -27  0.41  0.21  -0.20 


+74  0.68  0.70  +0.02 

NM  -0.18  -0.14  +0.04 

-8  0.39  0.38  -0.01 

NM  0.02  -0.20  -0.22 


ttt  Third-quarter  results 


NM  =  not  meaningful 


NA  =  not  available 


Data:  Standard  &  Poors  COMPUSTAT 
Earnings  Es(imate  Data:  Thomson  Financial/First  Call 


rmaceutical  producers,  for  instance, 
cautioning  their  2002  numbers  will 
lurt  by  the  loss  of  patents  on  block- 
;er  drugs. 

lost  companies'  bottom  lines  are  al- 
ly looking  awful.  Charles  L.  Hill,  re- 
*ch  director  at  Thomson  Finan- 
'First  Call,  reckons  that  fourth- 
rter  earnings  cratered  22.1%  from 
^ar  earlier.  That's  even  worse  than 
third   quarter's  21.7%   drop   and 


places  2001  in  the  record  books  as  the 
first  year  since  1982  when  income  fell 
every  quarter. 

Moreover,  Hill  predicts  profits  will  de- 
cline again  in  the  current  quarter,  by 
8%.  That  would  make  this  earnings  re- 
cession the  longest  since  1969-70.  Tyco 
International  Ltd.  has  cautioned  that 
revenues  in  its  flagship  electronics  unit 
could  plummet  20%  or  more  in  the  cur- 
rent quarter.  Boeing,  meantime,  is  al- 


ready warning  that  sales  could  skid  7% 
in  2002.  IBM,  which  stunned  investors 
with  an  11%  plunge  in  fourth-quarter 
revenue,  sees  no  quick  comeback,  either. 
Notes  John  R.  Joyce,  IBM's  chief  financial 
officer:  "The  first  half  of  this  year,  at 
minimum,  doesn't  appear  to  have  a  much 
different  economic  look  to  it." 

No  wonder  so  many  companies  feel 
like  they're  on  the  ropes.  They  are. 

By  Michael  Arndt  in  Chicago 
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Finance 


INSURANCE 


RUNNING 
FOR  COVERAGE 


Suddenly,  policies  to  cover  execs  are  growing  scarce 


Buck  naked.  That's  how  many  exec- 
utives and  company  board  mem- 
bers facing  multimillion-dollar 
shareholder  lawsuits  may  feel  in  the 
post-Enron  era.  Fearing  an  explosion 
of  litigation  over  alleged  executive  mis- 
deeds, insurers  are  retreating  from  writ- 
ing Directors  &  Officers  (d&o)  policies  to 
cover  execs  against  court  costs  and  fines 
if  they  are  named  in  suits  ranging  from 
sexual  harassment  to  insider  trading. 
Insurers  were  already  jittery  about  the 
growing  number  of  dot-bomb  class  ac- 
tions. Now  the  Enron  Corp.  debacle  is 
"making  everyone  in  the  business  rec- 
ognize the  potential  severity  of  D&o  loss- 
es," says  John  Keogh,  president  and 
coo  of  National  Union  Fire  Insurance 
Co.,  American  International  Group  Inc.'s 
D&o  unit. 

Less  than  a  dozen  companies — in- 
cluding aig,  Chubb,  and  Great  Ameri- 
can— underwrote  98%  of  such  insurance 
in  the  U.  S.  in  2001.  Eight  insurers,  in- 
cluding Aegis,  Lloyd's  of  London,  and 
St.  Paul  may  face  claims  from  Enron 
directors  or  officials. 
Aegis,  as  lead  insurer, 
could  be  looking  at  $100 
million  alone.  On  Jan. 
18,  Enron  asked  the 
Manhattan  bankruptcy 
judge  to  make  its  in- 
surers advance  cash  to 
executives  and  directors 
for  legal  fees. 

Even  before  Enron 
collapsed,  all  major  D&o 
insurers   in   the   U.  S. 


INSURING  THE  BOSS 
AFTER  ENRON 

Why  Directors  &  Officers  in- 
surance is  harder  to  get  and 
more  expensive: 

■  Shareholder  class  actions 
have  more  than  doubled  in 
2001  because  of  the  bear 
market  of  2000,  and  settle- 


to  400%  because  of  the  jump  in 
shareholder  litigation  after 
the  Nasdaq  crash,  says 
Willis  Group  Holdings, 
a  London  insurance 
broker.  And  insur- 
ers were  increasing 
deductibles.      Now 
they're    drastically 
scaling  back  the  scope 
of  policies. 

Typically,  companies 
take  out  D&o  insurance  for  high-profile 
execs  and  board  members.  Costs  vary 
by  business  size  and  industry.  Premi- 
ums averaged  $242,000  a  year  for  utili- 
ties in  2000,  reports  Tillinghast-Towers 
Perrin,  an  insurance-industry  consul- 
tancy, but  were  just  $67,000  for  health- 
services  companies. 

Now,  just  getting  coverage  will  be 
hard.  Companies  that  a  few  years  ago 
could  buy  all  the  D&o  insurance  they 
needed  from  one  insurer  may  have  to 
visit  8  or  10  to  get  covered,  says  Mark 
Larsen,  a  consultant  with  Tillinghast- 
Towers  Perrin.  Insur- 
ers are  "being  very 
stingy  with  their  cov- 
erage. They're  only 
giving  a  handful  of 
policies  out  to  their 
best  clients." 

Enron  is  a  worst- 
case  scenario  for  D&o 
insurers.  The  pension 
holders  and  investors 
who  have  filed  suits 
against  the  company, 


/ 


ments  are  getting  bigger 
were  taking  stock  of     ° __.._rr. _     its  officials,  and  direc- 

the  business.  Lloyd's  of     ■  Lloyd's  of  London  has  tors  know  they'll  get 

restricted  underwriting  in 

the  U.S.,  Reliance  Insurance 

filed  for  bankruptcy,  and 

other  major  players  are 

tightening  standards 


London,  the  third- 
largest  player  behind 
AIG  and  Chubb  Corp., 
has  cut  back  its  U.S. 
D&o    operations    since 


little  from  Enron, 
which  is  bankrupt. 
Instead,  plaintiffs' 
lawyers  say,  their 
clients  hope  to  recoup 


early  2001,  competitors      -      some  of  their  losses  on 

claim.  A  Lloyd's  spokes-     ■  The  spread  of  aggressive         the  approximately  $350 

accounting  is  making 

insurers  much  pickier  about 

which  companies  they  will 

underwrite 


woman  would  only  say: 
"We  have  become  ex- 
tremely selective  [about 
whom  to  insure]." 

Premiums  were  slat- 
ed to  increase  by  25% 


Data:  Tillinghast-Towers  Perrin 


million  in  coverage 
that  Enron  had  pur- 
chased for  its  directors 
and  execs — which  the 
company  had  increased 
substantially     after 


1999.  The  insurers  will  surely  fight 
claims  in  court,  and  it's  far  from  ce. 
that  they'll  lose.  As  a  rule,  D&o  ir 
ance  doesn't  cover  instances  of  frau 
criminal  wrongdoing. 

Insurers  deserve  some  of  the  h 
for  their  rising  D&o  risk.  After  < 
gress  passed  the  Private  Securities 
igation  Reform  Act  of  1995 — wJ 
among  other  things,  gave  executiv 
legal  safe  harbor  when  good-faith 
jections  didn't  pan  out — insurers  tho 
securities  litigation  would  all  but  e'< 
orate.  They  rushed  headlong  into 
D&o  market,  cutting  premiums  ant 
fering  bonuses  such  as  longer  contr 
and  extra  coverage  to  companies 
upgraded  their  policies.  Total  avail 
D&o  coverage  sold  annually  to  U.  S. 
nesses  rose  70%  between  1995  and  i 
to  $1.5  billion. 

Instead,  after  the  Nasdaq  eras 
spring,  2000,  shareholders  went  ( 
litigation  rampage  against  tech  cor 
nies  and  their  investment  banks.  S 
rities  class-action  settlements  more 
doubled  between  1995  and  2000,  to 
billion.  Average  damage  awards  jurr 
from  $25  million  per  case  to  $200  mi 
in  that  period.  Much  of  that  monej 
timately  came  from  D&o  coverage 

Now  that  Enron  makes  the  ma 
look  even  riskier,  some  companies 
find  that  they  can't  afford  D&o  in 
ance  at  all,  says  Fred  Podolsky,  CE 
executive  risk  practices  at  Lond 
Willis  Group.  If  that  happens,  top  b 
will  have  more  reason  than  eve;i 
make  sure  that  their  company  is 
well.  After  all,  their  wallets  will 
the  line. 

By  Heather  Timmons  in  New  ]j 
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COMMENTARY 

By  Dean  Foust 


THIS  STOCK  MAY  HARM  YOUR  PORTFOLIO'S  HEALTH 


For  years,  critics  have  griped  that 
the  Tisch  family  runs  Loews 
Corp.,  the  publicly  traded  holding 
company  it  controls,  as  its  fiefdom. 
They're  hard  to  challenge.  The  Tisch 
family  owns  30%  of  the  stock  and 
holds  5  of  13  board  seats.  They  get 
nice  perks.  The  company's  74-year-old 
co-chairman,  Preston  R.  Tisch,  has  the 
use  of  a  Manhattan  apartment  in  a 
company-owned  hotel — a  benefit 
worth  $1.8  million  over  the  past  three 
years,  according  to  the  2001  proxy. 
Meanwhile,  the  average  4.5%  annual 
return  of  Loews  shares  over  the  past 
five  years  pales  against  the  10.7%  re- 
turn of  the  Standard  &  Poor's  500- 
stock  index.  The  Council  of  Institu- 
tional Investors,  a  pension-fund  trade 
group,  has  repeatedly  singled  Loews 
out  for  its  underperformance.  (Loews 
officials  wouldn't  comment.) 

Now,  the  Wall  Street  hype  machine 
says  that  the  younger  Tisches  are 
paying  outside  investors  new  respect. 
The  evidence:  James  S.  Tisch,  Loews's 
49-year-old  chief  executive,  plans  to 
launch  a  tracking  stock  in  the  coming 
weeks  for  its  Greensboro  (N.  C.)- 
based  subsidiary  Lorillard  Tobacco 
Co.  When  he  unveiled  the  plan  last 
October,  analysts  hailed  it  as  an  un- 
locking of  the  hidden  value  of  Loril- 
lard, which  generates  roughly  a  quar- 
ter of  Loews's  revenues  but  more 
than  60%  of  profits,  according  to  Pru- 
dential Securities  Inc.  At  less  than  six 
times  projected  2002  profits,  Carolina 
Group,  the  new  tracker,  could  rise 
10%  to  20%,  bulls  say. 

But  on  closer  look,  the  Lorillard  of- 
fering looks  less  like  a  boon  for 
Loews's  shareholders  than  a  way  to 
milk  a  cash  cow  that's  past  its  prime. 
As  the  offering  document  states, 
Loews  plans  to  plow  the  $800  million 
to  $1  billion  it  expects  from  Carolina 
into  its  other  holdings,  such  as  insur- 


PACKING  NEWPORTS:  Investors  get  little  say 


ance,  oil  drilling,  and  watches. 

So  what  are  investors  likely  to  get 
from  the  tracker?  Not  much.  They'll 
own  shares  representing  17.8%  of  Lo- 
rillard, the  nation's  third-largest  ciga- 
rette maker  after  Philip  Morris  Cos. 
and  R.J.  Reynolds  Tobacco  Holdings 
Inc.  That  entitles  them  to  a  6.7%  divi- 
dend, but  the  shares  don't  reflect  any 
direct  claim  on  Lorillard's  assets,  as  a 
spin-off  would.  Those  stay  with 
Loews,  as  do  the  offering's  proceeds 
and  Lorillard's  cash  flow.  Carolina 
Group  investors  won't  have  much 
voice  either:  Ten  Carolina  shares  equal 
one  Loews  share.  "It's  a  good  deal  for 
the  Tisches — they  raise  $1  billion  and 
keep  the  cash  flow — but  would  I  want 
to  invest  in  Carolina  Group?  No.  It's 
heads  they  win,  tails  I  lose,"  says 
Joseph  W  Cornell,  president  of  re- 
searcher Spin-off  Advisors  LLC. 

Another  problem:  Despite  a  6% 
rise  in  revenues  in  the  first  nine 


months  of  2001,  to  $3.4  bil- 
lion, Lorillard's  profits  de- 
clined 14.8%,  to  $475  millio 
due  to  litigation  expenses  i 
eroding  market  share  amor 
its  discount  brands,  the 
prospectus  says.  And  Loril- 
lard's flagship  Newport  bra 
faces  aggressive  competitio 
What  investors  will  get  i 
spades  is  legal  risk.  Lorillar 
is  named  in  4,275  lawsuits 
claiming  it,  like  other  tobac 
companies,  hid  the  risks  of 
smoking.  A  possible  ticking 
bomb  is  the  Engle  class  ac 
tion  in  Florida.  A  jury  hit  1 
industry  with  a  $145  billion 
judgment.  Lorillard's  share 
$16.25  billion.  Loews  execu- 
tives declined  comment,  citi 
Securities  &  Exchange  Con 
mission  restrictions.  But  the 
prospectus  says  that  if  the 
Engle  judgment  stands,  it  "could  re 
suit  in  the  loss  of  all  or  substantially 
all  of  the  value  of  any  outstanding 
shares  of  Carolina  Group  stock." 

Many  Wall  Street  analysts  say  th 
odds  Lorillard  will  have  to  pay  out  i 
the  Engle  case,  or  any  others,  have 
shrunk  since  the  industry  settled 
with  the  states.  Anti-tobacco  ac- 
tivists disagree.  "There's  no  evi- 
dence the  litigation  risk  is  reced- 
ing," says  Richard  Daynard,  a 
Northeastern  University  law  profes 
sor  who  heads  the  Tobacco  Products 
Liability  Project,  which  provides  re- 
search for  suits  against  the  industry. 
"They're  basically  buying  themselves 
partner  for  litigation  risk.  As  usual, 
Larry  Tisch  is  a  lot  smarter  than  Ws 
Street  analysts."  Given  the  risks, 
those  who  see  this  as  a  great  invest- 
ment may  have  smoke  in  their  eyes. 


Foust  covers  the  tobacco  industry 


BEHIND  THE 
SMOKE... 

Why  Loews's 
planned  tracking 
stock  for  its  tobacco 
business  could  burn 
investors: 


LITIGATION  RISK 

Smokers  won  a 
$16.25  billion  jury 
award  from  Loews  in 
a  Florida  court.  If  it 
stands,  Lorillard  could 
be  forced  to  declare 
bankruptcy. 


POTENTIAL  CONFLICTS 

The  Tisch  family  controls 
Loews  and  the  tobacco  busi- 
ness. But  what's  good  for 
Loews  may  not  be  good  for 
investors  in  the  tracker.  The 
stock  sale  proceeds  go  to  the 
parent  company. 


TRACKERS  DONT  TRACK 

Research  shows  that  tracking 
stocks  perform  poorly  over 
time  because  of  their  hard- 
to-understand  structures, 
weak  shareholder  rights,  and 
the  risk  of  conflicts  of 
interest  with  the  parent 
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Both  pride  themselves  on  being  objective.  But  only  one  can 
recommend  a  mutual  fund  that  fits  in  your  portfolio. 


David  Morgan 

Schwab  Investment  Specialist 

Walnut  Cree/(,  CA 


Judge  Harvey 
Tucson,  AZ 


Mutual  Funds.  With  all  due  respect  to  His  Honor,  you  probably  don't  want 
him  giving  you  advice  on  mutual  funds.  You  want  an  Investment  Specialist. 
Fortunately,  there's  Charles  Schwab.  We  offer  the  kind  of  expert  advice 
you'd  expect  from  us: 

Objective.  Uncomplicated.  And  not  driven  by  commission. 

This  is  no  minor  detail.  Especially  when  you  realize  that  our  advice  covers 
over  1,200  no-load,  no-transaction  fee  funds. 

Of  course,  having  access  to  a  wide  array  of  funds  is  one  thing.  Helping 
you  choose  the  right  ones  is  another. 

That's  why  we  suggest  you  speak  to  one  of  our  Investment  Specialists. 
It  gives  us  a  chance  to  discuss  your  financial  goals  and  explain  all  the  things 
Schwab  has  to  offer: 

•  Over  1,200  no-load,  no-transaction  fee  funds 

All*       ■ 


•  Objective  mutual  fund  recommendations 

•  Help  building  a  diversified  portfolio 


•^ee^ 


Se 


If  you  ask  us,  it's  an  open-and-shut  case. 
For  more  information  and  a  free  copy  of 
Schwab's  Mutual  Fund  Select  List;  just  give  us  a  call. 


A  snapshot  of  mutual 
fund  families  available 
through  Schwab. 


Janus 

INVESCO 

American  Century 

Dreyfus 

Strong 

Artisan 

PBHG 

Baron 

Oakmark 

Federated 

Neuberger  Berman 

RS  Investments 

Berger 

Firsthand 

Gabelli 

Oak  Associates 


charles  schwab 


1-800-540-0667 


schwab.com 


400  locations  nationwide 


Canadian  residents  call  Charles  Schwab  Canada  Co.  at  1  -866-339-0399  or  visit  schwabcanada.com. 

pectuses  containing  more  complete  information,  including  management  fees,  charges  and  expenses,  are  available  from  Schwab.  Please  read  the 
pectus  carefully  before  investing  or  sending  money.  Schwab's  short-term  redemption  fee  will  be  charged  on  redemptions  of  funds  (except  certain 

abFunds*)  bought  through  Schwab's  Mutual  Fund  OneSource*  service  (and  certain  other  funds)  with  no  transaction  fee  and  held  for  180  days  or  less 
pay  a  transaction  fee  to  purchase  a  fund,  you  will  pay  a  transaction  fee  when  you  sell  it  as  well.  Schwab  reserves  the  right  to  change  the  funds  we  make 

ble  without  transaction  fees  and  to  reinstate  fees  on  any  funds.  Schwab  receives  remuneration  from  participating  fund  companies.  Fund  shares  may 
jrchased  from  the  fund  company  directly  with  no  transaction  fee.  ©2001  Charles  Schwab  &  Co.,  Inc.  All  rights  reserved.  Member  SIPC/NYSE  (1001-14725). 
|e  Harvey"  is  not  a  real  judge,  but  a  fictional  character  portrayed  by  an  actor.  Any  similarity  to  any  real  person  is  unintended  and  coincidental. 


Mutual  Fund  Scoreboard 
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INVESTING 


THAT  OLD  BOND  MAGIC 
MAY  NOT  LAST 

Nevertheless,  some  bond  funds  still  hold  great  potential.  Here's  our  guide  to  the  best 


Bonds  have  beaten  stocks  hands 
down  for  two  years  running. 
Thank  a  lousy  economy  and  a 
Federal  Reserve  Board  on  a  tear 
to  cut  short-term  interest  rates.  The 
average  bond  has  soared  10%  a  year 
since  1999,  while  equities  have  tumbled 
by  an  equal  amount,  resulting  in  some 
of  the  best  relative  returns  for  bonds — 
from  rock-solid  U.S.  Treasuries  to 
emerging-market  debt — in  years. 

Taxable  bond  funds  flew  off  the  shelf 
last  year:  An  inflow  of  $76.5  billion 
through  November  was  their  biggest 
ever,  while  net  inflows  into  equity  mu- 
tual funds  were  on  track  to  be  the  small- 
est since  1990.  But  before  you  plunge 
any  deeper,  be  aware  that  many  pros 
consider  an  encore  unlikely.  "The  pow- 
erful excess  returns  of  bonds  vs.  stocks 


is  yesterday's  news,"  says  J.  Thomas 
Madden,  Federated  Investors'  chief  in- 
vestment officer  in  Pittsburgh,  Pa. 

Indeed,  holders  of  longer-term  U.S. 
Treasury  bonds  could  get  whipsawed. 
Even  a  modest  recovery  may  prompt 
the  Fed  to  go  into  reverse  and  tighten 
short-term  rates  by  as  much  as  1.5  per- 
centage points  by  yearend,  says  Paul 
Lefurgey,  manager  of  $4.8  billion  in 
fixed-income  products  for  Duff  &  Phelps 
Investment  Management  in  Chicago. 
That  will  send  bonds,  which  fall  when 
interest  rates  rise,  tumbling.  If  the  yield 
on  a  10-year  Treasury  jumps  by  half  a 
percentage  point  from  about  5%  now, 
it  will  lose  about  10%  of  its  market  val- 
ue. "If  you  are  loading  up  your  portfolio 
with  hyper-quality  issues  anticipating  a 
need  for  being  risk-averse,  you're  over- 


doing it,"  warns  Keith  F.  Karlawisr 
rector  of  fixed  income  for  BB&T 
Management. 

Does  that  mean  you  should  dump 
bond  holdings  or  forget  about  ad( 
new  ones?  Heavens,  no.  Rather,  it's 
to  temper  expectations,  vary  the  il 
and  seek  higher  yields.  The  key  is  finj 
funds  that  hold  the  greatest  poteil 
for  long-term  gains.  The  best  opportj 
ties,  say  the  pros,  lie  in  investment-: 
corporate  debt  and  the  highest- 
junk  debt,  which  pays  2.2  and  9.1 
centage  points  respectively  above  T| 
suries  with  the  same  maturity.  The 
miums  are  likely  to  narrow  sharpljl 
the  economy  improves.  Moreover,  thel 
percentage  points  of  extra  yield  II 
emerging-market  debt  pays  looks  eij 
ing,  too.  Bond  guru  William  H.  Gr 
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The  Bond-Fund  A-List 

hv  101  fixed-income  funds  that  earned  an  A — our  rating  for  superior  risk-adjusted  returns  over 

the  past  five  years 

10                                                               AVERAGE  ANNUAl 

TOTAL  RETURN  (%)* 

INVESTMENT 
CATEGORY 

FUND                                                            AVERAGE  ANNUAL  INVESTMENT 

TOTAL  RETURN  (%)*    CATEGORY 

i  WALL  ST.  TAX-FREE  SHT.-IHT.  FIXED  INC.** 

3.9 

Muni.  Short 

J.  P.  MORGAN  SHORT-TERM  BOND  INSTL. 

6.2 

Intermediate  (General) 

LIMITED  MATURITY  TREASURY  A 

5.8 

Short  Government 

NATIONS  SHORT-TERM  MUNI.  INCOME  INV.  A** 

4.3 

Muni.  Short 

1  TAX-FREE  INTERMEDIATE  SHARES** 

5.1 

Muni.  National  Interm. 

NUVEEN  FLAGSHIP  OHIO  MUNI.  BOND  R** 

6.7 

Muni.  Single  State  Long 

:R.  CENT.  CALIF.  LTD.-TERM  TAX-FREE  INV.**  4.7 
:R.  CENTURY  FLA.  MUNI.  BOND  INV.**              5.7 

Muni.  Calif.  Interm. 
Muni.  Single  State  Long 

OFFITBANK  N.Y.  MUNICIPAL  SELECT** 

6.0 

Muni.  New  York  Interm. 

ONE  GROUP  SHORT-TERM  BOND  1 

6.4 

Short  (General) 

HL  CENTURY  LTD.-TERM  TAX-FREE  INV.** 

4.8 

Muni.  National  Interm. 

ONE  GROUP  ULTRA  SHORT-TERM  BOND  A** 

5.8 

Ultrashort 

RICAN  PERFORMANCE  SHORT-TERM  INC.  ** 

7.0 

Short  (General) 

OPPENHEIMER  ROCHESTER  LTD.  N.Y.  MUNI.  A** 

5.0 

Muni.  New  York  Interm. 

NSTEIN  SHORT  DURATION  CALIF.  MUNI.** 

3.8 

Muni.  Short 

PAYDEN  GLOBAL  SHORT  BOND  R** 

6.1 

International  Bond 

NSTEIN  SHORT  DURATION  DIV.  MUNI.** 

4.1 

Muni.  Short 

PAYDEN  LIMITED  MATURITY  R** 

5.7 

Short  (General) 

INSTEIN  SHORT  DURATION  N.Y.  MUNI.** 

3.8 

Muni.  Short 

PAYDEN  SHORT  BOND  R** 

6.4 

Short  (General) 

VERT  TAX-FREE  RESERVE  LTD.-TERM  A** 

4.0 

Muni.  Short 

PAYDEN  SHORT  DURATION  TAX-EXEMPT  R** 

4.2 

Muni.  Short 

ORADO  BONDSHARES** 

6.8 

Muni.  Single  State  Long 

PERFORMANCE  SHORT  GOVT.  INC.  INSTL** 

6.1 

Short  Government 

•YFUS  BASIC  INTERM.  MUNI.  BOND** 

5.9 

Muni.  National  Interm. 

PERMANENT  VERSATILE  BOND** 

5.2 

Short  (General) 

YFUS  SHORT-INTERM.  MUNI.  BOND** 

4.3 

Muni.  Short 

T.  ROWE  PRICE  MD.  SHORT-TERM  TAX-FREE** 

4.3 

Muni.  Single  State  Interm. 

•REE  KY.  TAX-FREE  SHORT  TO  MED.** 

4.2 

Muni.  Single  State  Interm. 

T.  ROWE  PRICE  SHORT-TERM  BOND 

6.3 

Short  (General) 

REE  N.C.  TAX-FREE  SHORT  TO  MED.** 

4.3 

Muni.  Single  State  Interm. 

T.  ROWE  PRICE  SUMMIT  MUNI.  INTERM.** 

5.4 

Muni.  National  Interm. 

'REE  TENN.  TAX-FREE  SHORT  TO  MED.** 

4.1 

Muni.  Single  State  Interm. 

T.  ROWE  PRICE  TAX-FREE  SHORT-INTERM.** 

4.8 

Muni.  National  Interm. 

IPSE  SHORT-TERM  BOND** 

6.2 

Short  (General) 

RSI  RETIREMENT  SHORT-TERM  INVESTMENT 

4.9 

Short  Government 

IPSE  ULTRA  SHORT-TERM  INCOME** 

5.9 

Ultrashort 

FRANK  RUSSELL  SHORT-TERM  BOND  S** 

6.2 

Short  (General) 

RGREEN  SHORT-INTERM.  MUNI.  A** 

4.1 

Muni.  National  Interm. 

SEI  DAILY  SHORT  DURATION  GOVT.  A** 

6.2 

Intermediate  Government 

ELSIOR  SHORT-TERM  GOVT.  SEC.** 

5.9 

Short  Government 

SM&R  CAPITAL  PRIMARY  T** 

4.8 

Ultrashort 

ELSIOR  SHORT-TERM  TAX  EXEMPT  SEC.** 

4.1 

Muni.  Short 

SSGA  YIELD  PLUS** 

5.4 

Ultrashort 

ERATED  ARMS  INSTITUTIONAL** 

5.6 

Ultrashort 

SCHWAB  CALIF.  SHT.-INTERM.  TAX-FREE  BOND**  4.5 

Muni.  Calif.  Interm. 

ERATED  LIMITED  DURATION  GOVT.  IS** 

5.6 

Ultrashort 

SCHWAB  SHORT-INTERM.  TAX-FREE  BOND** 

4.3 

Muni.  National  Interm. 

ERATED  LIMITED  DURATION  INSTL.** 

6.5 

Short  (General) 

SIT  MINN.  TAX-FREE  INCOME** 

4.8 

Muni.  Single  State  Long 

ERATED  LIMITED  TERM  MUNI.  A** 

4.0 

Muni.  Short 

SIT  U.S.  GOVERNMENT  SECURITIES** 

6.7 

Short  Government 

lERATED  SHORT-TERM  INCOME  INSTL.** 

6.3 

Short  (General) 

STANDISH  CONTROLLED  MATURITY** 

6.3 

Short  (General) 

'ERATED  SHORT-TERM  MUNI.  TR.  INSTL.** 
ERATED  U.S.  GOVT.  SEC.  1-3  YRS.  INSTL.** 

4.3 
5.9 

Muni.  Short 
Short  Government 

STANDISH  INTERMEDIATE  TAX-EXEMPT  BOND** 

5.1 

Muni.  National  Interm. 
Short  (General) 

STANDISH  SHORT-TERM  ASSET  RESERVE** 

5.9 

ELITY  SHORT-TERM  BOND 

6.2 

Short  (General) 

STRONG  ADVANTAGE  INVESTMENT 

5.5 

Ultrashort 

ILITY  SPARTAN  INTERM.  MUNI.  INC.** 

5.5 

Muni.  National  Interm. 

STRONG  ADVISOR  BOND  INSTITUTIONAL** 

9.4 

Intermediate  (General) 

ELITY  SPARTAN  SHORT  INTERM.  MUNI.  INC.**  4.7 

Muni.  National  Interm. 

STRONG  MUNICIPAL  ADVANTAGE  INVESTMENT** 

3.9 

Muni.  Short 

rH  THIRD  MICH.  MUNICIPAL  BOND  INV.** 

4.3 

Muni.  Single  State  Interm. 

STRONG  SHORT-TERM  MUNICIPAL  BOND  INV.** 

4.8 

Muni.  Short 

ST  AMERICAN  SHORT-TERM  BOND  A** 

6.1 

Short  (General) 

TCW  GALILEO  MORTGAGE-BACKED  SEC.  1** 

6.0 

Short  Government 

ST  TENN.  TAX-FREE  1** 

5.4 

Muni.  Single  State  Interm. 

THORNBURG  FLA.  INTERMEDIATE  MUNI.  A** 

4.9 

Muni.  Single  State  Interm. 

NKLIN  INV.  SEC.  ADJ.  U.S.  GOVT.  SEC.** 

5.7 

Ultrashort 

THORNBURG  LIMITED-TERM  MUNI.  CALIF.  A** 
THORNBURG  LIMITED-TERM  MUNI.  NATL.  A** 

4.3 
4.4 

Muni.  Calif.  Interm. 
Muni.  National  Interm. 

AXY  SHORT-TERM  BOND  TRUST** 

6.0 

Short  (General) 

NMEDE  MUNI.  INTERMEDIATE** 

5.1 

Muni.  National  Interm. 

THORNBURG  N.M.  INTERMEDIATE  MUNI.  A** 

4.5 

Muni.  Single  State  Interm. 

NMEDE  N.J.  MUNI.** 

5.1 

Muni.  Single  State  Interm. 

U.S.  GLOBAL  INV.  NEAR-TERM  TAX-FREE** 

4.5 

Muni.  National  Interm. 

.OMAN  SACHS  ADJ.  RATE  GOVT.  A** 

5.4 

Ultrashort 

USAA  TAX-EXEMPT  INTERMEDIATE  TERM** 

5.6 

Muni.  National  Interm. 

IBOR  SHORT  DURATION** 

6.0 

Intermediate  (General) 

USAA  TAX-EXEMPT  SHORT-TERM** 

4.7 

Muni.  Short 

VIII  INTERMEDIATE** 

4.2 

Muni.  Single  State  Interm. 

VANGUARD  CALIF.  INS.  INTERM.-TERM  TE** 

5.6 

Muni.  Calif.  Interm. 

AESTEAD  SHORT-TERM  BOND** 

6.2 

Short  (General) 

VANGUARD  MUNI  BOND  LIMITED  TERM** 

4.7 

Muni.  National  Interm. 

KSTEAD  SHORT-TERM  GOVT.  SEC.** 

5.5 

Short  Government 

VANGUARD  SHORT-TERM  BOND  INDEX 

6.9 

Short  (General) 

IGH  FLA.  TAX-FREE  SHORT-TERM** 

4.3 

Muni.  Short 

VANGUARD  SHORT-TERM  CORP. 

6.6 

Short  (General) 

IDS  SHORT-TERM  BOND 

6.2 

Short  (General) 

VANGUARD  SHORT-TERM  FEDERAL 

6.7 

Short  Government 

.  INSTITUTIONAL  LIMITED  DURATION 

6.4 

Short  (General) 

VANGUARD  SHORT-TERM  TAX-EXEMPT** 

4.1 

Muni.  Short 

.  LIMITED  DURATION** 

6.2 

Short  (General) 

WELLS  FARGO  NAT.  LTD.-TERM  TAX-FREE  1** 

4.8 

Muni.  National  Interm. 

ICURY  LOW  DURATION  1** 

6.2 

Short  (General) 

WELLS  FARGO  STABLE  INCOME  1** 

5.7 

Short  (General) 

IRILL  LYNCH  MUNI.  BOND  LTD.  MAT.  B** 

3.8 

Muni.  Short 

KTEREY  PIA  SHORT-TERM  GOVT.** 
ITGOMERY  SHORT  DUR.  GOVT.  BOND  R** 

6.3 
6.5 

Intermediate  Government 
Short  Government 

*1997— 2001,  appreciation  plus  reinvestment  of  dividends  and  capital  gains  before  taxes 
"More  fund  data  on  BusinessWeek  Online 

Data:  Standard  &  Poor's 
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manager  of  pevico  Total  Return,  says 
there's  plenty  of  money  to  be  made. 
He's  been  buying  corporate  bonds, 
mortgage  securities,  and  emerging- 
market  debt,  figuring  he  can  get  an 
8%  total  return  on  his  money.  "With 
1.5%  inflation  and  a  5%  stock  mar- 
ket world,"  he  says.  "They  look 
quite  sexy." 

However,  with  most  of  the  easy 
money  already  wrung  out  of  the 
bond  market,  it's  going  to  take  nifty 
footwork  to  beat  the  averages. 
Where  to  start?  Here,  with  the  17th 
edition  of  the  BusinessWeek  Mutual 
Fund  Scoreboard,  prepared  by  Stan- 
dard &  Poor's,  which  is  also  owned 
by  The  McGraw-Hill  Companies. 

The  creme-de-la-creme  of  bond 
funds  get  our  A  rating  by  produc- 
ing the  highest  returns  for  the 
least  risk  over  the  past  five  years. 
It's  an  exclusive  bunch:  Only  101 
out  of  1,656  funds  meet  the  criteria 
this  year  (page  83).  We've  also  rat- 
ed funds  against  their  peers  in 
each  category  (page  85).  Starting 
on  page  86,  you'll  find  the  Score- 
board, with  190  taxable  funds  and 
143  tax-exempt  funds.  Our  Web 
site  at  www.businessweek.com/ 
mutualfunds/  gives  those  and  1,323 
more  funds  in  an  interactive  Score- 
board version.  There  you'll  find  tools  to 
screen  funds  by  sales  charges  and  ex- 
penses, average  maturity,  or  fund  size. 
The  Scoreboard  covers  the  whole 
gamut  of  funds.  At  one  extreme  are 
the  emerging-market  bond  funds — a 
group  boasting  the  best  three-year  and 
2001  returns.  As  the  global  economy 
improves,  stable  emerging 
markets  with  ties  to  major  in- 
dustrialized nations,  such  as 
Mexico  and  Poland,  will  re- 
bound first  (page  97).  Yet 
these  funds  are  not  for  the 
faint  of  heart:  None  rates 
higher  than  B+  because  of  the 
sector's  erratic  year-to-year 
returns. 

Some  of  the  biggest  bang 
for  the  buck  has  come  from 
corporate  bond  funds  over  the 
past  five  years.  That  trend, 
once  the  economy  picks  up,  is 
expected  to  continue.  It's  not 
going  to  move  in  a  straight 
line,  however.  Remember,  the 
consensus  wrongly  assumed  at 
this  time  last  year  that  the 
economy  would  respond  to  the 
Fed's  aggressive  easing  in 
2000.  So  investors  should  "tip- 
toe in  rather  than  dive  head- 
first," says  Colin  J.  Lundgren, 


How  the 

Groups 

Fared 

Emerging  markets  and  corporate 

bonds  led  the  way 

AVERAGE  ANNUAL  TOTAL  RETURN  (%)* 

CATEGORY 

2001 

1991-2001     1997-2001 

EMERGING  MARKETS  BOND 

11.0 

16.3 

5.2 

LONG  (GENERAL) 

7.9 

5.1  - 

6.5 

INTERMEDIATE  (GENERAL) 

7.6 

5.4 

6.4 

SHORT  (GENERAL) 

7.4 

6.0 

6.0 

INTERMEDIATE  GOVERNMENT 

7.1 

5.6 

6.5 

SHORT  GOVERNMENT 

6.8 

5.6 

5.8 

ULTRASHORT 

5.3 

5.2 

5.3 

LONG  GOVERNMENT 

5.2 

4.7 

6.7 

MUNI.  NATIONAL  INTERM. 

4.8 

4.0 

4.9 

MUNI.  SHORT 

4.8 

3.9 

4.1  - 

MUNI.  HIGH  YIELD 

4.7 

1.7 

4.0 

MUNI.  SINGLE-STATE  INTERM 

4.5 

3.7 

4.7 

MUNI.  SINGLE-STATE  LONG 

4.4 

3.6 

5.0 

MUNI.  NATIONAL  LONG 

4.1 

3.5 

5.0 

MULTISECT0R 

3.7 

2.2 

3.0 

INTERNATIONAL  BOND 

2.1 

1.4 

2.9 

NIGH  YIELD 

1.8 

-0.6 

1.9 

CONVERTIBLES 

-7.0 

7.3 

8.7 

ALL  TAXABLES 

5.5 

4.5 

5.7 

ALL  TAX  FREE 

4.3 

3.6 

5.0 

ALL  BOND 

5.0 

4.1 

5.3 

"Appreciation  plus  reinvestment  of  dividends  and  capital  gains  before  taxes 

Data:  Standard  &  Poor's 

senior  fixed-income  manager  of  $7  billion 
in  bond  funds  at  American  Express  As- 
set Management  Group  Inc. 

Bond-fund  managers  themselves  are 
leaning  toward  A-rated  corporate  bonds, 
which  still  qualify  as  investment  grade, 
albeit  at  a  low  level.  And  there's  a  fresh 
supply  of  corporate  bonds  on  the  mar- 
ket. Companies  such  as  DaimlerChrysler 


The  Largest  Funds 

Here's  how  BusinessWeek  rates  the  largest  bond  funds 

ASSETS 

FUND                                                                      MILLIONS 

AVG.  ANNUAL 
5-YR.  RETURN  (%)* 

OVERALL 
RATING 

VANGUARD  GNMA                                           $15.7 
VANGUARD  TOTAL  BOND  MARKET  INDEX            14.3 
FRANKLIN  CALIF.  TAX-FREE  INC.  A                   13.4 
BOND  FUND  OF  AMERICA  A                                11.3 
VANGUARD  SHORT-TERM  CORPORATE                 7 .4 

7.2 
7.3 

5.6 
6.0 
6.6 

B+ 

B 

C 

c- 

A 

FRANKLIN  GOVERNMENT  SECURITIES  A              7.2 
VANGUARD  INTERMED.  TERM  TAX  EXEMPT           6.7 
FRANKLIN  FEDERAL  TAX-FREE  INC.  A                  6.7 
VANGUARD  HIGH-YIELD  CORPORATE                   5.3 
FIDELITY  INTERMEDIATE  BOND                          4.8 

7.0 
5.3 
5.3 

4.3 
6.8 

B+ 

B+ 

B 

C- 

B+ 

FRANKLIN  HIGH-YIELD  TAX-FREE  INC.  A              4.7 
AXP  HIGH-YIELD  TAX  EXEMPT  A                           4.6 
FIDELITY  SPARTAN  MUNI.  INC.                           4.6 
FRANKLIN  N.Y.  TAX  FREE  INC.  A                         4.6 
OPPENHEIMER  ROCHESTER  MUNICIPALS  A          4.1 

4.7 
5.0 
5.8 

5.7 
5.5 

C 

C 

B+ 

B+ 

C 

*1997— 2001.  appreciation  plus  reinvestment  of  dividends  and  capital  gains  before  taxes 

Data:  Standard  &  Poor's 

and  Duke  Energy  Corp.  ha 
sued  new  debt  to  lure  invei 
looking  for  alternatives  to 
\ielding  government  bonds, 
managers  are  now  sniffing 
for  debt  from  cyclical  comp 
says  Duff  &  Phelps's  Lefurge 
eluding  auto  companies,  indu 
outfits,  and  retailers  that  s 
benefit  first  from  an  economi 
swing.  Some  of  the  best  sped 
in  the  sector  include  Fidelit 
termediate  Bond,  mfs  Limit 
turity,  and  Wachovia  Short- 
Fixed-Income  funds.  The  j 
Fidelity  fund,  for  example, 
8.4%  last  year  by  feasting  on 
er-rated  corporate  bonds — ev 
an  iffy  climate.  The  fund  r: 
the  top  of  the  five-  and  10 
performance  charts. 

With  Corporate  America 
struggling,  some  investors  m; 
leery  about  defaults.  But  whil 
faults  are  nearing  record 
they  appear  to  be  headed 
plateau.  The  number  of  co: 
issuers  defaulting  last  year  s 
to  211,  representing  $115.4 
of  debt,  up  from  132  issuers 
$42.3  billion  in  2000,  accord 
s&P.  Those  defaults,  a  la 
dicator  of  economic  health,  are  e 
to  climb  until  summer,  then  "imp 
gradually,"  says  Diane  Vazza,  s&p's 
of  global  fixed-income  research 
bottoming  in  this  quarter."  Furtl 
more,  the  extra  10  percentage  pc 
of  yield  on  junk  bonds  compared  j 
Treasuries  is  historically  high  and 
ble  where  it  was  a  couple  of  years 
"The  best  investments  m 
now  be  at  their  darl 
hour,"  says  Vazza. 

Picking  an  A-rated  j 
bond    fund   from   Busin 
Week's    list    increases 
chances    that    you'll    ge 
steady-as-she-goes  mam 
not  one  who  overdoses  on 
in  pursuit  of  high  returns, 
won't  find  managers  who  p 
heavily  and  recklessly  i 
telecom  companies:  The  t 
com  slice  of  the  Merrill  Ly 
High  Yield  Master  Inde: 
guide  to  overall  junk-b 
performance,  had  the  \v< 
results  last  year,  down  3 
And  prospects — indicated 
the  30%  yields  that  many 
paying  now — aren't  too  1 
either.  "There's  a  lot  of  opi  ( 
tunity,  [but]  if  you  don't  kr 
what  you're  doing,  it's  v» 
very  risky,"  says  Amy  Fs 


I 
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The  Best  of  Class 

ating  bond  funds  against  their  peers,  we  awarded  A's  to  these  funds: 


TOTAL  RETURN* 


CONVERTIBLES 

.,M0S  MARKET  NEUTRAL  A" 


11.3% 


HIGH-YIELD 

IMBIA  HIGH-YIELD**  6.3 

TRUST  SRS.  HIGH-YIELD  BOND  A**  5.3 

ER  HIGH  INCOME  BOND  RETAIL**  7.3 

RIMAN  INV.  TR.  FLEXIBLE  BOND**  2 . 6 

INTERMEDIATE  (GENERAL) 

4ICAN  PERFORMANCE  INTERM.  BOND**  6 . 7 

KROCK  LOW  DURATION  INV.  A**  6.1 

'FUS  INTERMEDIATE  TERM  INC.**  9 . 2 

LITY  INTERMEDIATE  BOND  6.8 

T  AMERICAN  INTERM.  TERM  BOND  Y  6.8 

)0R  SHORT  DURATION  6.0 

LIMITED  MATURITY  A**  5.8 

MORGAN  SHORT-TERM  BONDINSTL  6.2 

)NG  ADVISOR  BOND  INSTL.**  9.4 

HOVIA  SHORT-TERM  FIXED  INC.  A**  6.1 

fZ  FIXED  INCOME**  6.8 

I NTERM  EDI  ATE  GOVERNM  ENT 

•SSOR  MORTGAGE  SECURITIES  ADV.**  7.2 

IIC AN  CENTURY  GNMA  INV.  6.8 

RATED  INCOME  TRUST  INSTL  7 . 0 

LIH  MORTGAGE  SECURITIES  INITIAL  7 . 1 

IKLIN  STRATEGIC  MORTGAGE**  7.6 

GOVERNMENT  LIMITED  MATURITY  A**  5.9 

TEREY  PIA  SHORT-TERM  GOVT.**  6 . 3 

JAILY  SHORT  DURATION  GOVT.  A**  6.2 

WARD  GNMA  7.2 

INTERNATIONAL  BOND 

tILL  LYNCH  SHORT-TERM  GLOBAL  INC.  B**  4.2 

EN  GLOBAL  FIXED  INCOME  R**  7.7 


EN  GLOBAL  SHORT  BOND  R* 


6.1 


LONG  (GENERAL) 
ERT  INCOME  A 
SEA  COX  INCOME 

VESTERN  AST.  CORE  PORTFOLIO  INSTL. 
FIXED  INCOME  INSTITUTIONAL 


9.6 
7.6 
7.8 
7.3 


LONG  GOVERNMENT 
ADA  U.S.  GOVT.  INCOME  I** 
(WARE  LIMITED-TERM  GOVT.  A** 
CO  GNMA** 


6.8 
6.0 
6.5 


MULTISECTOR 
IS  FLEXIBLE  INCOME** 
EWEBBER  PACE  STRAT.  FIXED-INC.  P** 


6.5 
6.9 


MUNICIPAL  CALIF.  INTERM. 
MAN  CENT.  CALIF.  LTD.-TERM  TAX-FREE  INV.**  4.7 

municipal  calif,  long 

CENTURY  CALIF.  HIGH-YIELD  MUNI.**      6 . 1 
LITY  SPARTAN  CALIF.  MUNI.  INC.  6 . 0 

MORGAN  CALIF.  BOND  INSTL.**  5.4 


MUNICIPAL  HIGH-YIELD 
HIGH-YIELD  TAX-FREE  S 


6.0 


FUND 


TOTAL  RETURN* 


MUNICIPAL  NATIONAL  INTERM. 
FIDELITY  SPARTAN  SHORT-INTERM.  MUNI.  INC.  4 . 7 
GLENMEDE  MUNI.  INTERMEDIATE**  5.1 

T.  ROWE  PRICE  TAX-FREE  SHORT  INTERM.  4 . 8 

VANGUARD  MUNI.  BOND  LIMITED-TERM  4 . 7 

MUNICIPAL  NATIONAL  LONG 
AMERICAN  CENTURY  TAX-FREE  BOND  INV.**        5 . 1 
DELAWARE  TAX-FREE  USA  INTERM.  A**  5.0 

HARRIS  INSIGHT  INTERM.  TAX  EXMPT.  BOND  N**  5.0 
M.S.  MUNICIPAL  INSTITUTIONAL**  6 . 1 

NUVEEN  INT.  DUR.  MUNICIPAL  BOND  R  5.5 

FRANK  RUSSELL  TAX  EXEMPT  BOND  S**  4.3 

SALOMON  BROTHERS  NATL  TAX-FREE  INC.  A**    6.4 
SIT  TAX-FREE  INCOME  5.1 

M U NIciPAL  NEW  YORK  LONG 
FRANKLIN  N.Y.  TAX-FREE  INC.  A  5.7 

NUVEEN  N.Y.  MUNICIPAL  BOND  R**  5.7 

USAA  TAX  EXEMPT  NEW  YORK  BOND**  6 . 1 


MUNICIPAL  SHORT 
USAA  TAX  EXEMPT  SHORT-TERM 


4.7 


MUNICIPAL  SINGLE-STATE  INTERM. 

DUPREE  N.C.  TAX-FREE  SHORT  TO  MED.**  4.3 

DUPREE  TENN.  TAX-FREE  SHORT  TO  MED.**  4. 1 
FIFTH  THIRD  MICH.  MUNICIPAL  BOND  INV.**        4.3 

GLENMEDE  N.J.  MUNICIPAL**  5 . 1 
T.  ROWE  PRICE  MD.SHT.-TERM  TAX-FREE  BOND**  4.3 

MUNICIPAL  siNGLE-STATE  LONG 

ALLIANCE  MUNI.  INCOME  ARIZ.  A**  6.2 

ALLIANCE  MUNI.  INCOME  MICH.  A**  6.5 

AMERICA  CENTURY  FLA.  MUNI.  BOND  INV.**  5.7 

COLORADO  BONDSHARES**  6.8 

FIDELITY  SPARTAN  ARIZ.  MUNI.  INC.**  5.4 

FIDELITY  SPARTAN  CONN.  MUNI.  INC.  5 . 7 

FIDELITY  SPARTAN  FLA.  MUNI.  INC.  5.6 

FIDELITY  SPARTAN  MASS.  MUNI.  INC.  5.7 

FIDELITY  SPARTAN  MD.  MUNI.  INC.**  5 

FIDELITY  SPARTAN  MINN.  MUNI.  INC.  5 

FIDELITY  SPARTAN  N.J.  MUNI.  INC.  5 

FIDELITY  SPARTAN  PA.  MUNI.  INC.**  5 

HAWAII  MUNICIPAL**  4. 

NUVEEN  FLAGSHIP  OHIO  MUNI.  BOND  R**  6.7 

NUVEEN  MASS.  MUNICIPAL  BOND  R**  5.0 

OCEAN  STATE  TAX-EXEMPT**  4.6 

T.  ROWE  PRICE  MD.  TAX-FREE  BOND  5.5 

RANSON  MANAGED  KAN.  MUNICIPAL**  4 . 6 
RUSHMORE  FUND  FOR  TAX-FREE  INVEST.  MD.**   5.0 

SIT  MINN.  TAX-FREE  INCOME**  4 . 8 

VANGUARD  N.J.  INS.  LONG  TAX-EXEMPT  5.8 

VANGUARD  PA.  INS.  LONG  TAX-EXEMPT  5 . 7 


SHORT  (GENERAL) 

AMERICAN  PERFORMANCE  SHORT-TERM  INC.** 
PAYDEN  LIMITED  MATURITY  R** 
STANDISH  SHORT-TERM  ASSET  RESERVE** 


7.0 
5.7 
5.9 


SHORT  (GOVERNMENT) 
RSI  RETIREMENT  SHORT-TERM  INVESTMENT** 
TCW  GALILEO  MORTGAGE-BACKED  SEC.  I** 


4.9 
6.0 


ULTRASHORT 

SSGA  YIELD  PLUS** 


5.4 


197-2001,  appreciation  plus  reinvestment  of  dividends  and  capital  gains  before  taxes 
ore  fund  data  on  BusinessWeek  Online 


Data:  Standard  &  Poor's 


Global  Fixed-Income  Strategist  for  Mor- 
gan Stanley.  Funds  such  as  the  Merrill 
Lynch  Bond  High  Income,  Invesco  High 
Yield  and  AIM  High  Yield  funds  get 
flunking  grades  in  the  Scoreboard,  most- 
ly for  overweighting  telecoms. 

There  are,  however,  high-yield  fund 
managers  who  have  deftly  sidestepped 
the  blowups.  Consider  the  A-rated  Co- 
lumbia High- Yield  Fund.  The  fund  main- 
tains an  average  credit  rating  of  BB — 
just  one  level  below  investment  grade. 
Managers  Jeffrey  L.  Rippey  and  Kurt 
M.  Havnaer  have  profited  from  defen- 
sive health-care  companies,  up  17%  last 
year.  Their  winners  included  bonds  is- 
sued by  Tenet  Healthcare  Corp.  and 
Health  Care  Property  Investors  Inc.,  a 
real  estate  investment  trust.  They  figure 
that  the  market  is  purging  itself  of  poor- 
credit  qualities,  which  bodes  well  for 
high-yield  companies  that  they  invest 
in.  Rippey  and  Havnaer  are  even  tempt- 
ed these  days  to  venture  into  slightly 
riskier  terrain:  B-rated  American  Axle 
&  Manufacturing  Holdings  Inc.  and  Iron 
Mountain  Inc.  "We've  sold  some  of  our 
most  defensive  names,"  says  Havnaer. 
"But  we're  still  buying  companies  that 
are  getting  upgraded  in  credit  quality." 

Even  short-duration  bond  funds  are 
taking  on  additional  risk.  Sandy  R. 
Rufenacht,  portfolio  manager  for  the  A- 
rated  Janus  Short-Term  Bond  Fund,  is 
turbocharging  his  blue-chip  offering  with 
some  lower-rated  paper.  At  first  blush, 
you'll  see  that  Rufenacht  favors  top- 
shelf  debt  from  General  Electric,  IBM, 
and  Wal-Mart  Stores.  "I  don't  get  too 
fancy,  and  I  try  to  pay  a  lot  of  attention 
to  what  the  economy  is  doing,"  he  says. 
Rufenacht  locks  in  his  yields  with  debt 
that  has  a  three-year  duration,  which 
in  a  declining  interest-rate  environment 
makes  good  sense.  But  Rufenacht — who 
also  doubles  as  Janus'  High- Yield  Fund 
manager — juices  the  returns  on  his 
short  fund  with  high-yield  debt  that's 
on  the  verge  of  being  repaid.  Currently 
0.45%  of  the  portfolio  is  in  two-year, 
BB-rated  bonds  issued  by  Apple  Com- 
puter Inc.,  yielding  6.5%.  Another  tiny 
position  is  in  Tritel  Communications  Inc., 
a  wireless  cell-phone  provider  that  will 
pay  a  10.4%  coupon,  until  its  new  ac- 
quirer, AT&T,  buys  back  the  bonds. 

Mutual  funds  that  invest  in  bonds 
aren't  likely  to  be  the  show-stopper 
they've  been  recently.  But  at  least,  with 
the  help  of  this  Scoreboard  issue,  you're 
less  likely  to  buy  a  flop. 

By  Mara  Der  Hovanesian 
in  New  York 


BusinessWeek  online 


For  info  on  1,300  additional 

bond  funds,  go  to 

www.businessweek.com/mutualfunds/ 
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MUTUAL  FUND  SCOREBOARD 


How  to  Use  the  Tables 

BUSINESS  WEEK  RATING 

Ratings  measure  risk-adjusted 
performance.  This  shows  how 
well  a  fund  performed  relative  to 
other  funds  and  relative  to  the 
level  of  risk  it  took.  Risk-adjusted 
performance  is  determined  by 
subtracting  a  fund's  risk-of-loss 
factor  (see  below)  from  its  his- 
toric total  return.  Performance 
calculations  are  based  on  the 
five-year  time  period  between 
Jan.  1,  1997,  and  Dec.  31, 
2001.  For  BW  ratings,  funds  are 
divided  into  taxable  and  tax-ex- 
empt funds.  Funds  are  also  rated 
against  others  in  their  category. 
Ratings  are  based  on  a  normal 
statistical  distribution  within 
each  group  and  awarded  as 
follows: 


A 

SUPERIOR 

B+ 

VERY  GOOD 

B 

ABOVE  AVERAGE 

C 

AVERAGE 

C- 

BELOW  AVERAGE 

D 

POOR 

F 

VERY  POOR 

RISK 

The  risk-of-loss  factor  is  the  po- 
tential for  losing  money  in  a 
fund,  calculated  as  follows:  The 
monthly  Treasury  bill  return  is 
subtracted  from  the  fund's  total 
return  for  each  of  the  60  months 
in  the  rating  period.  When  a  fund 
has  underperformed  Treasury 
bills,  the  result  is  negative.  The 
sum  of  these  negative  numbers  is 
then  divided  by  the  number  of 
months  in  the  period.  The  result 
is  a  negative  number,  and  the 
greater  its  magnitude,  the  higher 
the  risk  of  loss. 

PERFORMANCE  COMPARISON 

The  tables  provide  performance 
data  over  three  time  periods. 
Here  are  equivalent  total  returns 
for  the  Lehman  Brothers  bond  in- 
dexes during  those  periods: 

AG6RE6ATE    MUNI. 

2001  8.4%     5.1% 

3-year  average  (1999-2001)    6.3%     4.8% 
5-year  average  (1997-2001)    7.4%     6.0% 

FUND  CATEGORIES 

General  bond  funds  are  classified 
long-term  (CD,  intermediate-term 
(CI),  short-term  (CS),  and  ultra- 
short (UB);  government,  long  (GL), 
intermediate  (Gl),  and  short  (GS); 


municipal,  national  long  (ML), 
national  intermediate  (Ml),  single- 
state  long  (SL), "single-state  inter- 
mediate (SI),  Calif,  long  (MC), 
Calif,  intermediate  (MF),  New  York 
long  (MY),  New  York  intermediate 
(MN),  short-term  (MS)  and  high- 
yield  (MH);  specialized  funds, 
convertible  (CV),  high-yield  (HY), 
international  (IB),  emerging  mar- 
kets (EB),  and  multisector  (MU). 

SALES  CHARGE 

The  cost  of  buying  a  fund,  com- 
monly called  the  'load.'  Many 
funds  take  loads  out  of  initial  in- 
vestments, and  for  ratings  pur- 
poses, performance  is  reduced  by 
these  charges.  Loads  on  with- 
drawals can  take  two  forms.  De- 
ferred charges  decrease  over 
time.  Redemption  fees  are  im- 
posed whenever  investors  sell 
shares.  Funds  with  none  of  these 
charges  are  called  'no-load.' 

EXPENSE  RATIO 

Fund  expenses  for  2001  as  a 
percentage  of  average  net  assets. 
The  measures  show  how  much 
shareholders  pay  for  fund  man- 
agement. Footnotes  indicate 
12(b)-l  plans,  which  allocate 
shareholder  money  for  marketing 


costs.  The  average  expensel 
is  0.99%  for  taxable  funds! 
0.89%  for  tax-free  funds. 

TOTAL  RETURN 

A  fund's  net  gain  to  investcl 
eluding  reinvestment  of  div| 
dends  and  capital  gains  at 
month-end  prices. 

YIELD 

Income  distributions  during 
2001  expressed  as  a  perce| 
net  asset  value,  adjusted  fc 
ital  gains. 

MATURITY 

The  average  maturity  of  th« 
rities  in  a  fund's  portfolio, 
weighted  by  market  value. 

HISTORY 

A  fund's  relative  performan<j 
during  the  five  12-month 
from  Jan.  1,  1997,  to  Dec] 
2001.  The  numbers  design] 
which  quintile  the  fund  wa^ 
during  the  period:  O  for  the 
quintile;  0  for  the  second  c| 
tile;  B  for  the  third  quintile| 
for  the  fourth  quintile  and 
the  bottom  quintile.  No  nurl 
indicates  no  data  for  that  p  f 

TELEPHONE  NUMBERS 

See  index  on  page  93. 


FUND                                                                               RATING 
(COMPARES  RISK-ADJUSTED  PERFORMANCE 

CATEGORY      RATING 

(RATING  COMPARES  FUND 

SIZE 

FEES 

SALES 

EXPENSE 

PERFORMANCE 

TOTAL  RETURN  (%) 

PORTFOLIO 

YIELD  MATURIT 

HIST*- 

ASSETS 

%CHG. 

Y     RESUlJ* 

OF  EACH  FUND  AGAINST  ALL  FUNDS) 

WITHIN  CATEGORY) 

SMIL 

2000-2001 

CHARGE  (%) 

RATIO  (%) 

1YR. 

3YR. 

5YR. 

(%) 

(YEARS) 

ALLff- 

TAXABLE                                                                                                                                                            I 

AIM  HIGH  YIELD  B 

F 

HY 

F 

716.6 

-16 

0.00** 

1.75T 

-4.3 

-9.8 

-5.1 

13.2 

6.8 

DSBEc 

AIM  LTD.  MAT.  TREASURY  A 

A 

GS 

B 

607.5 

96 

1.00 

0.56t 

7.5 

5.7 

5.8 

4.3 

1.5 

BBM 

ALLIANCE  CORPORATE  BOND  A 

C- 

CL 

F 

568.7 

16 

4.25** 

1.31t 

8.3 

6.1 

5.9 

7.7 

26.0 

DBDfc 

ALLIANCE  N.  AMER.  GOVT.  INC.  A 

C- 

IB 

C 

1004.6 

4 

4.25** 

1.33t 

0.2 

8.6 

9.4 

10.2 

13.3 

aaam 

ALLIANCE  U.S.  GOVT.  PORT.  A 

c- 

Gl 

F 

899.0 

100 

4.25** 

2.1  It 

5.7 

4.9 

6.3 

6.3 

19.7 

QQDfc 

AMER.  CENTURY  GINNIE  MAE  INV.  (a) 

B+ 

Gl 

A 

1666.0 

30 

No  load 

0.59 

7.4 

6.2 

6.8 

6.0 

21.2 

BBBfr 

AMER.  CENTURY  SHORT  TERM  GOVT.  INV. 

B+ 

GS 

C 

816.2 

7 

No  load 

0.59 

7.1 

5.6 

5.7 

5.1 

4.9 

BBOft- 

AMERICAN  HIGH  INCOME  TR.  A 

D 

HY 

B 

3301.1 

27 

3.75** 

0.83t 

7.4 

3.7 

4.9 

9.6 

8.6 

aaay 

ARMADA  BOND  1 

C 

CL 

B 

814.0 

-9 

No  load 

0.72 

7.4 

5.7 

6.8 

6.1 

NA 

Basis 

AXP  BOND  A 

C 

CL 

C 

2439.4 

13 

4.75 

0.94t 

7.3 

4.6 

5.9 

5.7 

14.7 

nook 

AXP  EXTRA  INCOME  A 

D 

HY 

C 

1780.8 

-4 

4.75 

1.04t 

4.7 

0.2 

1.5 

11.1 

6.8 

dodI 

AXP  FEDERAL  INCOME  A 

B 

GL 

B 

1216.9 

21 

4.75 

0.98T 

6.8 

4.6 

5.7 

4.5 

10.0 

□bbK 

AXP  SELECTIVE  A 

C 

CL 

B 

1097.2 

16 

4.75 

0.97t 

6.9 

5.2 

6.4 

4.8 

16.7 

BDBli 

BERNSTEIN  INTERM.  DURATION 

B 

CI 

C 

2171.5 

8 

No  load 

0.61 

7.3 

5.4 

6.1 

5.1 

NA 

□BB|(i 

BOND  FUND  OF  AMERICA  A 

C- 

CI 

D 

11334.2 

24 

3.75** 

0.72t 

7.2 

5.2 

6.0 

6.7 

13.8 

BQHii 

CALVERT  INCOME  A 

B+ 

CL 

A 

1053.6 

123 

3.75** 

1.08t 

14.2 

8.7 

9.6 

6.0 

15.1 

nonf' 

COLUMBIA  FIXED  INCOME  SECURITIES 

B 

CI 

B 

473.5 

26 

No  load 

0.66 

8.1 

6.1 

7.1 

5.9 

16.7 

BDB|« 

COMMERCE  BOND  INSTL 

C 

CI 

C 

732.8 

122 

No  load 

0.81 

8.5 

5.7 

6.8 

6.0 

17.7 

BUBls 

DODGE  &  COX  INCOME 

B 

CL 

A 

1477.8 

52 

No  load 

0.46 

10.3 

6.6 

7.6 

6.0 

14.1 

DOM 

DREYFUS  A  BONDS  PLUS 

C 

CI 

D 

597.1 

6 

No  load 

0.91 

4.6 

5.5 

5.7 

6.7 

14.7 

DREYFUS  GNMA 

B 

Gl 

C 

968.1 

5 

No  load 

0.90t 

7.7 

6.4 

6.5 

5.8 

21.0 

QBE  L 

DREYFUS  INV.  GRD.  INTERM.-TERM  MC. 

B+ 

CI 

A 

556.7 

428 

No  load 

0.67 

6.2 

7.9 

9.2 

6.5 

12.9 

DREYFUS  INV.  GRD.  SH.-TERM  INC. 

B+ 

CS 

C 

1042.3 

117 

No  load 

0.84 

6.3 

7.1 

6.8 

6.3 

10.5 

qbJ 

DREYFUS  PREMIER  CORE  BOND  A 

C 

CI 

C- 

919.7 

137 

4.50** 

1.00 

5.7 

6.6 

7.0 

6.4 

16.8 

O0flfc 

DREYFUS  SHORTHNTERM.  GOVT. 

B+ 

GS 

D 

482.3 

31 

No  load 

0.71 

6.0 

5.6 

5.9 

4.4 

4.1 

00ol> 

*  Includes  redemption  fee.  *  *  Includes  deferred  sales  charge,  t  1 

2(b)-l  plan  in 

effect.  NA 

=  Not  ava 

lable. 

(a)  Formerly  American  Century:GNMA  Fund/lnv. 

Data:  Standard  4  F§ 
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2000-2001 
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CHARGE  (%) 


EXPENSE 
RATIO  (%) 


PERFORMANCE 

TOTAL  RETURN  (%) 
1  YR.     3  YR.     5  YR. 


PORTFOLIO 

YIELD  MATURITY 
(%)     (YEARS) 


HISTORY 

RESULTS  VS. 
ALL  FUNDS 


TON  VANCE  HIGHHNCOME  B  D  MY  C-  676.3  3  O.OO**  1.78t  -2.4  -2.3  1.8  12.5  7.3  DBOBB 

TON  VANCE  INC.  FUND  OF  BOSTON  A  O  HY  C  815.7  30  4.75**  1.06t  -0.1  1.3  4.5  12.4  7.4  OBDBB 

TON  VANCE  INSTL  SH.  TERM  TREASURY  GS  785.9  17  No  load  0.60  3.9  NA  NA  1.1  4.8  BQ 

i  TON  VANCE  PRIME  RATE  RESERVES  B+-  UB  C-  3143.3  -21  0.00**  1.24t  2.5  4.1  5.2  6.3  4.0  BBDBB 

DERATED  FOND  FOR  U.S.  GOVT.  SECS.  A  B  GS  F  910.8  0  4.50  1.03  7.3  6.0  6.5  5.9  20.3  BBBBB 


DERATED  GNMA  TRUST  INSTL  . 
DERATED  GOVT.  INCOME  SECS.  F 
DERATED  HIGHHNCOME  BOND  B 
DERATED  HIGH-YIELD  TRUST 
DERATED  INCOME  TRUST  INSTL 


B+ 

C 
D 
D 
B+ 


Gl 
Gl 

HY 
HY 
Gl 


B+ 
C- 
C- 

c 

A 


793.2 
815.8 
908.8 
602.3 
562.9 


4 
-6 

1 
10 
-5 


No  load 
1.00* 
0.00* 
No  load 
No  load 


0.64 

0.98 

1.99t 

0.88 

0.58 


7.3 

6.3 

-0.8 

-1.8 

8.0 


6.2 

5.2 

-3.3 

-3.2 

6.6 


6.8 
6.5 
0.6 
0.7 
7.0 


6.1 

5.9 

10.8 

11.8 

6.1 


26.4 

22.6 

7.3 

7.3 

20.4 


BBBBB 
BDBBB 
DBOBB 
DBDBH 
BBBBO 


DERATED  LIMITED-TERM  A 
DERATED  STRATEGIC  INCOME  B 
DERATED  ULTRA-SHORT 
DERATED  U.S.  GOVT.  SECS.  2-5  YR. 
ELITY  ADVISOR  HIGH-YIELD  T 


INSTL. 


B+ 
D 

B 
F 


CS 
MU 
UB 
Gl 
HY 


D 

C 

B 
D 


434.0 
592.6 
762.8 
611.0 
1545.8 


282 
2 

342 
15 


1.00 
0.00** 
No  load 
No  load 
3.50** 


1.17T 

1.94t 

0.80T 

0.57 

1.05T 


7.1 

5.4 
5.7 
8.3 
-0.2 


5.1 
2.0 
5.7 
5.9 
-1.3 


5.4 
3.1 
NA 
6.6 
1.8 


5.3 
9.1 
5.6 
5.1 
10.2 


2.3 
12.1 
1.5 
3.5 
6.5 


□BDBB 
□BDBB 
BOOB 
□DBBD 
DBOBB 


•ELITY  ADVISOR  INTERM.  BOND  T 
•ELITY  CAPITAL  &  INCOME 
•ELITY  CONVERTIBLE  SECURITIES 
•ELITY  GINNIE  MAE 
•ELITY  GOVERNMENT  INCOME 


B 
D 
F 
B+ 

C 


CI 
HY 
CV 
Gl 
Gl 


B 

C- 

C 

B+ 

C 


538.0 
2839.8 
1733.4 
4009.6 
2355.1 


68 

3 

-6 

123 

46 


2.75* 
0.00* 
No  load 
No  load 
No  load 


0.97t 

0.78 

0.77 

0.62 

0.60 


7.8 
-5.1 
0.5 
7.3 
6.8 


5.8 

-0.9 

15.8 

6.3 

5.5 


6.3 
3.2 
15.6 
6.8 
6.8 


5.4 
8.5 
4.7 
5.8 
5.5 


5.2 
4.5 
NA 
5.2 
9.2 


BBBBO 
OBDBB 
DODOS 
BBBBB 
BDBOB 


•ELITY  HIGHHNCOME  D  HY  C-  1599.5  -25               0.00*  0.74  -3.5  -3.4  1.6  12.4  5.3  DBOBB 

•ELITY  INTERMEDIATE  BOND  B+  CI  A  4786.9  43  No  load  0.63  8.8  6.4  6.8  5.7  5.5  OBBBO 

•ELITY  INTERMEDIATE  GOVT.  INC.  B+  Gl  B+  945.8  26  No  load  0.60  8.0  6.3  6.7  5.8  4.3  EJDBBD 

ELITY  INVESTMENT-GRADE  BOND  B  CI  B  3636.4  52  No  load  0.64  8.5  6.0  7.0  5.6  7.2  BOBBD 

•ELITY  MORTGAGE  SECURITIES  INITIAL  B+  Gl  A  424.6  14  No  load  0.66  7.7  6.9  7.1  6.0  4.1  BBDBD 


•ELITY  SHORT-TERM  BOND  A  CS  B  3620.4  120  No  load  0.58  7.6  6.2  6.2  5.3  2.4  BBDOO 

•ELITY  SPARTAN  GOVT.  INCOME  C  Gl  C  909.8  35  No  load  0.49  6.9  5.5  7.0  5.5  8.8  BOBDB 

€LTTY  SPARTAN  INVESTMENT-GRADE  BOND  B  CI  B+  2516.5  37  No  load  0.50  8.8  6.2  7.3  5.7  6.5  BOBBD 

ST  AMERICAN  BOND  IMMDEX  Y  (b)  C  CI  C  645.5  31  No  load  0.48  6.8  5.6  7.1  5.8  12.0  BDBOB 

ST  AMERICAN  FIXED-INCOME  Y  C  CI  C  1346.1  4  No  load  0.88  8.1  5.3  6.7  5.7  13.1  BOOBD 


ST  AMERICAN  INTERM.  TERM  BOND  Y  (c)  B+  CI  A  882.3          98 

ST  INVESTORS  FUND  FOR  INCOME  A  D  HY  B  431.5-6 

ANKLIN  AGE  HIGHHNC.  A  D  HY  C  2078.0          -2 

\NKUN  US.  GOVT.  SECS  A  B+  Gl  B+  7224.7            5 

UWONTBOND  B  CI  B  856.8        235 


No  load 
6.25** 
4.25** 
4.25** 

No  load 


0.60 

1.30T 

0.76T 

0.681 

1.83 


7.7 
1.6 
2.9 
7.7 
9.7 


6.2 

-0.2 

-1.4 

6.3 

6.6 


6.8 
2.9 
1.7 
7.0 
7.9 


5.5 

11.6 

111 

6.1 

5.5 


8.3 

5.9 

7.4 

24.6 

15.3 


□DBBD 

DBOBB 
DBBBB 
BBBBO 
BDBDD 


LAXY  HIGH-QUALITY  BOND  TRUST 
LAXY  INTERM.  GOVT.  INC.  TRUST 
10  EMERGING-COUNTRY  DEBT  IV 
LDMAN  SACHS  HIGH-YIELD  A 
M  HANCOCK  BOND  A 


C 
B 


CL 
Gl 
EB 
HY 
CL 


C 
B 


822.7 
470.7 
490.5 
594.9 
1166.6 


45 

4 

-20 

63 
5 


No  load 
No  load 
No  load 
4.50** 
4.50** 


0.73 
0.69 
0.51 1 
1.16T 
1.12t 


7.5 
7.7 
14.4 
5.5 
7.1 


5.3 
5.8 
23.4 
1.7 
5.3 


6.9 
6.8 
NA 
NA 
6.5 


5.5 

5.4 

13.9 

10.3 

5.8 


IN  HANCOCK  GOVERNMENT  INCOME  A  C  Gl  D  540.9            6 

IN  HANCOCK  HIGH-YIELD  BOND  B  F  HY  D  491.7-13 

IN  HANCOCK  STRATEGIC  INCOME  B  C-  MU  B  567.9            7 

WOR  BOND  B  CI  B-t-  1024.3          37 

ESCO  HIGH-YIELD  INV.  F  HY  F  420.5        -36 


4.50** 
0.00** 
0.00** 
No  load 
0.00* 


1.02t 

1.68T 

1.631/ 

0.60 

I.OBt 


6.7 
0.1 
4.2 
9.0 
-19.0 


5.3 
0.2 
2.3 
6.6 
-8.0 


6.8 
0.8 
4.6 
7.7 
-1.8 


5.6 

11.7 

7.6 

4.6 

15.1 


12.6 

11.1 

17.0 

NA 

12.5 

19.3 
6.2 
9.4 
7.0 
6.1 


BDOOD 

□DBBD 

ODD 

BDBB 
BBBBB 

BDBOB 
OBDBB 
OBDBO 
BOBBD 

OBDBB 


ESCO  SELECT  INCOME  INV.  C-  HY  B+  495.0  -11 

ERMEDIATE  BOND  FD.  OF  AMERICA  A  B  CI  B+  1908.9  43 

IUS  FLEXIBLE  INCOME  C  MU  A  1295.1  22 

4US  HIGH-YIELD  C-  HY  B+  424.4  47 

IUS  SHORT-TERM  BOND  A  CS  B  506.7  230 


No  load 

3.75** 
No  load 
No  load 
No  load 


1.05T 
0.81 1 
0.79 
1.00 
0.65 


-2.9  0.2  3.8 

6.9  6.0  6.3 

7.2  4.2  6.5 

4.6  4.2  5.7 

6.9  5.8  6.2 


7.4 
5.5 
6.2 
8.1 
4.6 


9.2 
12.1 
6.7 
5.1 
2.1 


DBBBB 
BBBBB 
DOBBB 
DBOBB 

BBOOB 


ERTY  FEDERAL  SECURITIES  A  C-  GL  C  575.9  -1 

ERTY  INTERM.  GOVERNMENT  A  C  Gl  D  566.2  13 

ERTY  STRATEGIC  INCOME  A  C-  MU  C  578.6  9 

INST.  WESTERN  ASSET  CORE  PORT.  INSTL.  B  CL  A  909.5  25 

INST.  WESTERN  ASSET  INTERM.  INSTL.  B  CI  B+  629.6  42 


4.75** 
4.75** 
4.75** 
No  load 
No  load 


1.15t 
1.18T 

1.17t 

0.50 

0.45 


6.7 
6.9 
3.1 
10.1 
7.8 


4.7 
5.0 
1.2 
6.9 
6.2 


6.6 
6.3 
3.5 
7.8 
6.9 


5.4 
5.2 
9.1 
5.8 
5.4 


8.8 

5.8 

10.8 

11.8 

6.8 


BOBDB 
BOBBB 
BDBBB 
OOBDO 
BOBBD 


ABBETT  BOND  DEBENTURE  A 
ABBETT  U.S.  GOVT.  SECS.  A 
DIVERSIFIED  INCOME  B  (d) 
FEDERAL  SECURITIES  B  (e) 
HIGH-YIELD  SECURITIES  B  (f) 


C- 

C 
D 

C- 


HY 
Gl 
MU 
GL 
HY 


B+ 

D 

C- 

C 


2495.2 

1092.6 

444.6 

469.4 

541.2 


23 

-3 

-17 

0 

-45 


4.75** 
4.75** 
0.00** 
0.00** 
0.00** 


I.OOt 
1.1  IT 

1.38t 
1.57t 
1.37t 


4.9 

7.0 

-5.8 

5.7 


2.6 

5.3 

-5.8 

3.9 


-27.6  -20.2 


5.0 
6.6 
-1.9 
5.9 
NA 


8.6 
5.7 
8.3 
5.1 
21.2 


9.0 
19.6 
10.9 
14.5 

7.5 


DBOBB 
BDBBB 
BBBBB 
BDBBB 
BDBB 


INSTL.  FIXEDHNC.  (g) 

INSTL.  HIGH-YIELD  (h) 
>.  SHORT-TERM  U.S.  TREAS.  TR.  (i) 

U.S.  GOVT.  SECS.  TR.  B  (j) 
INSTAY  CONVERTIBLE  B 


B 
D 
B+ 

B 
D 


CL 
HY 
GS 
Gl 
CV 


A 

C- 

C- 

c 

B 


4112.2 
590.7 
397.4 

4119.6 
563.0 


2 

-23 
55 
12 

-11 


No  load 
No  load 
No  load 
0.00** 
0.00** 


0.48 

0.57 

0.74t 

0.72t 

1.99t 


10.4 

-5.8 

6.6 

6.3 

-A.8 


6.7 

-3.1 

5.2 

5.5 

10.5 


7.3 
1.7 
5.7 
6.5 
8.4 


6.5 
13.9 
6.0 
5.6 
2.4 


19.2 

7.3 

1.8 

16.9 

10.5 


BBBBO 
DBOBB 

BBBBB 
BBBBB 
DBOBB 


INSTAY  GOVERNMENT  B 
INSTAY  HIGH-YIELD  CORP.  B 
RSHALL  INTERMEDIATE  BOND  INV. 
ILL  LYNCH  BOND  HIGHHNCOME  B  (k) 
ILL  LYNCH  CORE  BOND  A  (I) 


BDBBB 

OBDBB 
DBBBB 

OBDBB 
BDBBB 

ludes  redemption  fee.  "Includes  deferred  sales  charge.  tl2(b)-l  plan  in  effect.  NA=Not  available. 

r0fmerly  Firstar  Bond  IMMDEX  Fund/lnstl.  (c)  Formerly  Firstar  Interm.  Bond  Mkt.  Fund/lnstl  (d)  Formerly  Morg.  Stan  Dean  Witter  Divers.  Inc/B.  (e)  Formerly  Morg.  Stan.  Dean  Witter  Federal  Sec.  Tr/B. 
ormerly  Morg.  Stan.  Dean  Witter  H/Y  Sec./B.  (g)  Formerly  MAS  Fds.:  Fixed-lnc.  Portyinstl.  (h)  Formerly  MAS  Fds:H/Y  PonVlnstl.  (i)  Formerly  Morg.  Stan  Dean  Witter  S/T  U.S.  Treas.  (j)  Formerly  Morgan 
ty  Dean  Witter  U.S.  Govt.  Sec.  Tr/B.  (k)  Formerly  Merrill  Lynch  Corp.  Bond:  High  Inc./B.  (I)  Formerly  Merrill  Lynch  Corp.  Bond  Fund:  Inv.  Grade/A.  Data:  Standard  &  Poor's 


C- 
D 

B 
F 
C- 


GL 
HY 
CI 
HY 
CL 


C 

B 

B+ 

C- 

C- 


418.4 
2476.9 

624.4 
1 360.4 

531.8 


6 

-6 

1 

-23 

8 


0.00** 
0.00** 
No  load 
0.00** 
4.00** 


1.91t 

1.78t 

0.72 

1.37T 

0.61 


5.5 
1.7 
6.0 
-0.6 
7.3 


4.3 
1.1 
5.4 
-2.3 
4.6 


5.8 
3.2 
5.9 
-0.2 
6.0 


4.7 
11.6 

5.7 
11.9 

5.4 


13.0 
7.5 
8.4 
5.8 

14.0 
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Your  people  are  hounding  y 


#*■<■ 


I 


t 


muuH 


j  storage  space.  Your  support  staff  has  just  been  cut.  And  you've  already  shot  your  IT 
budget  for  the  year.  You're  not  alone.  The  need  for  storage  is  skyrocketing, 
and  more  and  more  businesses  are  feeling  the  heat. 

The  problem  is,  spending  a  lot  is  not  an  option  right  now.  And 
while  budgets  continue  to  shrink,  requirements  do  not.  Leaving  you  with  the 
responsibility  of  finding  a  way  to  squeeze  more  efficiency  out  of  the  storage 
resources  you  already  have. 

It  would  help  if  your  infrastructure  were  flexible  enough  to  let  you 
pull  together  all  your  mixed-vendor  devices  so  you  could  freely  move  data 
between  them.  That  way  you  could  scale  your  existing  capacity  to  match 
your  company's  unpredictable  storage  demands. 

HP's  answer  to  *he  challenge  is  Federated  Storage  Area  Management 
(FSAM),  an  inventive  approach  that  ensures  you  get  the  most  out  of  your  past, 
present  and  future  investments.  We  start  by  helping  you  manage  your  entire 
network's  storage  resources— including  legacy  and  multi-vendor  hardware  — 
from  the  convenience  of  a  single  console.  All  without  adding  more  people. 

HP  infrastructure  solutions— servers,  software,  storage,  services  and 
beyond— are  engineered  for  the  real  world  of  business.  Because  the  last  time 
we  checked,  that's  where  we  all  work.  Call  1.800. HPASKME,  ext.  246.  Or  visit 
www.hp.com/go/infrastructure. 

Infrastructure:  it  starts  with  you. 
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MUTUAL  FUND  SCOREBOARD 


Bond  Fin 


FUND 


RATING      CATEGORY      RATING     SIZE 


FEES 


(COMPARES  RISK-ADJUSTED  PERFORMANCE 
OF  EACH  FUND  AGAINST  ALL  FUNDS) 


(RATING  COMPARES  FUND 
WITHIN  CATEGORY) 


ASSETS 
SMIL. 


%CHG. 

2000-2001 


SALES 
CHARGE  (%) 


EXPENSE 
RATIO  (%) 


PERFORMANCE 

TOTAL  RETURN  (%) 
1  YR.     3  YR.     5  YR. 


PORTFOUO 

YIELD  MATURITY 
<%)     (YEARS) 


ALL 


MERRILL  LYNCH  U.S.  GOVT.  MORTGAGE  B  B  Gl  B 

METROPOLITAN  WEST  TOTAL  RETURN  BOND  M  CI 

MFS  BOND  A  C-  CL  C- 

MFS  GOVERNMENT  MORTGAGE  A  B  Gl  C 

MFS  GOVERNMENT  SECURITIES  A  C  GL  B 


529.2  v 

621.5 

987.2 

555.1 

543.7 


33 

155 

33 

5 

44 


O.OO** 
No  load 
4.75** 
4.75** 
4.75** 


1.521 
0.65t 
0.93t 
0.91 1 
0.93t 


7.0 
9.2 
7.8 
6.6 
6.4 


5.7 
7.1 
4.7 
5.7 
5.2 


6.1 
NA 
5.8 
6.4 
6.6 


4.9 
7.5 
6.7 
5.7 
5.5 


22.2 
NA 
14.9 
24.4 
18.0 


MFS  HIGH-INCOME  A  D              HY  C            759.8  18  4.75**  1.00t  1.2  0.2  2.8  10.7  7.0 

J.P.  MORGAN  BOND  INSTL.  (m)  B               CL  B+        1003.2  8  No  load  0.50  7.0  5.7  6.8  5.3  11.9 

J.P  MORGAN  SHORT-TERM  BOND  INSTL.  (n)  A               CI  A            690.9  63  No  Toad  0.29  7.3  5.9  6.2  4.8  7.4 

MPAM  BOND  MPAM  (o)  CL  963.9  55  No  load  0.56  8.2  NA  NA  5.7  1 1 .6 

MPAM  INTERMEDIATE  BOND  MPAM  (p)  CI  401.3  2  No  load  0.56  8.3  NA  NA  5.5  6.5 


NORTHEAST  INVESTORS 
NORTHERN  FIXED-INCOME 
OFFITBANK  HIGH-YIELD  SELECT 
ONE  GROUP  SHORT-TERM  BOND  I 
OPPENHEIMER  CHAMPION  INCOME  A 


D 

C 
D 

A 
D 


HY 
CI 
HY 
CS 
HY 


B 
C- 

B 
C 
B 


1260.4 
748.1 
810.1 
733.5 
736.2 


5 

4 

-17 

5 
21 


No  load 
No  load 
No  load 
No  load 
4.75* 


0.21 
0.90 
0.88 
0.55 
1.07t 


1.3 
5.8 
4.1 
8.1 
1.6 


-0.5 
4.5 
0.3 
6.2 
1.2 


2.3 
6.1 

3.4 
6.4 
3.1 


11.7 
5.8 

10.2 
5.4 

10.2 


5.8 
16.3 
6.3 
2.1 
5.7 


□f 


BE 
Bl 


DI 
Bl 
DI 
Bl 
DI 


OPPENHEIMER  HIGH-YIELD  A  D  HY  C  968.6  3 

OPPENHEIMER  LTD.-TERM  GOVERNMENT  A  B+  GS  C-  819.2  29 

OPPENHEIMER  STRATEGIC  INCOME  A  C-  MU  C  3285.8  0 

OPPENHEIMER  U.S.  GOVT.  TR.  A  C  Gl  C  642.6  13 

PILGRIM  GNMA  INCOME  A  B  Gl  B  503.0  39 


4.75** 

3.50** 
4.75** 
4.75** 
4.75 


I.OOt 
0.85t 
0.93t 
0.91 1 
1.16T 


-0.1 
6.9 
3.5 
6.9 
8.5 


0.0 
5.5 
3.3 
5.4 
6.4 


2.3 
6.2 
3.9 
6.6 
7.4 


12.0 
5.2 
9.4 
5.3 
5.2 


4.8 
1.0 
4.0 
2.6 
26.2 


BBI 
DBI 
DDE 


PILGRIM  PRIME  RATE 
PIMCO  HIGH-YIELD  C 
PIMCO  LOW  DURATION  A 
PIMCO  REAL  RETURN  BOND  A 
PIMCO  SHORT-TERM  A 


UB 
HY 
CS 
GL 
UB 


1001.4 
448.3 
622.4 
406.4 
505.1 


-10 
52 
149 
764 
533 


No  load 
0.00** 
3.00** 
3.00** 
2.00** 


1.81 

1.65t 

0.96t 

0.94t 

1.41t 


-2.1 
5.1 
7.7 
8.8 
5.2 


1.0 
1.7 
5.8 
8.7 
5.6 


3.9 
NA 
NA 
NA 
NA 


9.0 
8.9 
5.4 
6.0 
4.5 


NA 
NA 
10.1 
NA 
9.0 


□I 

Bl 


PIMCO  TOTAL  RETURN  A 
PIONEER  HIGH-YIELD  A 
T.  ROWE  PRICE  GNMA 
T.  ROWE  PRICE  HIGH-YIELD 
T.  ROWE  PRICE  INTL.  BOND 


B 
C- 

F 


CI 
HY 
Gl 
HY 
IB 


B 

B+ 

D 


4114.4 

455.7 

1139.8 

1568.9 

795.5 


72 

642 

6 

11 

13 


4.50** 
4.50** 

No  load 
0.00* 

No  load 


0.96t 

0.88t 

0.70 

0.82 

1.15 


9.0 
16.7 
7.7 
6.1 
-3.4 


6.5 

17.7 

6.2 

2.3 

-4.8 


NA 
NA 
6.9 
5.0 
-0.8 


4.8 
9.1 
5.9 
10.3 
4.1 


12.6 
6.0 
3.2 
7.5 
8.0 


BBI 
DBI 
BDl 


T.  ROWE  PRICE  NEW  INCOME 
T.  ROWE  PRICE  SHORT-TERM  BOND 
T.  ROWE  PRICE  SPECTRUM  INCOME 
PRUDENTIAL  GOVERNMENT  INCOME  A 
PRUDENTIAL  HIGH-YIELD  A 


c 

CI 

C- 

1819.0 

6 

No  load 

0.73 

8.1 

5.8 

6.3 

5.7 

7.7 

BB 

A 

CS 

C 

589.1 

25 

No  load 

0.59 

8.5 

6.4 

6.3 

5.6 

2.3 

BB 

C- 

MU 

B+ 

2478.3 

5 

No  load 

0.77 

4.6 

4.0 

6.1 

6.0 

7.9 

DB 

C 

Gl 

D 

993.7 

23 

4.00 

0.75t 

7.6 

5.2 

6.7 

5.3 

7.2 

BD 

D 

HY 

C 

1288.1 

-17 

4.00 

0.601 

-0.2 

-1.4 

1.6 

10.9 

8.3 

DBI 

C 

Gl 

D 

1436.6 

1 

4.75** 

0.99t 

5.9 

4.8 

6.4 

4.8 

NA 

BD 

F 

CV 

C- 

687.7 

-18 

5.75** 

0.97t 

-8.1 

-0.4 

4.4 

4.3 

7.4 

DB 

D 

MU 

c- 

1554.0 

64 

3.25 

1.20t 

3.4 

1.6 

2.1 

8.8 

NA 

□B 

D 

HY 

c- 

694.1 

30 

3.25 

1.20t 

3.1 

-0.3 

0.2 

11.9 

7.6 

DB 

D 

HY 

c- 

1489.9 

-13 

4.75** 

0.99t 

3.4 

0.0 

1.1 

12.2 

7.7 

DB 

PUTNAM  AMERICAN  GOVT.  INC.  A 
PUTNAM  CONV.  INCOME  GROWTH  TR.  A 
PUTNAM  DIVERSIFIED  INCOME  TR.  M 
PUTNAM  HIGH-YIELD  ADVANTAGE  M 
PUTNAM  HIGH-YIELD  TR.  A 


PUTNAM  HIGH-YIELD  TRUST  II  B 

HY 

687.1 

5 

0.00** 

1.80t 

3.4 

-0.9 

NA 

11.9 

7.7 

PUTNAM  INCOME  A 

C- 

CL 

C- 

1232.8 

27 

4.75** 

0.951 

7.8 

4.4 

5.0 

5.5 

19.7 

BBI 

PUTNAM  U.S.  GOVT.  INCOME  TR.  A 

B 

Gl 

c 

2260.9 

14 

4.75** 

0.86T 

6.9 

5.7 

6.5 

5.4 

NA 

BBI 

FRANK  RUSSELL  DIVERSIFIED  BOND  S 

B 

CI 

B 

723.0 

1 

No  load 

0.62 

8.0 

5.9 

7.0 

5.3 

6.7 

BDI 

FRANK  RUSSELL  INSTL.  FIXED-INCOME  1  1 

B 

CI 

B+ 

808.2 

-13 

No  load 

0.40 

8.1 

6.1 

7.2 

5.6 

6.3 

BDl 

i 

FRANK  RUSSELL  INSTL.  FIXED-INCOME  3  1 

B 

CI 

B 

399.1 

-12 

No  load 

0.73 

7.6 

5.8 

6.7 

7.2 

6.3 

BBE 

•£ 

FRANK  RUSSELL  MULTI-STRATEGY  BOND  S 

C 

CI 

c 

610.2 

3 

No  load 

0.86 

7.6 

5.4 

6.5 

6.3 

6.8 

BBE 

\i 

FRANK  RUSSELL  SHORT-TERM  BOND  S 

A 

CS 

B 

430.2 

3 

No  load 

0.64 

8.3 

6.3 

6.2 

5.8 

2.3 

BBE 

SCHWAB  SHORT-TERM  BOND  MKT.  INDEX 

B+ 

GS 

c- 

410.9 

88 

No  load 

0.35 

7.3 

5.9 

6.3 

5.6 

2.9 

BBI 

SCHWAB  TOTAL  BOND  MARKET  INDEX 

C 

CL 

B 

966.8 

40 

No  load 

0.35 

8.2 

6.0 

7.2 

5.5 

11.1 

DDI 

I 

SCHWAB  YIELD-PLUS  SELECT 

CS 

1235.0 

373 

0.00* 

0.40 

6.0 

NA 

NA 

5.7 

0.8 

n 

SCUDDER  GNMA  AARP 

B+ 

Gl 

B+ 

3860.6 

5 

No  load 

0.73 

7.1 

5.9 

6.5 

6.0 

24.6 

□Bl 

K 

SCUDDER  HIGH-YIELD  A  (q) 
SCUDDER  INCOME  S 

D 
C 

HY 
CI 

C 

c- 

2204.6 
700.3 

11 
-1 

4.50** 
No  load 

1.09 
0.95 

3.4 
5.9 

-1.3 
4.6 

1.6 

5.7 

12.2 
5.9 

5.3 
9.4 

DBE 

BBE 

■ 

iJ 

SCUDDER  SHORT-TERM  BOND  S 

B+ 

CS 

D 

641.5 

-1 

No  load 

0.84 

6.6 

5.2 

5.2 

5.5 

6.8 

SCUDDER  U.S.  GOVT.  SECS.  A  (r) 

B 

Gl 

c 

3819.9 

58 

4.50** 

0.79 

7.2 

5.9 

6.7 

5.8 

4.7 

BBE 

n 

SEI  EMERGING  MARKETS  DEBT  A 

EB 

468.5 

-3 

No  load 

1.35 

12.3 

18.0 

NA 

11.2 

23.9 

Bl 

• 

SEI  INTERNATIONAL  FIXED-INCOME  A 

F 

IB 

D 

1124.8 

-1 

No  load 

1.00 

-5.2 

-5.2 

-0.6 

0.0 

6.1 

BDE 

r- 

SEUGMAN  HIGH-YIELD  BOND  B 

F 

HY 

D 

504.4 

-32 

0.00** 

1.841- 

-16.6 

-9.5 

-3.3 

14.3 

NA 

DBE 

R 

SMITH  BARNEY  DIVERSIFIED  STRAT.  INC.  B 

C- 

MU 

B+ 

701.6 

-29 

0.00** 

1.53t 

1.4 

1.0 

3.0 

7.1 

13.8 

□□E 

n 

SMITH  BARNEY  HIGH-INCOME  B 

D 

HY 

c- 

428.3 

-12 

0.00** 

1.56t 

-5.2 

-4.2 

-0.3 

12.7 

NA 

DBI 

h 

STANDISH  FIXED-INCOME 

C 

CI 

c- 

1613.3 

-30 

No  load 

0.35 

7.2 

5.5 

6.2 

6.9 

10.5 

BBI 

n 

STANDISH  INTL.  FIXED-INCOME  INSTL. 

B 

IB 

B+ 

437.4 

-28 

No  load 

0.53 

4.1 

4.8 

6.9 

1.6 

14.7 

DDE 

n 

STATE  STREET  RESEARCH  GOVT.  INC.  A 

C 

Gl 

C- 

504.6 

4 

4.50** 

1.13t 

6.7 

4.7 

6.5 

5.5 

7.0 

BDE 

n 

STEINROE  INCOME  INTERM.  BOND  S  (s) 

B 

CI 

B+ 

637.3 

49 

No  load 

0.38 

9.1 

7.0 

7.3 

6.7 

7.8 

BBE 

it 

STRONG  ADVANTAGE  INV. 

A 

UB 

B 

3035.0 

42 

No  load 

0.80 

4.3 

5.4 

5.5 

5.7 

0.8 

BBI 

n 

STRONG  CORPORATE  BOND  INV. 

C- 

CL 

C 

1 286.2 

38 

No  load 

0.90 

6.9 

4.8 

6.7 

7.1 

13.7 

DBE 

i. 

STRONG  GOVERNMENT  SECURITIES  INV. 

B 

GL 

B+ 

1651.8 

27 

No  load 

0.90 

8.7 

6.2 

7.1 

5.0 

5.4 

BDE 

» 

STRONG  HIGH-YIELD  BOND  INV. 

D 

HY 

C 

934.6 

49 

0.00* 

0.90 

-0.7 

-0.2 

3.5 

12.4 

5.0 

DBI 

i 

STRONG  SHORT-TERM  BOND  INV. 

B+ 

CS 

c- 

1332.6 

17 

No  load 

0.90 

4.5 

5.3 

5.6 

6.3 

2.4 

□Bl 

i 

'Includes  redemption  fee   "Includes  deferred  sales  charge.  tl2(b)-l  plan  in  effect.  NA=Not  available. 

(m)  Formerly  J.P.  Morgan  Institutional  Bond  Fund,  (n)  Formerly  J.P.  Morgan  Institutional  Short  Term  Bond  Fund,  (o)  Formerly  MPAM  Bond  Fund,  (p)  Formerly  MPAM  Intermediate  Bone 

(q)  Formerly  Kemper  High-Yield  Fund/A.  (r)  Formerly  Kemper  U.S.  Government  Securities  Fund/A.  (s)  Formerly  SteinRoe  Income  Trust:  Intermediate  Bond  Fund. 

Data:  Standard  & 
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2000-2001 


SALES 
CHARGE  (%) 
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RATIO  (%) 


PERFORMANCE 
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1  YR.     3  YR.     5  YR. 
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YIELD  MATURITY 
(%)     (YEARS) 


HISTORY 

RESULTS  VS. 
ALL  FUNDS 


L)  GOVERNMENT  SECURITIES  A 

C 

Gl 

C 

1525.0 

34 

3.75** 

0.85T 

6.4 

5.4 

6.5 

4.7 

12.9 

BBBDB 

llAGNMA 

C 

Gl 

c- 

537.6 

25 

No  load 

0.32 

7.1 

5.0 

6.6 

6.1 

10.4 

BODDB 

U  A  INCOME 

c 

GL 

B 

1577.2 

20 

No  load 

0.41 

7.6 

5.4 

7.2 

6.6 

8.5 

nation 

E)  A  SHORT-TERM  BOND 

B+ 

CS 

D 

466.4 

50 

No  load 

0.46 

5.1 

5.4 

5.7 

6.6 

3.0 

□□DOB 

B<  KAMPEN  GOVERNMENT  SECURITIES  A 

c 

Gl 

D 

1341.3 

-3 

4.75** 

1.02t 

6.4 

5.0 

6.5 

4.6 

17.5 

BOLIDE 

U  KAMPEN  HARBOR  A 

F 

CV 

D 

462.9 

-18 

5.75** 

1.02t 

-14.4 

8.0 

9.6 

2.6 

12.4 

DBI1BB 

9  KAMPEN  U.S.  GOVERNMENT  A 

B 

Gl 

C 

1564.4 

-1 

4.75** 

0.92t 

8.2 

6.0 

6.5 

5.3 

22.0 

BBBBD 

[1  GUARD  BOND  INDEX  LONG 

C- 

CL 

D 

549.9 

40 

No  load 

0.21 

8.1 

5.1 

8.2 

6.2 

22.5 

DDSDD 

GUARD  GNMA 

B+ 

Gl 

A 

15698.0 

15 

No  load 

0.27 

7.9 

6.6 

7.2 

6.3 

4.1 

BBBBD 

GUARD  HIGH- YIELD  CORP. 

C- 

HY 

B+ 

5335.7 

3 

0.00* 

0.27 

2.9 

1.5 

4.3 

9.5 

6.0 

DBDBB 

il  GUARD  INFLATION-PROTECTED  SECS. 

Gl 

707.5 

441 

No  load 

0.25 

7.6 

NA 

NA 

4.2 

14.4 

D 

Q  GUARD  INTERMEDIATE  CORP.  BOND 

c 

CI 

C- 

2064.3 

12 

No  load 

0.22 

9.4 

6.1 

7.1 

6.5 

7.3 

BDBBD 

i,  GUARD  INTERM.-TERM  BOND  INDEX 

c 

CI 

c 

2177.9 

39 

No  load 

0.21 

9.3 

6.1 

7.6 

6.3 

7.8 

BDaDD 

11  GUARD  INTERM.-TERM  TREAS.  INV. 

c 

Gl 

c- 

2035.2 

19 

No  load 

0.28 

7.5 

5.8 

7.4 

5.7 

7.9 

bodod 

11  GUARD  LONG-TERM  CORP. 

c- 

CL 

D 

3646.6 

-1 

No  load 

0.30 

9.6 

4.7 

7.4 

6.5 

23.4 

DDBBD 

(1  GUARD  LONG-TERM  U.S.  TREASURY 

c- 

GL 

C- 

1406.0 

9 

No  load 

0.29 

4.3 

4.5 

8.0 

5.6 

20.2 

ODBOD 

(1  GUARD  SHORT-TERM  BOND  INDEX 

A 

CS 

c 

1793.5 

43 

No  load 

0.21 

8.8 

6.6 

6.9 

5.5 

2.8 

□ODDD 

JJ  GUARD  SHORT-TERM  CORP. 

A 

CS 

c 

7353.6 

2 

No  load 

0.24 

8.1 

6.5 

6.6 

6.3 

2.9 

BBDDD 

■GUARD  SHORT-TERM  FEDERAL 

A 

GS 

B+ 

1784.4 

20 

No  load 

0.28 

8.6 

6.6 

6.7 

5.2 

2.7 

BBDBD 

A  GUARD  SHORT-TERM  U.S.  TREASURY 

B+ 

GS 

c 

1379.6 

17 

No  load 

0.27 

7.8 

6.1 

6.4 

4.9 

3.1 

BBOQO 

TOTAL  BOND  MARKET  INDEX 
&  REED  ADV.  BOND  A 
I  >DELL  &  REED  ADV.  HIGH-INCOME  A 

LS  FARGO  INCOME  I 
!  XS  FARGO  INTERM.  GOVT.  INCOME  I 


B 
C 
C- 

c- 

c 


Gl 
CI 
HY 
CL 
Gl 


B 

C- 

B+ 

C- 

C- 


14262.6 
610.1 
746.0 
540.2 
434.1 


33 
22 
8 
12 
10 


No  load 

5.75 

5.75 

No  load 

No  load 


0.22 

1.01 1 
1.08t 
0.75 
0.68 


8.3 
7.5 
6.7 
6.9 
6.9 


6.2 
5.1 
0.9 
4.5 
5.2 


7.3 
6.4 
4.1 
6.5 
6.8 


6.2 
5.1 
8.1 
6.1 
6.0 


8.3 
9.6 
5.1 
10.4 
7.9 


BOBBD 

BBBBD 


BDBBB 


X  EXEMPT 

|  TAX-FREE  INTERMEDIATE  SHARES 
IANCE  MUNI.  INCOME  CA.  A 
ANCE  MUNI.  INCOME  NATL.  A 

A 
C 
C- 

Ml 
MC 
ML 

B 
B 
C 

855.6 
754.6 
418.9 

93 
5 
4 

1.00** 
4.25** 
4.25** 

0.41 

0.84t 
0.68t 

4.5 
3.6 
4.4 

4.2 
3.3 
2.5 

5.1 
5.4 
4.6 

4.2 
4.6 
4.8 

6.3 
25.0 
24.0 

DDBDD 
DBDBB 
DBBBD 

.  CENTURY  CA.  INTERM.  TAX-FREE  INV. 
CAN  HIGH-INCOME  MUNI.  BOND  A 
HIGH-YIELD  TAX  EXEMPT  A 
INSURED  TAX-EXEMPT  A 
MN.  TAX-EXEMPT  A 


B+ 

MF 

C 

446.1 

1 

No  load 

0.51 

4.3 

4.4 

5.3 

4.3 

8.6 

□□BBD 

B+ 

MH 

B+ 

692.7 

21 

3.75** 

0.80t 

6.2 

3.6 

5.2 

5.4 

17.1 

DBBDB 

C 

MH 

C 

4645.4 

1 

4.75** 

0.79t 

3.9 

3.4 

5.0 

5.5 

17.6 

BDDBD 

C- 

ML 

C 

399.2 

8 

4.75 

0.82t 

3.7 

3.8 

4.9 

4.3 

18.2 

□□□OB 

c 

SL 

B 

370.0 

9 

4.75 

0.84t 

4.9 

3.6 

5.0 

5.0 

18.7 

BBDBB 

TAX-EXEMPT  BOND  A  C-  ML  C  866.3  7 

|  VERT  TAX-FREE  RSV.  LTD.-TERM  A  A  MS  B  664.5  43 

UMBIA  OREGON  MUNICIPAL  BOND  B  SL  B+  492.2  14 

(AWARE  TAX-FREE  MN.  A  C-  SL  C  353.2  -1 

i  AWARE  TAX-FREE  PA.  A  D  SL  D  682.0  -1 


4.75 
1.00 
No  load 
3.75** 
3.75** 


0.82t 

0.70 

0.58 

I.OOt 

0.92t 


3.8 
4.5 
4.6 
4.2 
5.0 


3.7 
4.0 
3.8 
3.2 
3.0 


5.3 
4.0 
5.0 
5.0 
4.3 


4.3 
4.1 

4.7 
4.9 
4.8 


11.2 
13.2 
13.7 
18.3 
22.5 


BDBDD 
BBDBD 
BDBBB 
BBBBD 
□□BBB 


(AWARE  TAX-FREE  l.SA.  A 
1  YFUS  CA.  TAX-EXEMPT  BOND 
I  YFUS  GENERAL  MUNI.  BOND 
1 YFUS  INTERM  MUNI.  BOND 
JS  MUNI.  BOND 


D 

C- 

D 

B 
D 


ML 
MC 
ML 
Ml 
ML 


C- 

c 
c- 
c- 
c- 


499.9 
1122.7 

412.7 
1059.5 
2538.0 


21 
2 

-2 
0 

-1 


3.75** 

0.00* 

0.00* 

0.00* 

0.00* 


0.88T 

0.70 

0.87T 

1.01 

0.72 


4.4 
3.5 
2.4 
4.0 
2.7 


3.1 
4.5 
2.5 
3.3 
2.6 


4.5 
5.5 
4.1 
4.6 
4.3 


5.1 
4.7 
5.4 
4.9 
5.3 


23.8 
22.9 
23.3 
10.0 
20.5 


□BBBQ 
□BBDB 
□□BBB 
□□&□□ 
□BBDB 


YFUS  N J.  MUNI.  BOND 

C 

SL 

B 

553.1 

8 

0.00* 

0.85t 

4.2 

3.6 

5.1 

5.0 

18.3 

BBDBQ 

YFUS  N.Y.  TAX-EXEMPT  BOND 

B 

MY 

B+ 

1485.7 

5 

0.00* 

0.73 

4.6 

3.8 

5.4 

4.9 

18.0 

BBDBB 

YFUS  PREMIER  MUNI.  BOND  A 

F 

ML 

F 

368.3 

5 

4.50** 

0.98 

3.1 

1.7 

3.8 

5.0 

21.1 

BBBQB 

YFUS  SHORTHNTERM.  MUNI.  BOND 

A 

MS 

C 

353.7 

35 

0.00* 

0.7 1T 

4.7 

3.9 

4.3 

4.2 

11.7 

BBDBB 

REE  KY.  TAX-FREE  INCOME 

B 

SL 

B+ 

501.6 

15 

No  load 

0.60 

5.1 

3.8 

5.0 

5.0 

15.5 

DBBQB 

3N  VANCE  NATL  MUNICIPALS  B 

F 

ML 

F 

1508.6 

2 

0.00** 

0.48t 

3.1 

1.7 

4.5 

5.6 

23.2 

DBBBB 

IGREEN  MUNICIPAL  BOND  A 

ML 

832.6 

-5 

4.75** 

0.85t 

3.8 

2.4 

NA 

4.4 

NA 

BBD 

ELSIOR  INTERM.-TERM  TAX  EXEMPT 

B 

Ml 

C- 

387.0 

27 

No  load 

0.57 

4.1 

3.8 

5.0 

3.8 

NA 

□BBBD 

ERATED  MUNI.  SECS.  A 

F 

ML 

F 

455.8 

1 

4.50** 

0.88 

3.5 

2.5 

4.4 

4.4 

14.7 

BBBBB 

JJTY  ADVISOR  MUNICIPAL  INC.  T 

B 

ML 

B+ 

361.9 

6 

3.50** 

0.72t 

4.6 

4.4 

5.8 

4.4 

15.2 

BBDBB 

LITY  SPARTAN  CA.  MUNI.  INC. 

B+ 

MC 

A 

1640.3 

19 

0.00* 

0.42 

4.7 

4.6 

6.0 

4.5 

13.8 

BBDOB 

JJTY  SPARTAN  CT.  MUNI.  INC. 

B+ 

SL 

A 

415.3 

20 

0.00* 

0.42 

5.3 

4.6 

5.7 

5.0 

12.5 

BBBBB 

LfTY  SPARTAN  FL.  MUNI.  INC. 

B+ 

SL 

A 

502.1 

22 

0.00* 

0.49 

5.2 

4.3 

5.6 

4.6 

12.3 

BBDBB 

JLiTY  SPARTAN  INTERM.  MUNI.  INC. 

A 

Ml 

B+ 

1533.1 

31 

0.00* 

0.49 

5.4 

4.4 

5.5 

4.7 

7.7 

BBBBB 

LfTY  SPARTAN  MA.  MUNI.  INC. 

B+ 

SL 

A 

1960.5 

32 

0.00* 

0.42 

4.4 

4.6 

5.7 

4.7 

15.0 

BDBOD 

LITY  SPARTAN  Ml.  MUNI.  INC. 

B 

SL 

B+ 

519.8 

17 

0.00* 

0.45 

4.8 

4.3 

5.4 

4.8 

13.3 

BBBBB 

LITY  SPARTAN  MUNI.  INC. 

B+ 

MH 

B+ 

4623.5 

8 

0.00* 

0.48 

5.0 

4.8 

5.8 

4.8 

14.7 

BBBDB 

LITY  SPARTAN  NJ.  MUNI.  INC. 

B+ 

SL 

A 

513.8 

34 

0.00* 

0.45 

4.6 

4.7 

5.6 

5.0 

14.6 

BBBBB 

LITY  SPARTAN  N.Y.  MUNI.  INC. 

B 

MY 

B+ 

1362.6 

24 

0.00* 

0.42 

4.4 

4.4 

5.9 

4.6 

14.9 

BBQDD 

LITY  SPARTAN  OH.  MUNI.  INC. 

B 

SL 

B+ 

412.8 

13 

0.00* 

0.46 

4.7 

4.4 

5.5 

4.7 

13.7 

BBDBB 

LfTY  SPARTAN  SHHNTERM  MUNI.  MC. 

A 

Ml 

A 

1258.8 

36 

0.00* 

0.45 

5.7 

4.5 

4.7 

3.8 

3.0 

BBDBB 

T  AMERICAN  TAX-FREE  Y  (a) 

C 

ML 

B 

501.1 

24 

No  load 

0.73 

4.1 

3.8 

5.5 

4.3 

14.1 

DBBDD 

>T  INVESTORS  INS.  TAX-EXEMPT  A 

F 

ML 

D 

918.2 

0 

6.25** 

1.12t 

3.5 

3.9 

5.1 

4.3 

13.0 

□□DDB 

NKLIN  AZ.  TAX-FREE  INC.  A 

C- 

SL 

C- 

871.1 

15 

4.25** 

0.64" 

3.0 

3.0 

4.5 

5.1 

20.6 

□DDBB 

NKLIN  CA.  HIGH-YIELD  MUNI.  A 

C 

MC 

C 

509.9 

8 

4.25** 

0.50t 

5.4 

3.0 

5.6 

5.5 

24.3 

DBBBB 

Jdes  redemption  fee.  "Includes  deferred  sales  charge.  tl2(b)-l  plan  in  effect.  NA=Not  available, 
rmerly  Firstar  National  Municipal  Bond  Fund/lnstl. 
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MUTUAL  FUND  SCOREBOARD 


Bond  Fui 


FUND 


RATING      CATEGORY      RATING     SIZE 


FEES 


(COMPARES  RISK-ADJUSTED  PERFORMANCE 
OF  EACH  FUND  AGAINST  ALL  FUNDS) 


(RATING  COMPARES  FUND 
WITHIN  CATEGORY) 


ASSETS     %  CHG. 
SMIL.    2C00-2001 


SALES 
CHARGE  (%) 


EXPENSE 
RATIO  (%) 


PERFORMANCE 

TOTAL  RETURN  (%) 
1  YR.     3  YR.     5  YR. 


PORTFOLIO  HISTC 

YIELD  MATURITY     RESUL  | 
(%)     (YEARS)       ALLF 


FRANKLIN  CA.  INS.  TAX-FREE  INC.  A 
FRANKLIN  CA  TAX-FREE  INC.  A 
FRANKLIN  FEDERAL  TAX-FREE  INC.  A 
FRANKLIN  FL.  TAX-FREE  INC.  A 
FRANKLIN  HIGH-YIELD  TAX-FREE  INC.  A 


FRANKLIN  INSURED  TAX-FREE  INC.  A 
FRANKLIN  MA  INSURED  TAX-FREE  A 
FRANKLIN  Ml.  INS.  TAX-FREE  INC.  A 
FRANKLIN  MN.  INS.  TAX-FREE  INC.  A 
FRANKLIN  MO.  TAX-FREE  INC.  A 


C 
C 
B 
B 
C 

c 

c 

B 

c 
c 


MC 
MC 
ML 
SL 
MH 


B+ 

B 

B+ 

B+ 

C 


1747.3 
13412.0 
6689.5 
1583.5 
4676.0 


10 
4 
6 
7 

-3 


4.25" 
4.25** 
4.25** 
4.25** 
4.25** 


0.61 1 
0.57t 
0.60t 
0.62t 
0.62t 


4.6 
5.4 
4.6 
5.3 
5.9 


4.3 
4.3 
3.9 
4.1 
2.8 


5.5 
5.6 
5.3 
5.4 
4.7 


4.7 
4.9 

5.1 
5.0 
5.3 


21.6 
21.7 
19.5 
20.3 
18.7 


ML 
SL 
SL 
SL 
SL 


B 
C 
B+ 

B 
C 


1533.0 
371.9 

1169.3 
488.3 
411.8 


7 
19 
12 

9 
15 


4.25** 
4.25** 
4.25** 
4.25** 
4.25** 


0.62T 
0.70T 
0.64t 
0.67T 
0.69t 


4.6 
4.2 
4.8 
4.7 
5.0 


4.2 
4.3 
4.4 
4.1 
3.9 


5.4 
5.4 
5.5 
5.1 
5.3 


4.8 
4.7 
4.7 
4.7 
4.8 


18.8 
22.2 

16.1 
19.6 
21.4 


FRANKLIN  N.C.  TAX-FREE  INC.  A 
FRANKLIN  NJ.  TAX-FREE  INC.  A 
FRANKLIN  N.Y.  TAX-FREE  INC.  A 
FRANKLIN  OH.  INS.  TAX-FREE  INC. 
FRANKLIN  OR.  TAX-FREE  INC.  A 


C 
B 
B+ 

B 
C 


SL 
SL 
MY 
SL 
SL 


B 
B 
A 
B+ 

C 


377.6 
714.4 
4603.3 
734.2 
500.6 


15 
14 

7 

8 

14 


4.25* 
4.25* 
4.25* 
4.25* 
4.25* 


0.69t 
0.67t 
0.60t 
0.66t 
0.67t 


4.9 
4.7 
4.7 
4.7 
4.2 


3.9 
4.1 
4.2 
4.2 
3.6 


5.3 
5.3 
5.7 
5.3 
4.9 


4.9 
4.8 
5.1 
4.8 
4.8 


19.1 
20.6 
19.5 
18.1 
20.6 


FRANKLIN  PA  TAX-FREE  INC.  A 
FRANKLIN  VA.  TAX-FREE  INC.  A 
JOHN  HANCOCK  TAX-FREE  BOND  A 
HAWAIIAN  TAX-FREE  A 
LIBERTY  TAX-EXEMPT  A 


C 
C 
D 

C 
F 


SL 
SL 
ML 
SL 

ML 


B 

C 

C- 

C 

D 


670.8 
388.0 
536.6 
620.2 
1951.8 


5 
14 
4 
8 
6 


4.25** 
4.25** 
4.50** 
4.00** 
4.75** 


0.67t 
0.70t 
0.86- 
0.74t 
I.OOt 


5.4 
4.4 
2.5 
4.5 
3.2 


3.9 
3.5 
3.0 
3.8 
2.8 


5.2 
5.0 
4.8 
5.0 

4.9 


5.0 
4.9 
5.1 
4.5 
4.9 


19.0 
21.8 
19.2 
14.4 
17.8 


U  PUTTED  TERM  TAX-EXEMPT  BOND  OF 
LORD  ABBETT  NATL.  TAX-FREE  INC.  A 
MLS.  CA.  TAX-FREE  INC.  B  (b) 
M.S.  TAX-EXEMPT  SECS.  D  (c) 
MFS  MUNICIPAL  BOND  A 


A     B+ 
D 

C 
B 
D 


Ml 
ML 
MC 
ML 
ML 


B 

C- 

B 

B+ 

C- 


370.8 

511.2 

707.2 

1216.8 

1263.5 


42 

4 

-1 

45 

3 


3.75** 
3.25** 
0.00** 
No  load 
4.75** 


0.75t 
1.01 1 
0.93t 
0.51 
0.59 


5.2 
4.2 
3.6 
4.3 
4.2 


4.0 
3.4 
3.7 
4.2 
4.0 


4.9 
5.3 
4.9 
5.5 
5.1 


3.9 
4.8 
4.4 
5.2 
4.9 


9.1 
22.6 
19.4 
17.8 
15.3 


MFS  MUNICIPAL  HIGH-INCOME  A  C              MH 

JUJ».  MORGAN  TAX  AWARE  EMfANCED*IC.MSTL.(d)  ML 

MPAM  NATL.  INTERM.  MUNI.  BOND  MPAM  (e)  ML 

MPAM  PA  INTERM.  MUNI.  BOND  MPAM  (f)  SL 

MUNICIPAL  FUND  INVEST.  ACCUM.  PROG.  F               ML 


1044.4 

1133.0 

485.5 

863.9 

414.3 


8 

258 

20 

-2 

-2 


4.75** 
No  load 
No  load 
No  load 
No  load 


0.76 
0.50 
0.52 
0.67 
0.79 


5.9 
4.0 
5.0 
4.7 
2.9 


3.1 
NA 
NA 
NA 
2.1 


4.7 
NA 
NA 
NA 
3.8 


5.9 
3.1 
4.3 
4.2 
5.1 


20.3 
13.0 
12.7 
10.2 
NA 


NORTHERN  INTERM.  TAX-EXEMPT  B  Ml  C  700.4  6 

NORTHERN  TAX-EXEMPT  C  ML  B  545.1  4 

NUVEEN  FLAGSHIP  KY.  MUNI.  BD.  A  C  SL  B  409.1  3 

NUVEEN  FLAGSHIP  LTD.-TERM  MUNI.  BO.  A  B+  Ml  B  387.9  9 

NUVEEN  INSURED  MUNI.  BOND  R  B+  ML  B+  659.9  4 


No  load 
No  load 
4.20** 
2.50** 
No  load 


0.85 

0.85 

0.85t 

0.76t 

0.62 


4.9 
4.7 
4.8 
5.4 
4.7 


3.9 
4.1 
3.5 
3.7 
3.9 


4.5 
5.3 
4.9 
4.6 
5.3 


3.9 
4.5 
4.8 
4.5 
5.2 


10.8 
17.3 
18.9 
5.4 
18.2 


EH 


NUVEEN  INT.-DUR.  MUNICIPAL  BOND  R 
ONE  GROUP  TAX-FREE  BOND  I 
OPPENHEIMER  CA  MUNICIPAL  A 
OPPENHEIMER  MUNICIPAL  BOND  A 
OPPENHEIMER  N.Y.  MUNICIPAL  A 


B+ 

B 
F 
F 
C- 


ML 
ML 
MC 
ML 
MY 


A 

B+ 

F 

F 

C- 


2562.5 
565.5 
399.5 
572.5 
527.4 


2 

-5 

44 

20 

3 


No  load 
No  load 
4.75** 
4.75** 
4.75** 


0.58 

0.58 

0.88T 

0.85t 

0.84t 


5.0 
4.4 
3.7 
2.4 
4.5 


4.0 
4.2 
3.0 
1.6 
3.6 


5.5 
5.5 
4.9 
4.0 
5.1 


5.1 
4.8 
4.9 
5.2 
5.0 


14.4 
15.2 
17.4 
16.9 
18.9 


EH 
EH 
EH 

EH 


OPPENHEIMER  ROCHESTER  LTD.  N.Y.  MUNI.  A  A  MN  B  1113.5  21  3.50**  0.78t  4.8  3.8  5.0  4.6  18.9 

OPPENHEIMER  ROCHESTER  MUNICIPALS  A  C  MY  C  4137.9  20  4.75**  0.85t  5.1  3.6  5.5  5.7  12.5 

T.  ROWE  PRICE  MD.  TAX-FREE  BOND  B+  SL  A  1199.7  14  No  load  0.49  5.0  4.2  5.5  4.9  16.5 

T.  ROWE  PRICE  TAX-FREE  HIGH-YIELD  C  MH  C  1119.4  4  No  load  0.72  4.7  2.4  4.5  5.8  17.9 

T.  ROWE  PRICE  TAX-FREE  INCOME    B  ML  B+  1448.2  7  No  load  0.54  4.4  4.0  5.5  5.0  16.4 

T.  ROWE  PRICE  TAX-FREE  SHORT  INTERM.  A  Ml  A  442.6  10  No  load  0.53  5.8  4.5  4.8  4.0  3.7 

T.  ROWE  PRICE  VA.  TAX-FREE  BOND  B  SL  B+  354.6  20  No  load  0.54  4.9  4.3  5.6  4.8  15.8      EH 

PRUDENTIAL  MUNI.  BOND  HIGH-INCOME  A  C-  MH  C-  526.6  -A  3.00  0.59t  4.3  1.6  4.1  5.3  19.3       Dt 

PRUDENTIAL  NATIONAL  MUNICIPALS  A  C-  ML  C  600.6  25  3.00  0.63t  4.0  3.7  5.2  4.8  17.9 

PUTNAM  CA  TAX-EXEMPT  INCOME  A  D  MC  D  2643.3  4  4.75**  0.75t  3.5  3.7  4.9  4.3       NA 


PUTNAM  MUNICIPAL  INCOME  A  C-  ML  C  841.9  21               4.75**  0.95T  4.4  3.2  4.9  5.2  19.5 

PUTNAM  NEW  YORK  TAX-EXEMPT  INCOME  A  D  MY  D  1362.2  7              4.75**  0.82t  3.2  3.8  5.1  4.3  NA 

PUTNAM  TAX-EXEMPT  INCOME  A  C-  ML  C  1684.1  6              4.75**  0.80T  3.9  3.4  4.9  4.9  NA 

PUTNAM  TAX-FREE  HIGH-YIELD  A  C-  MH  C  1129.2  0              4.75**  0.88t  3.9  2.0  4.0  5.9  NA 

SAFECO  MUNICIPAL  BOND  C-  ML  C  546.2  12  No  load  0.62  5.3  4.1  5.8  4.9  22.5 


SCUDDER  CA  TAX-FREE  INCOME  A  (g)  D  MC  D  727.8  -3              4.50**  0.84  2.8  3.8  5.2  4.5  14.9 

SCUDDER  HIGH-YIELD  TAX-FREE  S  B+  MH  A  537.6  17  No  load  0.79  5.2  3.9  6.0  5.4  18.2 

SCUDDER  MA.  TAX-FREE  S  B  SI  C  487.4  5  No  load  0.75  4.2  4.1  5.4  4.8  8.3 

SCUDDER  MANAGED  MUNICIPAL  BOND  S  B  ML  B+  822.8  7  No  load  0.65  4.2  4.3  5.6  4.8  12.8 

SCUDDER  MEDIUM-TERM  TAX-FREE  S  B+  Ml  C  580.2  -2  No  load  0.72  4.6  3.9  5.0  4.4  7.4 


SEI  INTERM.-TERM  MUNI.  A  B+  Ml  B  931.7  7  No  load  0.60  4.7  4.1  5.1  4.1  9.9 

SIT  TAX-FREE  INCOME  B+  ML  A  448.5  -9  No  load  0.74  5.8  3.2  5.1  5.0  17.3 

SMITH  BARNEY  CA  MUNICIPALS  A  D  MC  C-  697.2  7  4.00**  0.68t  4.6  4.2  5.8  4.5  20.3 

SMITH  BARNEY  MANAGED  MUNICIPALS  A  F  ML  F  2053.7  6  4.00**  0.68t  3.7  3.6  5.2  4.8  22.7 

SMITH  BARNEY  MUNI.  HIGH-INCOME  A  D  MH  D  377.7  18  4.00**  0.82 1  4.0  1.6  4.0  6.3  24.1 


SMITH  BARNEY  MUNI.  NATIONAL  A 
SMITH  BARNEY  N.Y.  MUNICIPALS  A 
STATE  FARM  MUNICIPAL  BOND 
STEINROE  MANAGED  MUNICIPALS 
STRONG  MUNICIPAL  ADVANTAGE  INV. 


D 

ML 

C- 

429.0 

16 

4.00** 

0.68t 

4.2 

3.7 

5.4 

5.5 

C- 

MY 

c 

637.7 

27 

4.00** 

0.69t 

3.8 

3.8 

5.5 

4.8 

B+ 

Ml 

B 

387.8 

10 

No  load 

0.15 

5.1 

4.6 

5.4 

4.9 

C 

ML 

c 

455.1 

0 

No  load 

0.74 

3.8 

4.1 

5.4 

5.2 

A 

MS 

B 

1279.7 

9 

No  load 

0.60 

3.1 

3.3 

3.9 

3.9 

23.6 
22.1 

8.1 
15.5 

0.9 


'Includes  redemption  fee.  "Includes  deferred  sales  charge.  U2(b)-1  plan  in  effect.  NA=Not  available. 

(b)  Formerly  Morgan  Stanley  Dean  Witter  CA.  T/F  In/8,  (c)  Formerly  Morgan  Stanley  Dean  Witter  Tax-Exempt  Sec./D.  (d)  Formerly  J. P.  Morgan  Tax  Aware  Enhanced  Inc.  (e)  Formerly  M 

National  Intermediate  Muni.  Bond  Fund,  (f)  Formerly  MPAM  PA.  Intermediate  Muni.  Bond  Fund,  (g)  Formerly  Kemper  CA.  Tax-Free  Income  Fund/A. 

Data:  Standard  &  Fl 
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TUAL  FUND  SCOREBOARD 


T 


Bond  Funds 


RATING      CATEGORY      RATING     SIZE 


FEES 


(COMPARES  RISK-ADJUSTED  PERFORMANCE 
OF  EACH  FUND  AGAINST  ALL  FUNDS) 


(RATING  COMPARES  FUND 
WITHIN  CATEGORY) 


ASSETS     %  CHG. 
SMIL.    2000-2001 


SALES 
CHARGE  (%) 


EXPENSE 
RATIO  (%) 


PERFORMANCE 

TOTAL  RETURN  (%) 
1  YR.     3  YR.     5  YR. 


PORTFOLIO 

YIELD  MATURITY 
(%)     (YEARS) 


HISTORY 

RESULTS  VS. 
ALL  FUNDS 


«G  SHORT-TERM  MUNICIPAL  BD.  INV.  A  MS  B  521.2  62  No  load  0.60  5.2  3.8  4.8  4.4  3.0  0QBBB 

KEMPT  BOND  OF  AMERICA  A  B  ML  B+  2260.2  22  3.75**  0.661  5.6  4.2  5.5  4.7  15.0  BBBBB 

KEMPT  FUND  OF  CA.  A  B  MC  B+  480.4  18  3.75**  0.69t  3.8  4.2  5.5  4.3  15.1  BBBBB 

REE  TRUST  OF  AZ.  A  B  SL  B+  403.7  11  4.00**  0.71t  4.7  3.8  5.1  4.6  12.9  BBBBB 

■BURG  LIMITED-TERM  MUNI.  NATL.  A  A  Ml  B+  687.5  5  1.50**  0.99t  4.8  4.0  4.4  4.1  8.3  BBBBB 

TAX-EXEMPT  CALIFORNIA  BOND  C  MC  B  678.9  8  No  load  0.39  3.3  3.8  5.7  5.0  20.0  BBBBB 

TAX-EXEMPT  INTERMEDIATE  TERM  A  Ml  B+  2422.1  11  No  load  0.36  5.5  4.2  5.6  5.2  8.9  BBBBB 

TAX-EXEMPT  LONG  TERM  C  ML  B  2107.9  5  No  load  0.36  4.3  3.6  5.4  5.5  18.5  BBBBB 

TAX-EXEMPT  SHORT  TERM  A  MS  A  1146.4  15  No  load  0.38  5.1  4.2  4.7  4.1  2.5  BBBBB 

TAX-EXEMPT  VA.  BOND  B  SL  B+  463.4  15  No  load  0.43  4.3  4.0  5.5  5.1  18.3  BBBBB 


AMPEN  HIGH-YIELD  MUNI.  A  B+  MH  B+  1280.7  29 

AMPEN  INSURED  TAX-FREE  INCOME  A  F  ML  D  1148.7  6 

AMPEN  MUNICIPAL  INCOME  A  F  ML  D  686.0  0 

AMPEN  TAX-FREE  HIGH-INCOME  A  D  MH  D  596.6  -3 

IARD  CA.  INS.  INT.-TERM  TAX-EXEMPT  A  MF  B  1645.6  -3 


4.75** 
4.75** 
4.75** 
4.75** 
No  load 


0.91 1 
0.90T 
0.83T 
0.87T 
0.17 


5.0 
3.5 
3.8 
4.4 
4.4 


2.7 
3.6 
2.0 
1.2 
4.8 


5.1 
4.9 
4.0 
3.7 
5.6 


6.0  21.9 

4.1  17.4 
4.8  16.1 

5.4  20.5 

4.5  7.1 


OBBBB 
□BBOB 
BBBBB 
BBBBB 
BBBBB 


CA.  INS.  TAX-FREE  L-T  TAX-EXEMPT  B  MC  B+  1588.7  -9  No  load  0.18  3.4  4.9  6.0  4.9  NA  BBBBB 

■lAftD  FL  INS.  LONG-TERM  TAX-EXEMPT  B  SL  B+  835.4  -9  No  load  0.15  4.5  4.8  6.0  4.8  10.8  BBBBB 

ARD  INTERM -TERM  TAX-EXEMPT  B+  Ml  B  6756.0  -22  No  load  0.18  5.1  4.5  5.3  4.8  5.8  BBBBB 

IARD  MUNI.  BOND  HIGH-YIELD  B  Ml  C  2822.2  -8  No  load  0.19  5.3  4.1  5.6  5.5  10.1  BBBBB 

ARD  MUNI.  BOND  INS.  LONG-TERM  B  ML  B+  1881.6  -19  No  load  0.19  4.3  4.8  5.8  5.0  9.6  BBBBB 

I ARD  MUNI.  BOND  LIMITED-TERM  A  Ml  A  2103.1  -26  No  load  0.18  5.6  4.4  4.7  4.3  3.1  BBBBB 

ARD  MUNI.  BOND  LONG-TERM  B  ML  B+  1224.5  -27  No  load  0.19  4.7  4.6  5.8  5.2  9.9  BBBBB 

IARD  NJ.  INS.  LONG  TAX-EXEMPT  B+  SL  A  953.7  -23  No  load  0.19  4.6  4.7  5.8  4.9  9.4  BBBBB 

IARD  N.Y.  INS.  LONG  TAX-EXEMPT  B  MY  B+  1332.6  -20  No  load  0.20  4.1  4.6  5.8  4.7  9.3  BBBBB 

ARD  OH.  LONG-TERM  TAX-EXEMPT  (h)  B  SL  B+  484.1  21  No  load  0.19  4.6  4.6  5.7  4.9  8.6  BBBBB 


IARD  PA.  INS.  LONG  TAX-EXEMPT  B*  SL  A  1543.3  -20 

ARD  SHORT-TERM  TAX-EXEMPT  A  MS  B+  1322.2  -37 

ELL  &  REED  ADV.  MUNI.  BOND  A  F  ML  D  745.8  2 

ELL  &  REED  ADV.  MUNI.  HIGHHNC.  A  C  MH  C  420.3  2 

FARGO  CA.  TAX-FREE  A  C  MC  B  385.6  2 


No  load 

No  load 

4.25 

4.25 

4.50** 


0.19 

0.18 

0.88t 

1.02t 

0.77 


4.8 
4.7 
1.9 
5.2 
4.2 


4.8 
4.1 
1.9 
1.7 
4.5 


5.7 
4.1 
4.2 
4.6 
5.9 


5.1  9.9 

3.9  1 .3 

4.5  9.1 
5.3  10.0 

4.6  20.1 


BBBBB 
BBBBB 
BBBBB 
BBBBB 
BBBBB 


■s  redemption  fee.  "Includes  deferred  sales  charge.  tl2(b)-l  plan  in  effect.  NA=Not  available. 
lerly  Vanguard  Ohio  Insured  Long-  Term  Tax-Exempt  Fd. 


Data:  Standard  &  Poor's 


FEDERATED  FUNDS 

ephone 

800-341-7400 

FIDELITY  ADVISOR  FUNDS 

800-522-7297 

libers 

FIDELITY  FUNDS 

800  522-7297 

FIDELITY  SPARTAN  FUNDS 

*>s 

800  544-8544 

4246 

FIRST  AMERICAN  FUNDS 

CE  FUNDS 

800  677-3863 

5672 

FIRST  INVESTORS  FUNDS 

CE  MUNI  FUNDS 

800  423-4026 

5672 

FIRST  INVESTORS  SERIES  FUNDS 

AN  CENTURY  FUNDS 

800  423-4026 

2021 

FRANKLIN  CUSTODIAN  FUNDS 

AN  FUNDS 

800  342-5236 

0180 

FRANKLIN  FUNDS 

A  FUNDS 

800  342-5236 

13863 

FRANKLIN  TAX-FREE  FUNDS 

NDS 

800  342-5236 

7919 

FREMONT  FUNDS 

ECIAL  TAX-EXEMPT  FUNDS 

800  548-4539 

7919 

GALAXY  FUNDS 

rEm  funds 

877  289-4252 

5672 

GMO  TRUST  FUNDS 

IT  FUNDS 

N/A 

2745 

GOLDMAN  SACHS  FUNDS 

IT  TAX-FREE  FUNDS 

800  621-2550 

2745 

JOHN  HANCOCK  FUNDS 

MA  FUNDS 

800  257-3336 

1707 

HARBOR  FUNDS 

800  422-1050 

RCE FUNDS 

6365 

HAWAIIAN  TAX-FREE  FUNDS 

800  437-1020 

ARE  TAX-FREE  FUNDS 

1918 

INVESCO  FUNDS 

800  525-8085 

A  COX  FUNDS 

3979 

JANUS  FUNDS 

800  525-3713 

IS  FUNDS 

6561 

LIBERTY  FUNDS 
800  426-3750 

IS  GENERAL  FUNDS 

6561 

LIBERTY  TAX-EXEMPT  FUNDS 

800  426-3750 

IS  PREMIER  FUNDS 

LM  INSTITUTIONAL  FUNDS 

4611 

800  425-6432 

:  FUNDS 

LORD  ABBETT  FUNDS 

0614 

800  201-6984 

VANCE  FUNDS 

LORD  ABBETT  TAX-FREE  FUNDS 

6265 

800  201-6984 

CEN  FUNDS 

MAINSTAY  FUNDS 

2898 

800  624-6782 

•OR  FUNDS 

MARSHALL  FUNDS 

1012 

800  341-7400 

MERRILL  LYNCH  FUNDS 

800-637-3863 

METROPOLITAN  WEST  FUNDS 

800-241-4671 

MFS  FUNDS 

800  225-2606 

J.P.  MORGAN  FUNDS 

800  521-5411 

MORGAN  STANLEY  FUNDS 

800  869-6397 

MORGAN  STANLEY  INSTL  FUNDS 

800  354-8185 

MPAM  FUNDS 

800  445-1854 

NORTHEAST  INVESTOR  FUNDS 

800  225-6704 

NORTHERN  FUNDS 

800  595-9111 

NUVEEN  FLAGSHIP  FUNDS 

800  621-7227 

NUVEEN  FUNDS 

800  257-8787 
OFFtTBANK  FUNDS 

800  618-9510 

ONE  GROUP  FUNDS 

800  480-4111 

OPPENHEIMER  FUNDS 

800  525-7048 

OPPENHEIMER  ROCHESTER  FUNDS 

800  525-7048 

PILGRIM  FUNDS 

800  992-0180 
PIMCO  FUNDS 
800  927-4648 
PIONEER  FUNDS 

800  821-1239 

T.  ROWE  PRICE  FUNDS 

800  638-5660 

T.  ROWE  PRICE  INTL.  FUNDS 

800  225  5132 

T.  ROWE  PRICE  TAX-FREE  FUNDS 

800  638-5660 

PRUDENTIAL  FUNDS 

800  225-1852 

PRUDENTIAL  MUNI  FUNDS 

800  225-1852 

PUTNAM  FUNDS 

800  225-1581 

PUTNAM  TAX-EXEMPT  INCOME  FDS. 

800  225-1581 

PUTNAM  TAX-FREE  FUNDS 

800  225-1581 


FRANK  RUSSELL  FUNDS 

800  426-7969 
SAFECO  FUNDS 

800  528-6501 

SCHWAB  INVESTOR  FUNDS 

800  266-5623 

SC UDDER  FUNDS 

800  621-1048 

SEI  INTERNATIONAL  FUNDS 

800  342-5734 

SEI  TAX-EXEMPT  FUNDS 

800  342-5734 

SEUGMAN  FUNDS 

800  221-7844 

SIT  FUNDS 

800  332-5580 

SMITH  BARNEY  FUNDS 

800  451-2010 

SMITH  BARNEY  MUNI  FUNDS 

800  451-2010 

STANDISH  FUNDS 

800  729-0066 

STATE  FARM  FUNDS 

800  447-0740 

STATE  STREET  RESEARCH  FUNDS 

800  531-0131 

STEINROE  FUNDS 

800  338-2550 
STRONG  FUNDS 

800  368-3863 

TAX-FREE  TRUST  FUNDS 

800  437-1020 

THORNBURG  LTD.-TERM  MUNI  FUNDS 

800  847-0200 

USAA  FUNDS 

800  531-8181 

USAA  INV.  TR.  FUNDS 

800  531-8181 

USAA  TAX-EXEMPT  FUNDS 

800  531-8722 

VAN  KAMPEN  FUNDS 

800  421-5666 

VANGUARD  FUNDS 

800  662-2739 

WADDELL  &  REED  ADVISOR  FUNDS 

800  366-5465 

WELLS  FARGO  FUNDS 

800  222-8222 
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FOOTNOTES, 
EMERGING- 
MARKET  FUNDS, 
PRIVATE  BANKS 


w 


The  Fine  Print:  How  to 
Read  Those  Key  Footnotes 

A  new  periodic  series  will  guide  you  through  accounting  issl 


BY  ANNE  TERGESEN 

T^ie  sudden  collapse  of  Enron,  until  recently 
the  nation's  seventh-largest  corporation, 
took  investors  by  surprise.  But  had  the 
Wall  Street  analysts,  mutual  fund  managers, 
journalists,  and  individual  investors  who 
followed  the  company  dug  a  little  deeper, 
they  could  have  had  a  heads-up  that  all 
was  not  quite  right  at  the  Houston  energy  giant 
long  before  the  bad  news  broke 

in    October.    The    source         *     .  ■-"■^■W 

of    this     information?  >T^^S*<^  / 'OP'JZ/O? 

The  footnotes  compa-       ^f  s^s^*^      ^'^V^/G/y 
nies   are  required  ^   ' 

to  publish  with 
their     finan- 
cial state- 
ments, ^f  ~**£f_ 


'  .,; 


'<■> 


''3i'a"< 


v. 


GSPc^^^i 


wtf.^*t4 


4s; 


Buried  in  Enron's  annual  report  for  21 
example,  are  hints  of  the  hidden  deb| 
pushed  the  company  into  bankruptcy 
cember.  A  footnote  on  "preferred  stock! 
cates  that  if  Enron's  share  price  were  to  n 
low  $48.55 — which  first  occurred  onT 
14 — the  company  would  be  obliged  to] 
stock  to  a  partnership  called  White  wing  I 
dates.  Other  footnotes  reveal  similar  ar| 

ments.     True, 
never  put  a  dollai  | 
on  its  potential 
tions,  and  the  foe 
did  not  divulge  1 1 
tent    of   the    ps 
ships.  But  enouj 
revealed     to     si| 
that  investors  we 
getting  a  full  v 
the  company's  fix  I 
As  Enron's  coll;  J 
lustrates,  it  is  vl 
look  behind  the  mj 
companies    reles 
quarterly  and 
nancial        stateil 
That's  why   Bu\ 
Week  Investor  is 
ing  The  Fine  Prin  j 
ries  in  which  wl 
periodically      exl 
■^_      various  sorts  oil 
£}        ■      notes  you'll  find  i)| 
^™      pany  reports. 

Footnotes  oftd 
items  that  can  g| 
affect  the  bottoil 
yet  are  invisible 
balance  sheet,  tl 
come  statement 
the    cash-flow 
ment.  That's  be 
accountants  ofteil 
bine  several  itenl 
catch-all     categl 
such  as  "other  inl 
or  "other  assets.) 
Take  IBM.  Nol 
does  Big  Blue's  2\ 
come  statement 
its    pension    furj 
boosting 
ings    by 


jygtf 


,ar€:<K*n^ 


i  or  7%  of  pretax  income. 

f  the  pension  fund's  contri- 

|i  on  is  spelled  out  in  a  foot- 

I s.  Combined  with  a  section 

I  he   annual   report   called 

I  nagement's  discussion  and 

is,"  the   footnotes  "give 

ine  powerful  information 

I  it  the  story  behind   the 

»  bers,"  says  Lynn  Turner, 

j  tor  of  the  Center  for  Qual- 

[  •"'inancial  Reporting  at  Col- 

i  o  State  University.  "If  done 

footnotes  will  also  give 

»  some  good  predictive  in- 

j  iation    with    respect    to 

the  company  is  headed," 

.   Ids. 

•otnotes  do  not  make  for 
i     reading,  however,  and 
I  numbers  are  often  diffi- 
i  to  decipher.  In  addition, 
can  be  a  long  lag  be- 
r  n  the  publication  of  earn- 
i|   and  the  clarifying  foot- 
B.  Why?  While  companies 
iirally  disclose  earnings  in 
s  release  shortly  after 
■nd  of  each  quarter,  they 
up  to  45  days  to  file 
terly  10-Qs  and  up  to  90 
to  release  the  annual  10- 
hat  contain  footnotes. 
lere's  no  cookie-cutter  method  to  extract 
;'s  important  from  the  fine  print.  The  foot- 
devoted  to  transactions  with  related  parties 
important  at  Enron,  for  example,  but  it's  not 
rant  to  every  company.  And  you  can't  assume 
that  one  footnote  contains 
all  a  company  has  to  say 
about  a  topic.  To  investi- 
gate off-balance-sheet  fi- 
nancing, for  example,  you 
must  often  read  several 
footnotes,  including  those 
that  detail  topics  such  as 
related  party  transactions, 
minority  interests,  and  un- 
consolidated affiliates.  "You 
to  interrelate  things,"  says  Bob  Olstein,  port- 
manager  of  the  Olstein  Financial  Alert  Fund, 
nally,  if  after  reading  a  set  of  footnotes  you 
more  confused  than  enlightened,  steer  clear  of 
-stock.  As  Enron's  fall  illustrates,  companies 


Pension  Footnotes:  What  to  Look  for 

Pension  income  often  affects  a  company's  bottom  line.  We  show  how,  using 
the  pension  footnote  from  Qwest  Communications  International's  2000  annual  report 


Pension  Cost 


Post-retirement  Benefit  Cos! 


YMr  Ended  December  31 

Year  Ended  December  31 

(dotvs  in  rrittoni) 

2000 

1999 

1998 

2000 

1999 

1998 

Service  cost 

$    182 

$203 

658 

(935) 

(79) 

2 

$189 
639 
(852) 
(79) 
2 

$  49 

337 
(271) 

12 
(106) 
(107) 

$   70 

326 
(229) 

20 

(28) 

$   72 

Interest  cost 

702 

319 

Expected  return  on  plan  assets 

(1,068) 

(213) 

Amortization  of  transition  asset 
Amortization  of  prior  service  cost 
Plan  curtailment 

(79) 
2 

7: 

Recognized  net  actuarial  gain 

(58) 

(30) 

Net  (credit)  cost 

$   (319) 

$(151) 

$(101) 

$(86) 

$159 

$167 

Pension 

Post-retirement  Benefit 

tear  Ended  December  31 

Year  Ended  December  31 

2000 

1999 

1998 

2000 

1999 

1998 

Weighted  average  discount  rate  8.00%  6.75%  7.00%  8.00% 

Weighted  average  rate  of 

compensation  increase  4.65%  4.65%  5.50%  N/A 

Expected  long-term  rate  of 

return  on  plan  assets 9.40%  8.80%  8.50%  9.40% 


6.75% 


N/A 


8.80% 


7.00% 


N/A 


8.50% 


E  FINE  PRINT 


that  aren't  straightforward  risk  seeing  investor 
confidence  evaporate  at  the  first  sign  of  trouble. 

We  are  inaugurating  The  Fine  Print  series 
by  examining  the  footnote  for  pension  accounting. 
This  footnote  is  key  because,  during  the  bull 
market,  income  from  defined-benefit  pension  plans 
became  a  significant  source  of  profits  for  many 
companies.  Indeed,  pretax  earnings  were  lifted 
by  an  average  of  12%  at  the  nearly  one-third  of 
the  companies  in  the  Standard  &  Poor's  500- 
stock  index  that  reported  pension  income  in  fiscal 
2000,  says  Jane  Adams,  a  pension  analyst  at 
Credit  Suisse  First  Boston.  Of  course,  if  stock 
market  losses  persist,  this  trend  will  reverse — 
with  falling  pension  assets  eroding  many  corpo- 
rate bottom  lines. 

When  a  company  promises  to  pay  pension  ben- 
efits to  retirees,  it  takes  on  an  obligation,  or  lia- 
bility. Attaching  a  figure  to  that  obligation  is  an  in- 
exact science  that  involves  estimating  employees' 
longevity  and  future  salary  levels,  among  other 


Pension 


Post-retirement  Benefit 


Vfear  Ended  December  31 . 


Year  Ended  December  31 . 


2000 


1999 


2000 


1999 


r  value  of  plan  assets  at  beginning  of  year 

return  on  plan  assets 
t  employer  withdrawals 
•futures 
ctten  420  transfer 

fiefitspaid 

rvalue  of  plan  assets  at  year  end 


$14,593 
(78) 


(90) 
(831) 


$12,925 
2,509 

(8) 
(111) 
(722) 


$2,886 

(68) 

(245) 

90 
(256) 


$2,604 

575 

(212) 

d) 

111 
(191) 


$13,594  $14,593 


$2,407 


$2,886 


TABLE  1 

Qwest's  pension  plan 
contributed  $319  million 
to  its  bottom  line  in 
2000.  The  company  also 
increased  the  projected 
return  on  its  pension  plan 
to  9.4%,  trom  8.8%  in 
1999. 


TABLE  2 

Even  though  Qwest 
booked  income  from  its 
pension  plan,  the  plan 
actually  lost  $78  million 
in  2000.  That  helped  to 
reduce  the  plan's  value  to 
$13.6  billion. 
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TABLE  3 

Qwest  owed  its 
employees  and  retirees 
$9.5  billion  at  the  end  of 
2000,  up  from  $8.9 
billion  in  1999.  Still  the 
plan  was  overfunded, 
because  it  had  $13.5 
billion  in  assets. 


things.  To  convert  the  pension  obliga- 
tion from  future  dollars  to  a  current 
value,  accountants  "discount"  it  at  an 
interest  rate  that  assumes  the  com- 
pany will  settle  its  obligation  by  in- 
vesting in  high-quality  bonds. 

This  number  isn't  on  the  balance 
sheet.  Instead,  it  is  offset  by  the 
value  of  the  pension  plan's  invest- 
ments, adjusted  to  smooth  out  some 
stock  market  volatility.  Depending 
on  whether  the  plan's  obligation  or  adjusted 
value  is  greater,  the  company  records  a  net 
pension  asset  or  liability. 

To  find  the  pension  plan's  impact  on  net  in- 
come, check  the  pension  footnote  in  the  annual  re- 
port. For  Denver-based  Qwest  Communications 
International,  the  note  shows  that  the  plan  pro- 
duced a  "net  credit" — or  addition — to  income  of 
$319  million  in  2000  (Table  1).  Despite  this,  Qwest 
lost  $81  million  that  year. 


THE  FINE  PRINT 


RmionCott 


Poft'fttJwntrt  BtntfN  Cott 


Xmt  Endad  Otottrfr  5 


tow  Ended  0*o«nb«r  31, 


(doWft  in  fl^BiofK) 


2000 


1999 


2000 


1999 


Benefit  obligation  at  beginning  of  year 

Service  cott 

Interest  cost 

Actuarial  loss  (gain) 

Plan  amendments 

Special  termination  benefits 

Plan  curtailment 

Benefits  paid 


•6,877 
182 
702 
613 

27 


$9,622 
203 
668 

(884) 


JZ?2L 


•4,344 

40 

337 

301 

(160) 

(106) 
_jg66L 


Benefit  obligation  at  end  of  year 


•0,470  68,877  64,800  64,344 


Ptottoo 

Pott -retire  mtnt  D#n#fH 

MMr&tittfD»otmb*r31, 

Ymt  Ended  Oaoamber  31, 

(dofteVi  Wi  mWoo>) 

2000              1990 

2000             1909 

Funded  (unfunded)  status 
Unrecognized  net  actuarial  gain 
Unamortized  prior  service  (benefit)  cost 
Balance  of  unrecognized  transition  asset 


•  4,124 

(2,922) 


•  6,716 
(4,640) 
2 
(387) 


•(2,093) 

(730) 

(68) 


Prepaid  (accrued)  benefit  cost 


6    894  6    691  6fA881)        6(2,812) 


TABLE  4 

Qwest  records  a  net 
pension  asset  of  $894 
million  on  its  balance 
■  sheet.  The  table  also 
shows  unrecognized 
gains,  a  source  of 
corporate  profits  in  the 
past.  This  declined  from 
$4.6  billion  in  1999  to 
$2.9  billion  in  2000. 


The  same  table  reveals  that  the  biggest  con- 
tributor to  Qwest's  pension  windfall  was  $1,068  bil- 
lion generated  by  its  "expected  return  on  plan 
assets."  Accounting  rules  permit  the  use  of  an 
expected  return  because  relying  on  a  day-to-day 
return  would  cause  net  income  to  jump  around 
with  the  stock  market.  The  bottom  half  of  this 
table  shows  that  Qwest  expects  its  plan  assets  to 
gain  9.4%  a  year,  on  average.  It  increased  that 
rate  from  an  8.8%  projection  in  1999.  Given  the 
stock  market's  doldrums,  it's  a  good  bet  Qwest 
didn't  meet  that  goal  in  2001. 

In  contrast  to  Qwest's  $1,068  billion  expected  re- 
turn, its  actual  return  was  a  $78  million  loss  in 
2000,  following  a  $2.5  billion  gain  in  1999  (Table  2). 
If  real  returns  continue  to  trail  expected  returns, 


Qwest  may  build  up  deferred  lc 
the  point  where  accounting  rule 
quire  the  company  to  put  some| 
ink  on  the  income  statement. 

Partially  offsetting  the  $1,068 
gain  generated  by  "expected  ret 
on  plan  assets"  are  two  expenses  i  I 
ized  in  Table  1,  service  cost  and  i  I 
est  cost.  Service  cost  represents! 
pension  benefits  employees  earned  f 
ing  2000.  Interest  cost  is  the 
interest  cost  on  the  pension  obligation — a 
analogous  to  interest  payments  on  debt. 

Check  the  lower  half  of  Table  1.  There 
find  the  "weighted  average  discount  rate" 
figure  the  current  value  of  these  expenses] 
well  as  the  overall  pension  liability.  When) 
rate — pegged  to  interest  rates — falls,  the  pei] 
obligation  rises,  says  Janet  Pegg,  a  Bear  St 
accounting  analyst. 

The  footnote  also  indicates  if  a  pension  fui| 
over-    or   underfunded 
thus  potentially  in  neeJ 
cash   infusions.    In   Qw<J 
case,  the  news  is  good.  Atj 
end  of  2000,  its  pension 
was  worth  $13.6  billion 
2).  That  exceeded  the  $9.5 
lion  (Table  3)  it  promise 
deliver  in  pension  benefitl 
$4.1  billion.  (This  number; 
pears  under  "funded  stal 
in  Table  4.)  Because  QwJ 
pension  fund  is  amply  cl 
funded,  the  footnote  show  I 
company  contribution  to| 
plan  in  2000. 

The   days   of  fat   pei  i 
gains  may  be  over  for  Q  | 
In  part  because  the  plan 
tual  return  for  2000  was  1 1 
tive,  the  deferred  gains— 
nically  called  "unrecognize* 
actuarial    gains" — stockJ 
during  the  bull  market! 
from  $4.6  billion  to  $2.9  b.| 
(Table  4). 

Deferred  gains  can 
when  actual  returns  exc 
pected  returns.  Such  gain:|| 
put  into  a  pot,  along  with  gains  and  losses 
other  pension  items,  such  as  changes  in 
tions  about  future  salaries.  If  the  pot  beol 
big  enough,  some  of  it  is  required  to  spill  oveil 
net  income.  In  2000,  Qwest  recognized  $58  ml 
(Table  1)  of  its  deferred  gains — technically  cl 
"net  actuarial  gains."  But  with  deferred  A 
dwindling,  less  will  be  available  to  boost  thel 
torn  line  in  the  future,  says  Pegg.  More  troj 
some,  if  the  plan's  assets  continue  to  shrink,  s<| 
the  expected  returns  that  nearly  erased  Qv|j 
red  ink  in  2000. 

It's  a  good  bet  that  Qwest  is  not  alon<| 
check  the  footnotes  in  those  financial  stater 
find  out  whether  an  ugly  surprise  may  be 
in  the  form  of  fading  pension  income. 


•4,825 

70 

326 

(690) 

4 


(191) 


6(1,468) 

(1,479) 

126 
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Bond  Funds 


tireless  approach  has  El-Erian  leading  the  pack 


f  Mohamed  El-Erian  were 

any  busier,  he  wouldn't  get 

any  sleep.  The  43-year-old 

portfolio  manager  of  PIMCO 

I  Emerging    Markets    Bond 
Fund  wakes  up  at  3:15  every 
morning  to  walk  his  boxer  pup, 
Che.  That's  also  when  he  calls 
pimco's  London  office  to  check 
on  the  17  markets  he  tracks.  By 
4:30  a.m.,  he  is  at  his  Newport 
Beach  (Calif.)  office,  writing  a  summary  of  the 
night's  events  for  pimco's  200-member  debt  analy- 
sis team.  With  their  feedback,  he  starts  trading 
at  6  a.m.,  continuing  nonstop  till  4  p.m. 

Such  diligence  would  have  been  pointless  a 
few  years  ago  when  emerging  markets  moved  in 
tandem.  If  Chinese  bonds  fell,  Mexican  ones 
would  too,  even  if  Mexico's  economy  was  fine. 
But  the  past  three  years  have  seen  a  "decou- 
pling" of  emerging  markets,  so  investors  now 
see  them  as  separate  entities.  After  the  Russian 
debt  crisis  of  1998,  the  International  Monetary 
Fund  began  publishing  detailed  credit  reports 
on  each  market,  and  countries  realized  the  im- 
portance of  communicating  with  creditors.  "With 
more  access  to  information  and  analysis,  investors 
can  differentiate  better  between  countries,"  says 
El-Erian.  That's  a  skill  he  honed  in  the  14  years 
he  worked  at  the  IMF  where  "you  get  to  see 
how  policymakers  in  these  countries  think  and 


Mohamed  tl-tiw 

Portfolio  manager,''1^ 
Em^ffing  Markets  B«nd^.._ 

SSsssssr 

University,  1983 -j-- 

prEVIOUs'eXPEWENCE  Deputy  direc- 

S  International  Monetary  Fund    983 
tor.inwiw       .     .     economic  re- 

97;  managing  direct  or eco 

search,  Salomon  Smith  Barney,. 

Wall  Street  tells  us. 


what  measures  are  at  their  disposal."  El-Erian  is 
a  New  York-born  economist  who  attended  Ox- 
ford and  Cambridge  on  scholarship. 

The  decoupling  trend  was  sharply  evident  in 
2001.  Argentine  bonds,  which  had  a  22%  weight- 
ing in  the  J.  P.  Morgan  Emerging  Market  Bond 
Index,  plummeted  66.9%,  yet  the  16  other  emerg- 
ing markets  that  the  index  tracks  all  rose — from 
a  5.5%  gain  for  Venezuela  to  55.8%  in  Russia. 

The  wide  variations  allowed  El-Erian,  who 
actively  shifts  between  countries,  to  stand  out. 
His  fund  rose  27.6%  in  2001,  more  than  double 
the  average  emerging-market  bond  fund's  10.6% 
total  return.  And  its  25.8%  three-year  annualized 
return  (as  of  Jan.  21)  beats  any  other  retail  bond 
fund.  Besides  the  $135  million  fund,  he  runs  $6.4 
billion  for  institutional  clients.  Lately,  he's  been 
buying  Panama's  bonds,  which  he  sees  as  rela- 
tively safe  and  cheap,  and  selling  Russia's,  which 
may  be  vulnerable  to  a  decline  in  oil  prices. 
El-Erian  sees  emerging  markets  in  three  tiers. 
First-tier  countries,  such  as 
Mexico  and  Poland,  have 
learned  from  the  currency 
crises  of  the  1990s.  Anchored 
economically  to  more  industri- 
alized partners,  such  as  the 
U.S.  and  Germany,  they've 
improved  their  balance  sheets 
and  raised  their  foreign  cur- 
rency reserves.  El-Erian  in- 
.  vests  most  of  his  portfolio  in 
this  tier.  The  bonds  tend  to 
have  higher  credit  ratings 
and  lower  yields  than  those 
>  of  other  markets.  Mexican 
sovereigns,  for  instance, 
yield  7.5%  and  are  rated 
BBB,  vs.  the  11.5%  yield 
and  BB-  rating  for  the 
benchmark.  "Mexico  has  ac- 
cumulated significant  inter- 
national currency  reserves, 
and  it  has  pre-financed  its  debt 
for  2002,"  he  says. 
At  the  other  end  of  the  spectrum 
are  third-tier  markets  such  as  Argentina,  which 
in  January  defaulted  on  its  debt.  El-Erian  antic- 
ipated that  18  months  ago  and  sold  the  bonds. 
"Argentina  established  a  currency  pegged  to  the 
U.  S.  dollar  without  the  willingness  to  accept  the 
discipline  that  comes  with  that,"  he  says.  Others 
in  the  tier  include  Ukraine  and  Ecuador,  whose 
bonds  now  yield  14%  and  16%,  respectively. 

Between  the  first  and  third  tiers  are  such  na- 
tions as  Brazil  and  the  Philippines.  Their  bonds 
have  high  yields  but  are  less  volatile  than  the 
third  tiers.  Brazilian  sovereigns,  for  instance, 
yield  over  13%  because  of  fears  of  contagion 
from  Argentina,  Brazil's  biggest  trading  part- 
ner. El-Erian  thinks  these  worries  are  largely  un- 
founded, so  he  holds  a  25%  Brazil  position,  a 
neutral  weighting  relative  to  his  benchmark.  Yet 
he  realizes  that  conditions  could  change 
overnight.  That's  why  he  walks  his  dog  hours  be- 
fore the  sun  comes  up.  ■ 
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THE  SISTERHOOD  IN 
PRIVATE  BANKING 


Wi 


A  Sorority  of  Top 
Wealth  Managers 


NAME/ 

COMPANY 


MARIA  ELENA  LAGOMASINO 

J. P.  Morgan  Private  Bank 

DORIS  MEISTER  Merrill  Lynch  Trust 

WENDY  MURDOCH 

Citigroup  Asset  Management 

MARIBETH  RAHE  U.S.  Trust 

KATHLEEN  McGILLYCUDDY 

FleetBoston  Private  Client  Bank 

LESLIE  BAINS  HSBC  U.S.  private 
banking  and  wealth  management 

ANNE  TATLOCK  Fiduciary  Trust 

ALLISON  WINTER  Northern  Trust 
Personal  Financial  Services  Midwest 

HEIDI  SCHNEIDER  Neuberger  Berman 
private  asset  management 

MAYREE  CLARK  Morgan  Stanley 
global  private  wealth  management 


*NA=Not  available 


hen  a  source  suggested 
profile  a  top  woman  in 
private  banking  last 
year,   I  didn't  think  that 
was  a  strong  enough  sto- 
ry.  But  his  repeated   calls 
prompted    me    to    do    some 
research,  and  that  led  me 
to  a  startling  discovery: 
Women    head    up    no 
fewer  than  10  of  the 
biggest  names  in  pri- 
vate      banking       and 
wealth  management,  in- 
cluding    Merrill     Lynch 
Trust,   J.  P.    Morgan    Private 
Bank,  and  Citigroup  Asset  Manage 
ment.  Collectively,  they're  respon 
sible  for  more  than  $1  trillion  in 
personal  investments  and 
trusts.  Even  in  the  lower 
ranks,  women  comprise  up  to  40%  of  the  profes- 
sionals at  many  of  these  firms. 

Once  thought  of  as  staid  and  boring  com- 
pared with  the  more  glamorous  world  of  in- 
vestment banking,  the  private  banking  and 
wealth  management  business 
has  evolved  into  one  of  the 
hottest  in  financial  services. 
That's  reflected  in  its  price- 
earnings  multiple  of  25,  which 
is  well  above  the  14  for  in- 
vestment banking  and  16  for 
credit-card  divisions,  accord- 
ing to  a  J.  P.  Morgan  analysis. 
The  transformation  has  much 
to  do  with  the  industry's  in- 
creased focus  on  generating 
recurring  fees  for  managed  as- 
sets and  developing  multigen- 
erational  relationships,  both 
features  of  private  banking 
and  wealth  management. 

The  arm  of  the  banking  busi- 
ness that  used  to  service  just 
the  nation's  wealthiest  families 
has  become  more  democratic  in 
recent  years.  While  you  still 
need  a  minimum  of  $25  million 
to  open  an  account  at  J.  P.  Mor- 
gan, many  more  institutions  are 
now  welcoming  clients  with  as 
little  as  $500,000. 

In  trying  to  figure  out  why 
women  have  been  so  successful 
in  this  area,  I  interviewed  9 
of  the  10  executives  on  our  list 
(table).  While  they  all  claimed 
they  didn't  think  about  gender 
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when  it  came  to  theij 
reer  accomplishments, 
each  said  in  different 
that  the  nature  of  pr 
banking  plays   to  wor 
strengths.  "We  have  a 
clivity  and  appreciatioij 
developing  relations! 
^     says  Maribeth  Rahe, 
.      ident  of  U.S.  Trust. 
Meister,  chairwonu 
W    ceo    of    Merrill 
Trust,   agrees: 
love  about  the  busine 
the  people  aspect,  bee 
you're  really  connecting 
relating  the  work  you 
how  it  impacts  people's  livq 
Indeed,  money  manageme 
more  than  achieving  a  desired  | 
of  return.  While  significant  tech 
skills     are     necessary,     pr 
bankers — sometimes  called 
tionship  managers — also  nee 
help  clients  articulate] 
personal    objectives! 
their  wealth.  To  do  that,  [ 
must  quickly  establish  trus'ij 
rapport.  Managers  "must  be 
fortable  listening  and  ceding  power  to  a  \ 
and  not  spending  time  showing  what  they 
says  Heidi  Schneider,  head  of  private  client! 
Neuberger  Berman,  an  investment  manage] 
and  mutual  fund  company.  Because  women 
come  across  as  sensitive  and  empatheticj 
finds  even  many  men  would  rather  speak  I 
woman  about  personal  wealth  matters  th;| 
another  man. 

Wealth  managers — not  unlike  working  r| 
ers — also  require  the  ability  to  juggle  tasl 
orchestrate  teams  of  people  across  various 
tions.  For  instance,  a  client  may  need  to  setj 
trust,  offset  a  huge  exposure  in  a  single 
with  derivatives,  and  invest  the  proceeds 
the  sale  of  a  business.  "In  three  seconds  mi 
goes  from  the  sublime  to  the  ridiculous,"] 
Maria  Elena  Lagomasino,  chairwoman  of 
Morgan  Private  Bank,  who  might  be  re| 
mending  a  dentist  one  minute  and  has! 
complex  estate  planning  issues  the  next. 

Finally,  the  field  provides  female  exec 
with  a  reasonable  work/life  balance.  Alt 
trust  clients  can  be  demanding,  they  aren'tl 
ly  to  insist  that  you  hop  a  plane  at  4  p.rl 
Sunday  for  a  meeting.  "It's  a  business  v| 
you  can  make  a  contribution,  yet  still  have 
control  and  flexibility,"  says  Wendy  Mi 
chief  operating  officer  for  retail  and  higl 
worth  clients  at  Citigroup  Asset  Manage* 
No  wonder  so  many  talented  women  have  j 
drawn  to  the  field. 
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To  join  a  discussion  in  our  forum,  see  hers.online| 
www.businessweek.com/investor/ 
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The  Barker  Portfolio 


WHY  PAYPAL  MIGHT 
NOT  PAY  OFF 


ROBERT  BARKER 


rb@businessweek.com 

The  Internet 
company  has 
impressive  cash 
flow,  but  it  faces 
some  big  rivals.  And 
it  could  run  into 
trouble  with  state 
banking  regulators. 
Will  its  IPO  fly? 


Is  the  coast  clear  for  a  fresh  Internet  ipo?  A 
small  but  fast-growing  Silicon  Valley  compa- 
ny called  PayPal  hopes  so.  With  underwrit- 
ers led  by  Salomon  Smith  Barney,  PayPal  is 
preparing  an  initial  public  offering  of  an 
estimated  $70  million  in  stock.  Af- 
ter a  year  when  the  number  of 
IPOs  dropped  to  80,  from  385 
in  2000,  many  eyes  are  on 
the  deal,  due  any  day  now. 

If  most  people  have  nev- 
er heard  of  PayPal,  it's  be- 
cause they  aren't  tempted 
by  online  auctioneer  eBay 
and  its  featured  items,  such 
as  the  "Grand  Funk  Rail- 
road Collector  Series  Sealed 
CD"  I  spied  there  the  other  day. 
Yet  eBay  denizens  know  PayPal 
well:  It's  their  favorite  way  to  exchange 
money  online.  After  at  least  one  in  four  eBay 
auctions,  buyers  settle  up  by  clicking  on  a  link 
to  PayPal,  which  takes  a  small  fee  from  the 
seller.  Beyond  eBay,  PayPal  also  appeals 
to  small  online  merchants.  Revenues  last 
year  soared  to  $105  million,  from  $14 
million  in  2000.  PayPal  netted  a 
loss  of  $108  million.  Yet,  while 
full-year  cash-flow  results  still 
are  not  in,  through  Sept.  30  op- 
erating cash  flow  swung  to  $34 
million  from  a  prior-year  burn  of 
$12  million — not,  in  other  words, 
the  sort  of  bubblicious  Internet 
IPO  that  plagued  us  in  1999. 

Before  placing  your  bid,  how- 
ever, know  that  PayPal  faces  two 
sizable  threats:  competition  and 
regulation.  Execs  at  PayPal, 
which  so  far  has  been  bankrolled 
by  leading  venture  capitalists 
(table),  declined  to  talk  ahead  of 
the  deal.  But  their  securities  filing 
identifies  two  chief  rivals:  Citi- 
group, which  runs  a  money  ex- 
change known  as  c2it,  and  eBay 
itself,  with  its  own  eBay  Online 
Payments.  Both  have  been  slower 
than  PayPal  to  win  market  share, 
yet  each  boasts  formidable  ad- 
vantages. eBay  can  use  its  control 
of  the  online  auction  block  to 
steer  bidders  toward  its  service — 
or  ban  PayPal  altogether — while 
c2it  is  promoted  prominently  by  America  On- 
line and  Microsoft's  MSN.  Both  enjoy  the  financial 
muscle  of  big  banks,  including  Wells  Fargo,  which 
owns  part  of  eBay's  service.  Their  bank  affilia- 
tions ease  the  way  for  eBay  Online  Payments 


Paying  for  PayPal 

ON  SALE 

5.4  million  shares, 
or  9%  of  equity 


ESTIMATED  PRICE 

$13  a  share 

TANGIBLE  BOOK  VALUE 

$1.11  a  share 

AVERAGE  PRICE  PAID 

BY  EXISTING 

SHAREHOLDERS 

$3.79  a  share 

NOTABLE  VENTURE- 
CAPITAL  INVESTORS 

Sequoia  Capital  (9.8%); 

Nokia  Venture  Partners  (8.8%); 

Clearstone  Venture 

Partners,  formerly  idealab 

Capital  Partners  (6.3%) 

Data:  Company  reports 


and  c2it  to  set  up  their  money-transfer  set, 
PayPal's  lack  of  ties  to  a  bank,  by  cor 
could  prove  to  be  a  problem.  Its  length} 
glazing  user  agreement  says  explicitly  ths 
not  a  bank,  but  to  regulators  in  four 
PayPal  looks  suspiciously  like  an  unlicl 
banking  operation.  They  are  questioning! 
Pal's  practice  of  opening  accounts  from  whj 
users  can  leave  cash,  have  it  swept  into 
Pal  money-market  fund,  or  withdraw  it 
and  debit  cards.  They  could  conclude  thatj 
Pal's  operation  is  illegal. 

That's  no  slim  chance.  Ir 
,  three  days  after  I  raised 
^^        sue  with  the  states — CI 
nia,  New  York,  Idahi] 
Louisiana — PayPal 
ed  its  filing  with  t 
curities  &  Exchan 
mission.  Its  d 
the  regulatory  risk  i| 
more  sober.  For  ex 
PayPal's  earlier 
ed,  "New  York  regulai 
waiting  for  a  determinat 
the  State  of  California  befo 
ing  any  action,  but  we  believ 
will  defer  to  the  conclusion 
California  authorities."  Its  refii 
to  New  York  now  says  onl 
regulators  "have  expressed  their  viev 
the  ability  of  our  customers  to  leave 
on  account  for  future  transfer 
sents  impermissible  b 

In  California,  too,  r 
tors  are  still  trying  to 
PayPal's  questionable 
Counterparts  in  Idaho 
Louisiana  told  me  that  theii 
also  remain  very  much 
do  frown  on  anyone  re 
funds  for  a  customer,"  sail 
Newport,  general  coun 
Louisiana's  Office  of  Finan 
stitutions.  "Until  we 
solved  [our  concerns],  PayF 
been  instructed  that  they  m 
do  business  in"  Louisiana.  I 
hopes  the  Federal  Deposit 
ance  Corp.  will  issue  an  ad 
opinion  that  PayPal  account- 
tread  too  close  to  banking 
fdic  told  me  it  is  still  sti 
the  question. 

The  regulatory  clouds  ove 
Pal's  future — and  stock- 
blow  away.  But  given  how 
experience  with  regulators 
Pal's  two  leading  rivals,  Ci 
Wells  Fargo,  have  built 
rather  bid  on  a  Grand  Funl- 
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or  some  companies,  long  term  planning  means  an  annual  plan. 
.at  Omron,  we  just  finished  our  decade  plan. 


s  called  Grand  Design  2010.  And  it's  our  roadmap 
r  developing  and  applying  our  core  competencies  in 
>nsing  and  control  technologies  toward  the  needs  of 
century  society.   It's  not  a  crystal  ball,  but  a  tool  to 
cus  our  vision  of  creating  a  better  tomorrow,  today, 
manufacturing,  healthcare,  automotive  systems, 
curity  and  electronic  components,  Omron  is 
irnessing  the  power  of  intelligent  information 
nsing,  networks  and  controls  to  deliver  innovative 
lutions  that  offer  greater  comfort,  convenience, 
fety,  productivity  and  quality  and  enhance  the  way 
3  live  and  work. 


Omron  is  a  $5  billion  global  technology  leader  with 
nearly  70  years  of  experience  in  developing 
innovative  products  and  services.  With  operations  in 
nearly  every  part  of  the  globe  we  can  work  closely 
with  our  local  customers  while  providing  global 
expertise.  Odds  are  that  an  Omron  product  has 
touched  your  life  today  -  and  made  it  better. 


£ 


Putting  tomorrow's  technology 
within  your  reach. 


Sensin 


Tomorrow 


omRon 


www.omron.com 


atrial  Automation 

■n  Electronics  LLC 
55-OMRON 


Electronic  Components 

Omron  Electronics  LLC 
800-55-OMRON 


Healthcare 

Omron  Healthcare,  Inc. 
847-680-6200 


Automotive 

Omron  Automotive  Electronics, 
248-539^700 


Social  Systems 

Inc.  Omron  Transaction  Systems,  Inc. 

847-843-0515 
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Don't  Miss  the  Industry's  Premier  Business 
Technology  Conference  and  Exhibition 


REGISTER  NOW  for  y 
FREE  EXHIBITS  PA 

(A  $100  Value!) 


The  industry's  leading  IT  professionals  attend  COMDEX  to  network, 
learn  and  make  important  technology  purchase  decisions.  You  can't  afford 
to  miss  the  future  of  business  technology  at  COMDEX  Chicago  2002. 

COMDEX  Keynote  Presentations  from  industry  luminaries: 


TUES..  MARCH  5.  9-10AM         TUES..  MARCH  5,  12-1  PM       TUES..  MARCH  5.  3-4PM        WEDS,  MARCH  6,  12-1 PM 


Sanjay  Kumar 

President  and  CEO 
Computer  Associates 


Dean  Douglas 

General  Manager. 
Wireless  eBusmess 
IBM  Global  Services 


Jim  Balsillie 

Chairman  and 
Co-CEO 
Research  In  Motion 


Bill  Clift 

CTO 

Cingular  Wireless 


COMDEX  Educational  Programs  deliver  the  exact  knowledge  you  need: 

COMDEX  eMobility  Conference 

Mobile  solutions  that  drive  business  efficiency 

High-Velocity  Computing  Conference 

Selecting  and  managing  new  technologies 

Contingency  and  Security  Management  Conference 

What  if  the  unthinkable  happens? 

Extreme  Knowledge  Conference 

Hard-core  technical  education  for  developers 

The  COMDEX  Exhibition  showcases  the  latest  business  IT  solutions,  including: 
•  Security     ♦  Devices     ♦  Services     ♦  Applications     •  Content    ♦  Infrastructure 


Get  ahead. 
Get  to  COMDEX  Chica 
the  Business  IT  Mark 


^Ybifvrgotto 


iK^l 


PRESENTS 


^KeXjifl  COMDEX  Educational  Programs 

w  copresented  by 


,       BusinessWeek 


|  www.businessit'i 
EDUCATIONAL  PROGRAMS  MARCH  4-7,  2002    EXHIBITION  MARCH  5 -7,  2002    McCOP  C 


and  get  a  FREE  PASS  for  the  Exhibits 
and  all  Keynote  Presentations... a  $100  value! 

www.comdex.com/chicago2002 

When  registering,  use  Priority  Code  BWA  and  Coupon  Code  159 

Copyright  ©  2002  Key3Media  Events.  Inc.,  117  Kendnck  Street.  Suite  600,  Needham.  MA  02494-2728.  All  Rights  Reserved  SP02-10875  01/02  Kc,3 
are  trademarks  owned  or  used  under  license  by  Key3Media  Events.  Inc.,  and  may  be  registered  in  the  United  States  and  other  countries.  Othe 
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ry  skills  may 
ct  a  buyout, 
t  lawsuits 
net  a  bundle 
torage 
uter.  Tech 
ts  could 
a  big  harvest 
mdingTree 


A  KNOCKOUT 
IN  2001 


ON  SCIENTIFIC 


The  growing  popularity  of  instant-ticket  lot- 
teries is  sparking  interest  in  Scientific  Games 
(sgm).  A  global  provider  of  instant  tickets 
and  services  for  lottery  and  pari-mutuel  outfits, 
Scientific  is  still  not  on  institutional  investors' 
radar  screens.  Yet  the  stock  was  a  knockout  last 
year,  soaring  from  2  in  April,  2001,  to  5  in  July — 
and  to  8.18  by  Jan.  23.  The  company,  formerly  Au- 
totote,  changed  its  name  after  it  acquired  Scientific 
Games  two  years  ago.  With  Scientific's  lottery 
knowhow  and  Autotote's  tech  skills,  "the  com- 
bined company  has  an  impressive  growth  story," 
says  Joyce  Minor  of  Lehman  Brothers,  who  rates 
the  stock  a  strong  buy.  She 
sees  Scientific  turning  prof- 
itable soon,  earning  31tf  a 
share  in  2002  and  370  in 
2003.  The  estimates  may  be 
conservative,  says  Minor,  if 
Scientific  keeps  winning 
contracts  in  the  U.S.  and 
overseas.  It  has  won  on  five 
of  seven  bids  it  has  made 
since  the  merger,  including 
contracts  in  Vermont  and 
South  Carolina.  Sales  are  expected  to  rise  to  $481 
million  in  2002  and  to  $492.5  million  in  2003.  Sci- 
entific has  68%  of  the  U.  S.  lottery  market,  oper- 
ating in  28  of  the  39  jurisdictions  where  lottery  is 
legal  and  in  61  foreign  countries.  And  it  supplies 
wagering  systems  at  racetracks  worldwide. 
CEO  Lome  Weil  says  Web  and  phone  bets  in  race- 
tracks are  rising  fast. 

But  there  is  more  than  just  earnings  to  Sci- 
entific's appeal:  Some  pros  say  Scientific  is  an 
enticing  buyout:  "Its  niche  position  in  lottery 
and  pari-mutuel  makes  it  a  compelling  target," 
says  Robert  Olstein  of  Olstein  Financial  Alert 
Fund,  which  manages  $1  billion.  Publisher 
D'Agostini  of  Italy,  where  Scientific  operates 
lotteries,  is  buying  Olivetti's  30%  stake  in  Sci- 
entific. Other  sources  say  another  company  may 
buy  a  big  stake,  ceo  Weil  declined  to  comment 
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on  the  buyout  or  stock  purchase  speculation. 

STORAGE  COMPUTER 
FIGHTS  THE  GOLIATHS 


SPIKING  UP  AFTER 
SETTLING  A  SUIT 
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iny  Storage  Computer  (sos),  a 
provider  of  data-storage  systems, 
with  2001  sales  of  only  $9  mil- 
lion, is  doing  battle  with  the  giants  of 
the  industry — companies  such  as  Hi- 
tachi and  Veritas  Software.  Storage 
has  sued  both  for  patent  infringement. 
And  Storage  may  take  on  even  big- 
ger foes,  such  as  Hewlett-Packard, 
EMC,  and  IBM.  Storage  has  been  em- 
boldened by  its  success  with  Seagate 
Technology,  which  settled  in  Decem- 


ber on  an  infringement  suit  that  Storage  filed  in 
March,  2001,  against  Seagate's  xiotech  unit.  Stor- 
age said  xiotech  violated  its  patent  on  specific 
data-storage  methods.  Seagate  agreed  to  pay 
$2.5  million  for  licensed  use  of  a  Storage  patent. 
"This  first  win  brings  huge  pressure  on  other  de- 
fendants, such  as  Hitachi,  to  settle,"  says  John 
Faessel,  publisher  of  On  the  Market  newsletter. 

Storage  is  lining  up  more  lawsuits,  says  Mike 
Kicera  of  McDonald  Investments,  an  affiliate  of 
multiregional  bank  KeyCorp.,  which  has  bought 
shares.  A  top  Dallas  law  firm,  Sidley  Austin 
Brown  &  Wood,  is  handling  Storage's  lawsuits. 

Seagate's  settlement  was  based  on  a  5%  royal- 
ty on  patent-related  sales,  so  Kicera  figures  the 
Hitachi  case  might  mean  a  win  of  $250  million — or 
$13  a  share.  "That's  significant  for  a  small  com- 
pany like  Storage,"  says  Kicera,  who  believes  Hi- 
tachi and  Storage  are  in  talks  for  a  settlement. 
Storage,  now  at  6.31  a  share,  could  run  up  to  25  in 
18  months,  says  Kicera — taking  into  account  a 
Hitachi  settlement,  which  he  expects.  Storage 
CEO  Theodore  Goodlander  declines  comment  on 
the  lawsuits.  Hitachi  couldn't  be  reached. 

WINDFALL  AHEAD 
AT  LENDINGTREE? 

Hedge-fund  manager  Jonathan  Cohen  of  jhc 
Capital  Management  thinks  tech  buyouts 
will  proliferate  this  year.  For  one  thing, 
the  big-cap  techs  are  rebounding — and  scouting 
for  fields  to  diversify  into,  to  offset  a  weakening 
in  their  core  businesses.  And  the  low-cap  techs, 
including  the  neglected  Internet  stocks,  are  get- 
ting more  attractively  valued  as  they  move  to- 
ward profitability. 

LendingTree  (tree)  is  one  that  is  takeover 
bait,  says  Cohen,  for  the  likes  of  Yahoo!  or  eBay. 
LendingTree  brings  borrowers  and  lenders  to- 
gether through  its  Web  site.  It  gives  borrowers 
access  to  a  network  of  bro- 
kers and  banks  that  best  fit 
their  needs.  And  it  provides 
lending  firms  with  technolo- 
gy to  automate  their  sites 
for  instant  services,  such  as 
mortgage  and  equity  loans. 
LendingTree  takes  no  risk 
in  the  process.  It  closed 
210,000  loans  worth  $8  bil- 
lion in  the  first  nine  months 
of  2001,  up  150%  from  a 
year  ago.  Sales  jumped  114%,  to  $45  million.  Its 
stock  has  been  rising  since  Sept.  21,  when  it  had 
fallen  to  3.98,  from  6.52  in  July  It  is  now  at  7.87. 
Cohen  sees  LendingTree  in  the  black  in  2002, 
earning  330  a  share.  He  expects  the  stock  will 
climb  to  15  to  20  in  18  months. 
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COMMENTARY 

A  spate  of  weak  earnings  reports,  cou- 
pled with  the  ongoing  Enron  scandal, 
rained  down  on  the  markets,  sending 
investors  scurrying  for  cover.  Then  on 
Jan.  23,  Merrill  Lynch,  the  nation's 
largest  brokerage,  reported  a  record 
$1.3  billion  loss  in  the  quarter  ended 
Dec.  31.  Buyers,  however,  emerged  that 
day,  on  the  hope  that  the  worst  may  be 
over  for  equities. 

Data:  Bloomberg  Financial  Markets 
Bridge  Information  Systems,  Inc. 


Figures  of  the  Week 


%  change 


U.S.  MARKETS 


Jan.  23 


Year  to 
Week      date 


Last  12 
months 


S&P  500  1128.2  -1.6  -1.7  -17.1 

Dow  Jones  Industrials  9731.0  -1.-9  -2.9  -8.6 

Nasdaq  Composite  1922.4  -3.9  -1.4  -32.3 

S&P  MidCap  400  501.4  1.1  -1.3  -3.6 

S&P  SmallCap  600  228.7  -0.8  -1.5  1.1 

Wilshire  5000  10,522.1  -1.5  -1.7  -16.4 


SECTORS 

BusinessWeek  50* 

710.0 

-0.5 

-2.7 

-3"2.3 

BusinessWeek  Info  Tech  100** 

405.0 

-2.2 

-3.4 

-39.9 

S&P/BARRA  Growth 

589.3 

-1.5 

-0.9 

-17.1 

S&P/BARRA  Value 

537.9 

-1.7 

-2.6 

-17.6 

S&P  Energy 

205.0 

-0.9 

-3.0 

-9.8 

S&P  Financials 

354.9 

-0.7 

-0.1 

-9.1 

S&P  REIT 

93.3 

-0.6 

-0.1 

6.3 

S&P  Transportation 

202.6 

3.3 

2.9 

1.5 

S&P  Utilities 

140.1 

-3.1 

-3.9 

-27.1 

GSTI  Internet 

100.8 

-4.2 

-3.9 

-56.0 

PSE  Technology 

676.2 

-3.2 

-1.6 

-27.0 

*Mar.  19,  1999  =  1000       "Feb.  7,  2000=1000 


GLOBAL  MARKETS 


Jan.  23     Week 


S&P  Euro  Plus  (U.S.  Dollar) 
London  (FT-SE  100) 
Paris  (CAC  40) 
Frankfurt  (DAX) 
Tokyo  (NIKKEI  225) 
Hong  Kong  (Hang  Seng) 
Toronto  (TSE  300) 
Mexico  City  (IPC) 

FUNDAMENTALS 


1032.4 
5180.6 
4450.8 
5163.0 

10,040.9 

10,762.1 
7598.5 
6782.8 

Jan.  22 


0.8 

1.0 

0.6 

3.6 
-1.3 
-1.8 

0.2 

3.1 

WN 


S&P  500  Dividend  Yield  1.40% 

S&P  500  P/E  Ratio  (Trailing  12  mos.)  55.1 

S&P  500  P/E  Ratio  (Next  12  mos.)*  21.5 

First  Call  Earnings  Surprise*  3.28% 

*First  Call  Corp. 

TECHNICAL  INDICATORS       Jan.  22 


S&P  500  200-day  average  1 166.4 
Stocks  above  200-day  average  55.0% 

Options:  Put/call  ratio  0.73 

Insiders:  Vickers  Sell/buy  ratio  2.72 
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BEST-PERFORMING 
GROUPS 


Last 
month  % 


Last  12 
months  % 


Health-Care  Supplies  13.8 

Internet  Software  9.0 

Specialty  Appar.  Retailers  8.2 

Restaurants  8.1 

Tobacco  7.9 


Metal  &  Glass  Containers  48.9 

Casinos  &  Gaming  41.2 

Oil  &  Gas  Refining  40.0 

Trading  Cos.  &  Distribs.  39.5 

Motorcycles  33.3 


WORST-PERFORMING    Last 
GROUPS  month  % 


Wireless  Services 
Photographic  Products 
Conglomerates 
Oil  &  Gas  Drilling 
Constr.  &  Engineering 


-21.2  Multi-Utilities 

-16.1  Computer  Stge. 

-11.7  Telecomms.  Equ 

-10.2  Wireless  Servic 

-9.9  Instrumentatio 


Mutual  Funds 


Week  ending  Jan.  22 
■  S&P  500    ■  U.S.  Diversified   BAM  Equity 

4-week  total  return 


-4       -3       -2-10        1 


EQUITY  FUND  CATEGORIES 

4-week  total  return %      52-week  total  return 

Leaders 

Precious  Metals  8.9 
Diversified  Emerging  Mkts.       5.5 

Pacific/Asia  ex-Japan  4.7 

Financial  1.1 
Laggards 

Communications  -6.1 

Health  -5.7 

Natural  Resources  -5.1 

Mid-cap  Growth  -3.8 


Leaders 

Precious  Metals 
Real  Estate 
Small-cap  Value 
Mid-cap  Value 
Laggards 
Communications 
Technology 
Japan 
Large-cap  Growth 


Week  ending  Jan. 22 
■  S&P  500    ■  U.S.  Diversified    BAH  Equity 

52-week  total  return 


EQUITY  FUNDS 

4-week  total  return 


%      52-week  total  return 


30.0 
9.8 
9.1 
2.6 

-47.6 
-45.3 
-33.8 
-26.6 


% 


%      -20      -15      -10       -5        0        5 
Data:  Standard  &  Poor's 


I  THE  WEEK  AHEAD 


Leaders 

American  Heritage  62.5 

Pilgrim  Russia  A  16.9 

Frontier  Equity  13.4 

Vontobel  Eastern  Europ.  Eq.  12.9 
Laggards 

World  GenomicsFund.com  -24.7 
Amerindo  Hlth.  &  Biotech.  D  -20.3 
Fidelity  Select  Wireless  -17.6 
Rydex  BioTechnology  Inv.     -13.1 


Leaders 

CGM  Focus  113.6 

Pilgrim  Russia  A  73.2 

Rydex  Dynamic  Vent.  1 00  69.0 

Schroder  Capital  Ultra  Inv.  67.8 
Laggards 

ProFunds  UltraOTC  Inv.  -78.4 

Berkshire  Focus  -77.0 

Berkshire  Technology  -76.6 

Merrill  Lynch  Focus  20  B  -75.4 


Interest  Rates 


KEY  RATES 

Jan.  23 

Week. 

MONEY  MARKET  FUNDS 

1.69% 

1.73 

90-DAY  TREASURY  BILLS 

1.69 

1.60 

2-YEAR  TREASURY  NOTES 

3.01 

2.79 

10-YEAR  TREASURY  NOTES 

5.03 

4.84 

30-YEAR  TREASURY  BONDS 

5.47 

5.35 

30-YEAR  FIXED  MORTGAGEt 

6.96 

6.86 

tBanxQuote.  Inc. 

BLOOMBERG  MUNI  YIELD  EQUIVALENT 

Taxable  equivalent  yields  on  AAA-rated,  tax-exer 
bonds,  assuming  a  31%  federal  tax  rate. 

10-yr.  bond 


GENERAL  OBLIGATIONS 

4.27% 

TAXABLE  EQUIVALENT 

6.19 

INSURED  REVENUE  BONDS 

4.44 

TAXABLE  EQUIVALENT 

6.43 

DURABLE  GOODS  ORDERS  Tuesday,  Jan.  29, 
8:30  a.m.  est*-  New  orders  for  durable 
goods  probably  increased  1.5%  in 
December.  That's  based  on  the  median 
forecast  of  economists  surveyed  by 
Standard  &  Poor's  mms,  a  division  of  The 
McGraw-Hill  Companies. 

FOMC  MEETING  Tuesday,  Jan.  29,  9  a.m. 
est*  The  Federal  Reserve  Board's  Open 
Market  Committee  will  meet  for  two  days 
to  set  monetary  policy.  Three  quarters  of 
the  economists  surveyed  by  s&p's  mms 


forecast  a  further  quarter-point  cut  in  the 
federal  funds  rate,  to  1.5%. 

CONSUMER  CONFIDENCE  Tuesday,  Jan.  29, 
10  a.m.  est*-  The  Conference  Board's 
confidence  index  probably  climbed  to  96 
in  January,  up  from  93.7  in  December. 

GROSS  DOMESTIC  PRODUCT  Wednesday  Jan. 
30,  8:30  a.m.  est*-  The  economy  is  esti- 
mated to  have  contracted  at  an  annual 
rate  of  1.2%  in  the  fourth  quarter  after 
shrinking  by  1.3%  in  the  third  quarter. 


EMPLOYMENT  COST  INDEX  Thursday 
8:30  a.m.  est*-  Compensation 
fourth  quarter  likely  rose  by  0.! 

EMPLOYMENT  Friday,  Feb.  1,  8:3 
*  Nonfarm  payrolls  probably  d 
60,000  jobs  in  January,  pushir 
employment  rate  to  5.9%. 

PURCHASING  MANAGERS'  INDEX  Frio 
10  a.m.  est*-  The  Institute  for 
Management's  January  industri 
index  likely  climbed  to  49.6% 
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1  15%  for  the  week  through  Jan.  23.  All  eyes,  however,  were  on  the  widely  held  Tyco  International, 
■  lounced  a  plan  to  split  itself  into  four  separate  companies,  in  effect  undoing  a  decade  of  deal- 
companies,  such  as  ExxonMobil,  Apache,  and  Occidental  Petroleum,  were  up  about  1%,  while 

loftware  maker  Mercury  Interactive  led  the  gainers,  rising  10.9%. 
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idex  rose  once  again.  Before  calcula- 
week  moving  average,  the  index  in- 
from  158.9.  On  a  seasonally  adjust- 
posted  the  largest  gain,  with  autos, 
Iso  rising  significantly.  Rail  freight  traf- 
erate  increase  due  to  increased  vehi- 
pments.  Crude-oil  refining  dropped 
el  and  electric  power  production  were 
week. 

of  the  index  components  is  at  www.busmess- 
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I  Online  Resources 

BW50  Track  the  index  and  the  com- 
panies in  it  all  day  long.  Plus:  our 
exclusive  Info  Tech  100  index. 

BUSINESSWEEK  INVESTING  Real-time 
market  coverage  and  investment 
tools  in  partnership  with  Standard 
&  Poor's. 

MUTUAL  FUNDS  Search  for  funds,  view 
BW  ratings,  and  read  Q&A's  with 
fund  managers. 

COLUMNS  Hot  stocks,  takeover  plays, 
and  the  latest  strategies  for  manag- 
ing your  money. 


BusinessWeek  online 


For  more  investment  data  and  the 

components  of  the  production  index,  visit 
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You'll  be 
shocked. 

Electric  motors 
consume  63  percent 
of  all  electricity 
used  by  U.S. 
industry.  Why 
use  more 
electricity  than  you 
have  to?  There  is  a  solution. 
Raise  the  efficiency  of  electric 
motors  and  lower  your  company's 
electric  bill.  Baldor  Super-E 
motors  are  the  most  energy 
efficient  line  made  today.  They 
reduce  your  electricity  use  and 
save  you  money  every  minute 
they're  running.  Call  me  and  find 
out  how  premium  efficiency 
motors  and  drives  can  improve 

your  company's 
profitability. 


John  McFarland 

CEO  President 

Baldor  Electric 

Company 


1-501-648-5665 


MOTORS  AND  DRIVES 
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This  index  gives  the  starting  page  for  a  story  or  feature  with  a  significant 
reference  to  a  company.  Most  subsidiaries  are  indexed  under  their  own  names. 
Companies  listed  only  in  tables  are  not  included. 
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Has  Your  Goodwill  Gone  Bad? 


Valuations  Are  More  Complex  Than  Ever. 


Complexity  and  confusion.  That's  what  the 
ew   accounting    rules    for    purchase   price 

{llocations  and  goodwill  testing  have 
rought  to  many  companies.  At  Standard  & 
oor's  Corporate  Value  Consulting,  we  have 
le  expertise  to  help  you  interpret  and  address 
he  valuation  requirements  of  the  newly 
eleased  Financial  Accounting  Standards 
v/o.  1 41 -Business  Combinations  and  142- 
oodwill  and  Other  Intangible  Assets. 

)n  September  1,  2001,  Standard  &  Poor's 
cquired  the  U.S.  Corporate  Value  Consulting 


business  of  PricewaterhouseCoopers.  As  the 
largest  U.S.  provider  of  objective  valuation 
advice  for  financial  reporting,  tax  and 
corporate  finance,  Standard  &c  Poor's 
Corporate  Value  Consulting  brings  over  30 
years  of  experience  to  your  business.  What 
you  get  is  insight  and  objectivity  in  one  place 
from  one  company.  It's  the  peace  of  mind 
knowing  that  you're  following  the  standards 
and  getting  it  right.  Call  us  today  to  put  our 
valuation  expertise  to  work  for  your  business. 

Standard  &  Poor's  Corporate  Value  Consulting 


STANDARD 
&  POORS 

Setting  the  Standard 


or  a  consultation  contact  1-866-CVC-VALU  or 
/isit  our  web  site  at  www.standardandpoors.com 
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Editorials 


THE  POST-ENRON  WORLD 


A  post-Enron  era  is  beginning  to  take  shape,  and  those 
chief  executive  officers  and  politicians  who  miss  this 
change  in  the  culture  may  find  themselves  suffering  deeply. 
Enron  Corp.  clearly  crossed  the  line — but  it  was  a  line  that 
much  of  the  country  has  been  walking  for  a  decade.  The  hy- 
perbolic forecasts  that  various  chief  executives  fed  investors 
about  their  companies'  prospects  became  sweeping  decep- 
tions by  Enron  officials.  The  accounting  tricks  that  companies 
employed  to  boost  earnings  and  stock  prices  became  outright 
duplicity  in  Enron  hands.  And  the  campaign  contributions 
spent  by  many  companies  to  ensure  favorable  government 
treatment  worked  only  too  well  in  Enron's  case. 

The  Enron  scandal  appears  to  be  a  watershed  event.  Polls 
show  a  deep  undercurrent  of  public  distrust  in  Big  Business 
and  its  influence  in  Washington  (page  34).  Investors  are  al- 
ready demanding  a  new  veracity  and  integrity  from  chief  ex- 
ecutives and  the  balance  sheets  they  present.  The  next  im- 
pact, however,  may  be  on  the  political  world  as  voters 
question  the  money  connection  between  Big  Business  and  pol- 
icymaking. President  George  W.  Bush  would  do  well  to  un- 
derstand the  change  in  the  nation  and  follow  his  champion 
Theodore  Roosevelt  in  cleaning  up  the  mess  in  political  fi- 
nances. As  he  prepares  his  State  of  the  Union  message,  the 
President  should  seize  the  moment  to  back  campaign  finance 
reform  and  reassure  Americans  that  they  can  trust  their 
elected  leaders. 

Americans  want  no  less  from  their  corporate  leaders.  The 
perfidy  of  Enron  executives  contrasts  sharply  with  the  post- 
September  11  honesty  of  former  New  York  City  Mayor 
Rudolph  W.  Giuliani  and  Defense  Secretary  Donald  H.  Rums- 
feld, who  became  instant  public  heroes  for  their  simple  and 
truthful  appraisals  of  terrible  crises.  Compare  that  to  what  En- 
ron Chairman  Kenneth  L.  Lay  told  BusinessWeek  on  Aug.  20: 
"There  are  no  accounting  issues,  no  trading  issues,  no  reserve 
issues,  no  previously  unknown  problem  issues.  The  company  is 
probably  in  the  strongest  and  best  shape  that  it  has  ever 
been."  Or  compare  that  to  what  former  Enron  Chief  Executive 
Jeffrey  K.  Skilling  said  to  BusinessWeek  on  Aug.  23:  "People 
are  afraid  there's  another  shoe  to  drop,  but  it's  just  not  the 
case."  Skilling  resigned  on  Aug.  14,  the  day  before  an  Enron 
vice-president,  Sherron  S.  Watkins,  wrote  her  now-famous 
memo  warning  of  an  enormous  "accounting  hoax."  Enron  file  J 
for  bankruptcy  on  Dec.  2,  destroying  the  jobs  and  the  retire- 
ment savings  of  thousands  of  people.  Throughout  this  time,  Lay 
and  Skilling  were  selling  their  company's  stock  while  advising 
investors  and  their  own  employees  to  buy  it. 


INVESTORS  WANT  HONESTY 

In  the  immediate  aftermath  of  the  Enron  fiasco,  investors 
already  have  started  demanding  much  greater  clarity  and 
honesty.  Look  at  Tyco  International  Ltd.,  which  was  pressured 
to  split  itself  into  four  companies  and  sell  off  assets  because  in- 


vestors were  uneasy  about  the  reliability  of  the  comparj 
counting  methods.  Even  a  passing  grade  by  the  Secur 
Exchange  Commission  was  not  good  enough  to  satisfj 
skeptical  investors.  Meanwhile,  the  credit-rating  agenc 
demanding  more  off-balance-sheet  information  from  cor 
And  stocks  may  well  shift  to  a  two-tier  market  in  wl 
vestors  reward  companies  that  choose  to  return  to  cor 
tive  accounting  practices  and  punish  those  that  donj 
days  of  slippery  pro  forma  accounting  are  numbered. 

Washington  should  get  behind  the  move  toward  mort  | 
parency  and  honesty  in  the  country's  corporate  bool 
ability  of  companies  to  game  the  entire  regulatory  pr 
Enron  did,  must  be  prevented  in  the  future  as  well, 
curities  &  Exchange  Commission  should  be  leading  the  | 
effort,  but  it  isn't.  The  attempt  of  the  sec's  chairman, 
L.  Pitt,  to  constrain  rogue  accounting  firms  that  enabj 
panies  to  distort  their  earnings  is  pitifully  weak, 
gests  yet  another  oversight  committee  to  check  procec 
a  profession  that  already  has  a  half-dozen  such  groups, 
which  has  stopped  the  many  accounting  scandals  ofJ 
years.  Pitt's  background  in  representing  dozens  of  maj« 
panies,  including  ones  in  the  accounting  industry,  in  l| 
sec  regulation  make  his  job  all  the  more  difficult  (paj 


THE  SEC  SHOULD  ACT 

Pitt  is  unquestionably  a  man  of  personal  integrity,  J 
needs  to  come  forth  with  a  far  bolder  reform  plan, 
tegrity  of  our  financial  markets  is  at  stake. 

Beyond  that,  there  is  no  way  to  ensure  honesty 
ington  under  the  current  system  of  campaign  finance, 
possible  to  establish  arm's-length  decisions  in  the  ptl 
terest  when  raising  campaign  money  is  constantly] 
agenda.  The  Clinton  Administration  encouraged  chiell 
tives  to  fly  abroad  with  Commerce  Dept.  officials  tol 
overseas  contracts.  Their  goal  was  laudable:  to  compel 
Japanese  and  European  government  efforts  to  helj 
corporate  "national  champions."  At  the  same  time, 
Clintonites  were  asking  those  same  honchos  flying  ol 
for  campaign  contributions.  Enron's  Lay  flew  to  Incl 
members  of  the  Clinton  Administration  who  helped  h| 
a  $3  billion  energy  contract.  He  gave  generously  to 
and  Republicans  alike.  Did  he  get  what  he  paid  l| 
can't  know  for  sure.  Which  is  precisely  the  point. 

In  the  post-Enron  environment,  Americans  are  rt| 
their  financial  and  political  assets — and  finding  both 
depreciated.  Investors  are  already  betting  their  do| 
more  trustworthy  companies  and  ceos.  Voters  may 
the  same  with  their  political  parties  and  elected  offi-| 
said  in  1910  that  "our  government,  national  and  state, 
freed  from  the  sinister  influence  or  control  of  specij 
ests."  After  Enron,  President  Bush  should  take 
words  to  heart. 
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of  customer.  The 
loyal  one. 
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Editor's  Memo 


HELPING  MAKE  LIFE  RICHER 

In  this  issue,  we  also  present  Business- 
Week Lifestyle's  personal  technology  special 
report.  Leading  our  lineup  is  a  first-person 
account  by  Computers  Editor  David  Rocks — 
telling  about  how  he  set  up  a  wireless  net- 
work for  all  of  his  personal  computers  at 
home.  The  system  lets  his  PCs  swap  files  and 
use  a  single  high-speed  connection  to  gain 
access  to  the  Internet  from  anywhere  in  his 
house.  But  as  Rocks  discovered,  the  process 
of  installing  a  network  can  be  frustrating 
and  infuriating. 

In  addition  to  the  new 
weekly  supplement  to  the 
magazine,  a  number  of  oth- 
er activities  are  advancing 
BusinessWeek's  investing 
and  lifestyle  coverage.  The 
year-old  Investing  channel 
at  BusinessWeek  Online 
(www.businessweek.com)  of- 
fers a  daily  mix  of  financial- 
news  analysis  prepared  by 
the  magazine  staff  and  in- 
vestment advice  from  ex- 
perts at  Standard  &  Poor's, 
which,  like  BusinessWeek,  is 
a  division  of  The  McGraw- 
Hill  Companies. 

Along  with  other  part- 
ners, the  site  also  supplies 
scads  of  financial  data,  a 
portfolio  tracker,  three 
stock  screeners,  personal  finance  calculators, 
s&p  Stock  Reports,  a  mutual-fund  score- 
board, and  a  corporate  events  and  earnings 
calendar.  Then  there's  the  newest  addition 
addition  to  our  lineup,  BusinessWeek  TV,  a 
weekly  syndicated  show  that  focuses  on  per- 
sonal investing.  For  stations  and  times,  go 
to  www.businessweek.com/bwtv/. 

Through  all  of  these  efforts,  we  seek  to 
provide  the  best  possible  information  and 
tools  to  help  you  manage  your  investments 
and  personal  affairs.  Please  check  out  our 
new  look:  The  BusinessWeek  Investor  sup- 


It  has  been  nearly  three  years  since 
we  launched  our  expanded  personal- 
finance  section,  called  BusinessWeek 
Investor.  The  successor  to  our  long- 
running  Personal  Business  section, 
BusinessWeek  Investor  offers  advice  on 
a  vast  array  of  investments  and  addresses 
every  facet  of  your  financial-management 
needs.  Senior  Editor  Jeffrey  M.  Laderman 
and  Associate  Editor  Amy  Dunkin  lead  an 
experienced  team  of  writers,  editors,  and 
columnists,  including  Robert 
Barker  of  "The  Barker 
Portfolio,"  Toddi  Gutner  of 
"Hers,"  and  Gene  G.  Marcial 
of  "Inside  Wall  Street." 

Most  BusinessWeek  read- 
ers know  that  when  they're 
looking  for  news  on  matters 
of  personal  investing,  they 
can  simply  turn  to  the  back 
pages  of  the  magazine.  Now, 
to  make  it  easier  than  ever 
to  find  this  information,  we 
have  fashioned  a  new  week- 
ly supplement,  complete 
with  its  own  distinctive 
cover  page. 

This  supplement  will  re- 
tain the  BusinessWeek  In- 
vestor name  and  will  still  oc- 
cupy its  prized  spot  in  the 
back.  It  will  also  carry  the 
tag  fine  "Making  Life  Richer"  to  reflect  the 
inclusion  of  the  BusinessWeek  Lifestyle  sec- 
tion. BusinessWeek  Lifestyle  covers  personal 
technology,  travel,  cars,  health,  and  other 
topics  that  affect  our  readers'  personal  fives, 
yet  still  figure  into  their  financial  well-being. 
Our  first  newly  enhanced  section,  appear- 
ing this  week,  features  a  cover  story  by 
Staff  Editor  Lewis  Braham  on  a  different 
way  to  decide  whether  or  not  to  buy  a 
stock.  Using  a  measure  known  as  the  "im- 
plied growth  rate,"  we  found  that  the  earn- 
ings-growth expectations  built  into  the 
prices  of  many  large  stocks  are  unrealistic. 
As  a  result,  you  may  want  to  steer  clear  of 
these  companies.  Also  in  BusinessWeek  In- 
vestor this  week:  our  annual  report  on 
closed-end  funds,  a  review  of  new  investing 
books,  and  in  "The  Barker  Portfolio,"  what 
to  expect  from  the  new  manager  of  the  T. 
Rowe  Price  Science  &  Technology  Fund. 
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Through  pioneering  nanotechnology  research,  NEC  is  opening  new  frontiers.  Today,  NEC  is  a  leading  innovator 
in  this  important  tield.  NEC  has  demonstrated  precise  3D  nanometric  scale  production  that  points  the  way  to 
ultra-miniature  devices  like  biosensors  and  highly  efficient  optical  communications  components.  Low  cost,  long 
lived  and  environmentally  friendly  mobile  power  sources  based  on  carbon  nanotube  fuel  cells  may  also  result 
from  our  advances.  Empowered  by  innovation,  our  expertise  in  networking,  systems  integration  and  custom 
semiconductors  helps  NEC  develop  optimum  solutions  in  broadband,  mobile  Internet  and  more.  For  information 
visit  www.necus.com  or  call  1.800.338.9549. 


Empowered  by  Innovation 


www.necus.com 


COVERS 


IBM'S  NCT 

How  do  yoi 
Gerstner's 
Sam  Palmfc 
about  to  fii 

page  66 

BYE-BYE 

Is  the  recej 
over?  For  tl 
matter,  was 
there?  page: 


m       i        I 

— x — 1 

I    M  j  UU 
1/  ] 


o 
o 


£• 


Cover  Story 

66    IBM'S  NEW  BOSS 

How  do  you  follow  an  act  like  Lou 
Gerstner's?  That's  the  $86  billion 
question  for  Sam  Palmisano,  who 
on  Mar.  1  becomes  IBM's  eighth  CEO. 
Despite  a  disappointing  fourth 
quarter,  the  service-heavy  model 
that  Gerstner  built  is  the  envy  of 
techdom.  Still,  Palmisano,  the 
operations  whiz  whom  Gerstner  has 
long  depended  on,  faces  daunting 
challenges.  PCs,  disk  drives,  and 
chips  are  problems.  Consulting  is 
slowing.  And  some  wonder  whether 
Palmisano  has  an  overarching 
vision  for  IBM.  Here's  what  to 
expect 
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GREEN  SCENE 

CHENEY  FUMBLES 
THE  SIERRA  CARD 

WAS  THE   BUSH   ADMINISTRA- 

tion  too  cozy  with  Enron  and 
the  oil  industry  when  it  de- 
vised its  energy  plan?  Vice- 
President  Dick  Cheney  says 
no — that  the  Administration 
included  views  from  environ- 
mental groups  as  well.  "Look 
at  the  Sierra  Club,"  he 
claimed  on  CNN  on  Jan.  28. 
"They  had  an  energy  policy 
that  had  12  recommendations 
in  it;  11  found  their  way  into 
our  report." 

But  just  ask  the  executive 
director  of  the  Sierra  Club, 
Carl  Pope,  what  he  thinks  of 
that  statement.  "It's  not 
true,"  says  Pope,  who  found 
only  one  of  his  recommenda- 
tions there.  "Their  plan  went 


TALK  SHOW  UWe  just  received  a  message  from  Sadc 
Hussein.  The  good  news  is  that  he's  willing  to  have  his 
nuclear,  biological,  and  chemical  weapons  counted.  T| 
news  is,  he  wants  Arthur  Andersen  to  do  it.??  — Presi 


CHENEY:  The  Sierra  Club  begs 


for  cars  and  suvs,  and  certain 
tax  incentives  for  energy-ef- 
ficient buildings  and 
solar  power.  It  also 
asked  for  tighter 
air-pollution  controls 
on  power  plants. 

None  of  those  is 
in  the  Bush  plan. 
Interestingly,  the 
only  one  that  did 
make  it  had  to  do 
with  maximizing 
production  from  ex- 
isting oil  wells. 

So  why  is 
Cheney  saying  this? 
"He  likes  to  bring 
the  Sierra  Club  out 
of  the  closet  and 
to  differ  say  how  much  he 
with     us 


in  the  opposite  direction  of 
our  recommendations." 

The  Sierra  Club  recom- 
mendations included  increas- 
ing gas-mileage  standards  by 
more  than  50%,  to  40  mpg, 


agrees 
when  he  thinks  he's  in  trou- 
ble," says  Pope.  "I  assume  he 
thinks  he's  in  real  trouble." 
The  Vice-President's  office 
did  not  respond  to  calls  seek- 
ing comment.  Paul  Raeburn 


PAY  CHECK 


BYE,  BYE,  DAYS  OF  WINE  AND  BONUSES 


POOR  MASTERS  OF  THE 

universe.  After  giving  them- 
selves average  raises  of  14% 
in  2000,  WaU  Street's  CEOs 
will  find,  when  proxy  state- 
ments are  tallied  by  March, 
that  they've  taken  a  45%  cut 
in  2001,  according  to  esti- 
mates from  compensation  con- 
sultant Johnson  Associates. 
Yet  in  percentage  terms, 
chief  execs  are  faring  better 
than  some  of  their  Street 
underlings.  Even  though 
employees  overall  are 
earning  30%  less  on  aver- 
age, managing  directors 
are  taking  a  55%  cut  in 
bonuses,  restricted 
stock,  and  op- 
tions, according 
to  the  same  es- 
timates. Still, 
it's  probably 
easier  for  a 
managing  di- 


rector earning  $4  million  to 
get  by  on  a  mere  $1.8  million 
than  for  beginning  associates 
(absorbing  a  20%  cut)  who 
used  to  earn  $150,000  to  now 
pull  in  $120,000— especially 
when  a  greater  proportion  of 
their  pay  is  now  likely  to  be 
in  options  as  investment 


banks  try  to  save  cash. 
Things  could  get  even 
worse  if  companies  fire  more 
workers  in  another  round 
anticipated  in  March.  Says 
Salomon  Smith  Barney  finan- 
cial services  analyst  Guy 
Moszkowski:  "It's  not  really 
clear  what  employment  al- 
ternatives people  have  at 
this  point."  These  days,  even 
part  of  a  salary  beats  noth- 
ing at  all.      Emily  Thornton 


THE  LIST   THE  PAIN,  THE  PAIN 


HARRISON:  A 

71%  haircut 


Wall  Street  CEOs  ended  up  taking  big  pay  cuts 
last  year.  Here's  how  their  compensation 
stacked  up,  compared  with  stock  performance. 


CEO/ 

COMPANY 

2000*/ 

%  CHANGE** 

2001/ 
%  CHANGE 

2001  STOCK 
PERFORMANCE 

WILLIAM  HARRISON 

J. P.  Morgan  Chase 

$41.8 

+32% 

$12 

-71% 

-20% 

.       DAVID  KOMANSKY 

Merrill  Lynch 

$32.7 
+59% 

$15.3 
-53% 

-24% 

[      ,.NRY  PAULSON  JR. 

ft     7  )idman  Sachs 

$22.4 
-11% 

$14.5 
-35% 

-13% 

HbilLIP  PURCELL 

m  Morgan  Stanley 

$27.7 
+4% 

$16 
-42% 

-29% 

W    ' 

^^Buata:  Jo  inson  Associates, 

BusinessWeek. 

"Over  1999 
Bloomberg  Financial  Markets 

SLUGFESTS 

LINDA  LAY:  TALI 
OUT  OF  COURT 

THROUGH   TEARS,   LI? 

told  viewers  of  thtl 
show  that  her  husbail 
did  nothing  wrong  in 
lapse  of  Enron.  "Ne\i 
er,  not  for  one  seconip 
he  have  allowed  anyl 
go  on  that  was  illegl 
said  in  the  Jan.  28  brl 
"There  are  some  th| 
wasn't  told." 

But  could  the  inter 
tually   hurt   her   sp<J 
court?    Legal    expei 
there's  a  chance  that 
decision  to  talk  aboi 
role  in  the  Enron 
may  have  caused  tj 
partially    waive    sor 


LINDA  LAY:  "Never,  >i<l 

called    "marital    pri\| 
That's  the  law  giving 
the  right  not  to  testify 
private  confidences. 

Because     Linda 
Ken's  thoughts  with| 
tional  TV  audience, 
may  conclude  that  he 
intended  them  to  bt 
dential,  says  HarvarJ 
School's    Alan    Dersll 
"You  can't  turn  on  the  I 
and  then  turn  it  off  at| 

As  a  result,  she  risl 
compelled  to  tell  a  eft 
other  things  Ken  said  I 
as  Enron  was  sliding  <| 
bankruptcy.   But  all 
lost.  She  probably  coull 
compelled  to  testify  inl 
nal  court,  where  stall 
are  higher.         Mike  j\ 
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a  TD  Waterhouse  customer,  chances  are,  you  are. 
TD  Waterhouse  has  everything  you  need  to  get  control 
etirement.  So  that  you'll  be  ready  for  that  last  day  of 
that  last  commute.  For  that  one  day  when  you  hang 
business  casual  and  head  home  from  work — for  good. 


an  IRA  account  at  TD  Waterhouse  and  you'll  get: 

le  Retirement  Advisor  to  help  with  planning  strategies 

lent  Specialists  to  answer  your  questions  at  over 
local  branches 

I  fee  IRAs 

!  Investor  Services,  Inc.  Member  NYSE/SIPC.  Access  to  services  and  your  account  may  be 
arket  conditions,  system  performance  or  for  other  reasons.  Online  market  orders  are 
nding  on  trading  activity.  See  tdwaterhouse.com  for  complete  commission  fee 
r  valid  for  new  TD  Waterhouse  IRA  accounts  opened  and  funded  between  2/1/02-4/15/02. 
individual.  U.S.  residents  only;  void  where  prohibited.  If  you  are  already  a 
will  extend  you  for  13  issues.  See  website  for  details. 

TDW2642  02/02 


Get  one  year  of  Money  magazine  with  our 
compliments  when  you  open  and  fund 
an  IRA  account. 

1.800.tdwaterhouse 

tdwaterhouse.com 

over  150  branches  nationwide 

online  trades  as  low  as  $9.95 
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Up  Front 


DRAWN  &  QUARTERED 


HALLS  OF  IVY 


YOUR  ALMA  MATER  IS  A  VENTURE  CAPITALIST 


LAST  YEAR,  LIKE  MOST 
investors,  university  endow- 
ments lost  money.  Their  get- 
well  strategy:  shift  more  of 
their  $400  billion  in  assets 
away  from  publicly  traded 
stocks  and  into  riskier  in- 
vestments such  as  hedge 
funds  and  venture  capital. 

Big,  multibillion-dollar  en- 
dowments, including  those  at 
Notre  Dame  and  Vanderbilt 
universities,  have  been  in- 


AS  THE 
DOWNTURN  TURNS 


PARENTS  ACROSS  THE  U.S. 

may  soon  face  growing  laun- 
dry piles  and  emptier-than- 
usual  refrigerators.  An  un- 
precedented number  of 
college  grads  this  year  will 
be  moving  back  in  with 
Mom  and  Dad.  A  national 
survey  of  3,000  college  stu- 
dents by  career  Web  site 
Monster.com  found  60%  plan 
to  head  home  after  gradua- 
tion, vs.  56%  last  year.  The 
jobless  rate  for  20-  to  24- 
year-olds  is  9.6%,  nearly 
double  the  national  average. 
One  boomerang  kid,  Cor- 
nell University  senior  Jaret 
Posmentier,  plans  to  sack  out 
at  his  parents'  house  in  Cro- 
ton-on-Hudson,  N.Y.,  45  min- 
utes north  of  New  York  City. 
His  goal:  find  a  job  in  televi- 
sion production,  save  up 
some  money,  and  move  into 
the  city  after  that.  What  do 
his  parents  think  about  his 
impending  return?  Says  Pos- 
mentier: "They're  looking 
forward  to  having  me  back. 
But  we'll  see  after  a  year  or 
so  how  excited  they  still 
are." 


Julia  Cosgrave 


creasing  alternative  invest- 
ments over  the  past  five 
years,  investment  officers  say. 
Now,  smaller  endowments  in 
the  $500  million  to  $1  billion 
range  are  doing  it,  too.  Ohio 
State  University,  for  exam- 
ple, plans  to  double,  to  15%, 
the  part  of  its  $1  billion  en- 
dowment in  venture-capital 
funds  and  in  small  local  com- 
panies by  the  end  of  this 
year,  says  Assistant  Treasur- 
er Pranab  Bhattachary. 

Large  endowments  typi- 
cally have  much  better  re- 
turns than  smaller  ones 
(chart),  which  they  attribute 
to  alternative  investments. 


BIGGER,  BETTER 

Investment  returns  by 
endowment  size: 
■  2000       ■  2001 
OVER  S1  BILLION 


S501  MILLION  -si  BILLION 


S101-S500  MILLION 


-6  0  6  12  18  24 

►  PERCENT  Data:  Commonfund  Institute 


"It's  very  hard  to  beat  the 
broader  market  with  a  plain- 
vanilla  stock  portfolio,"  says 
Scott  Malpass,  chief  invest- 
ment officer  at  Notre  Dame, 
which  has  boosted  the  share 
of  its  $3  billion  endowment 
invested  in  alternatives  from 
30%  to  40%  over  the  past 
five  years. 

The  trend  is  likely  to  con- 
tinue, according  to  an  upcom- 
ing study  from  the  Common- 
fund  Institute,  a  research 
center.  The  average  endow- 
ment currently  has  26%  of  its 
assets  in  alternative  invest- 
ments. That,  says  Institute 
Director  John  Griswold  Jr.,  is 
expected  to  jump  to  35%  in 
the  next  five  years.  Alterna- 
tive investments,  he  says, 
"will  creep  into  the  smaller 
endowments  as  they  get  the 
message  that  this  is  a  good 
thing."  Kimberly  Weisul 
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BIG  IN  JAPAN 

NEXT,  BILL  GATES 
AIR  FRESHENERS? 

NO     EXEC      IN     THE     WORLD 

rivals  Microsoft's  Bill  Gates 
when  it  comes  to  celebrity. 
So  as  Microsoft  jumps 
into  the  gaming 
world  with  its  Xbox 
console,  it  wants  to 
lure  buyers  with  the  chair- 
man's global  renown.  When 
Xbox  launches  in  Japan  on 
Feb.  22,  Microsoft  will  offer 
50,000  limited  editions  ($306) 
that  come  with  extras  not 
available  in  the  U.S.  version, 
such  as  a  black  translucent 
case  and  an  accessory  for 
playing  on  high-definition  TVs. 
But  the  gewgaw  that  Mi- 
crosoft hopes  will  separate 
Xbox  from  rivals  Sony  and 
Nintendo  on  their  home  turf  is 
a  silver-plated  key  chain  with 
Gates's  engraved  signature. 


Japanese  fans,  it 
can't  get  enough  Bill, 
research  found  Tokj 
sumers  loved  the  ke\| 
despite  its  low-tech  i|| 
"Bill  has  a  celebrity 
Japan,"  says  John  O'l 
director  of  Xbox  salJ 


XQDX 


KEY  CHAIN  and  cult  fi\ 

marketing.  Witness  (| 
appearance    at    the 
Game  Show  in  Janus 
he  walked  the  floor, 
mobbed  by  gamers  ei 
glimpse  the  world's  we 
man.  Now  they  can 
autograph,  too.     Jay  I 


THE  BIG  PICTURE 


GOOD  GRADES  FOR  PUBLIC  SCHOOLS?  YE 

More  than  half  of  Americans  perceive  their  local 
public  schools  to  be  good  or  excellent — the  higher 
rating  in  the  poll's  33-year  history 

60 

PERCENT  GIVING  SCHOOLS  AN  "A"  OR  "B"  GRADE* 
50 - 


40  -"* 


•ON  A  SCALE  OF  A.  8,  CD,  FAIL 
Data:  Phi  Delta  Kappa/Gallup 


TELEPHONE  INTERVIEWS  WITH  1.100  ADl 
MAY-IUNE  EACH  YEAR 


*         *u»i*l 


Polls,  surveys,  and  other  items  for  this  section  should  be  sent  to  upfront^"businessweek.t| 
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HOW  DID  SALESFORCE.COM  ADD  MORE 

CUSTOMERS  IN  THE  PAST  TWO  YEARS  THAN 

ANY  OTHER  CRM  COMPANY? 


Is  Siebel  7.0  too  Little,  too  Late? 

. .  .Siebel  faces  increasingly  strong  competition  from 
competitors  such  as  salesforce.com. .  .Siebel  is  known 
for  lengthy  and  expensive  implementations. 

Hurwitz  Group,  Trendwatch 


"Six  months  and  half-a-million  dollars  later,  companies  that 
chose  traditional  client/server  CRM  vendors  still  had  nothing 
to  show  for  it.  With  salesforce.com,  we  have  results." 

Michael  Blumenthal 

Vice  President  and  Chief  Technology  Officer,  Essex  Corporation 

"With  the  help  of  salesforce.com,  we  are  a  more  successful  enterprise. 
It  gives  us  a  more  coherent  culture  and  makes  us  more  competitive.  It 
has  been  bottom-line  profitable  for  us  within  six  months.  I  just  don't 
see  how  you  can  help  but  make  money  using  this  product." 

Donald  Putnam 

Chairman,  Putnam  Lovell  Securities 


less  than  two  years,  salesforce.com  moved  from  start-up  to  number  two 
CRM  customers  served.*  Where  did  the  established  CRM  companies 
wrong?  Simple.  By  the  time  their  customers  bought  all  the  hardware, 
stalled  the  software,  and  completed  customization,  their  businesses  had 
langed.  Given  today's  pressure  on  profits  and  revenues,  business  is  moving  to 
lesforce.com,  the  world's  largest  online  customer  relationship  management 
rvice  —  including  over  3,000  companies  such  as  Adobe  Systems,  Autodesk, 
'achovia  and  Siemens  PT&D.  See  how  fast  your  company  can  benefit. 

all  1-800-NO-SOFTWARE,  or  visit  www.salesforce.com 

id  enter  Promo  Code  S0304  to  activate  your  FREE  30-day  test  drive. 

SALES  /  SERVICE  /  MARKETING 
m  total  customers  according  to  recent  Morgan  Stanley  report  ©  2002  salesforce.com.  salesforce.com  and  its  logo  are  trademarks  of  salesforce.com.  All  other  trademarks  are  acknowledged   Even  Slebel's. 
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GETTING  TO  THE  BOTTOM 

OF  CISCO'S  NUMBERS 

"Cisco:  Behind  the  ljype"  (Cover  Sto- 
ry, Jan.  21)  quotes  Abraham  J.  Briloff, 
professor  emeritus  at  Baruch  College,  as 
saying  that  Cisco  Systems  Inc.  "sup- 
pressed a  grand  total  of  $18.2  billion  in 
costs"  when  it  accounted  for  certain  ac- 
quisitions by  the  pooling-of-interests 
method.  Yet  you  challenge  accounting 
for  the  $3.8  billion  in  research  and  de- 
velopment write-offs  as  purchases — 
which  suggests  that  using  either  method 
is  somehow  inappropriate. 

I'm  sure  that  "Cisco  fol- 
lows generally  accepted  ac- 
counting principles"  would 
be  a  less  engaging  story. 
Until  the  Financial  Ac- 
counting Standards  Board 
issued  new  rules  as  of  July 
1,  2001,  companies  were  re- 
quired by  GAAP  to  account 
for  acquisitions  as  poolings 
when  certain,  highly  re- 
strictive criteria  were  met, 
and  as  purchases  when 
they  were  not.  Neither  Cisco  nor  any 
other  company  had  a  free  choice  in  ac- 
counting for  mergers — accounting  as  a 
pooling  or  purchase  was  dictated  by  the 
terms  of  the  deal.  And  GAAP  required 
immediate  write-off  of  in-process  R&D 
acquired  in  a  purchase. 

Dennis  R.  Beresford 

Professor  of  Accounting 

University  of  Georgia 

Athens,  Ga. 

The  writer  is  former 


sitions.  Carter  says:  "It's  sort 
'What  do  you  like,  vanilla  or  chc 
We're  going  to  give  you  both, 
can  choose.'"  BusinessWeek  cc 
points  out  that  "in  the  latest 
more  than  a  third  of  Cisco's  pr 
earnings  come  not  from  operatid 
from  interest  and  other  income.'! 
it  comes  to  "operating  results,"  it 
as  if  Carter  and  CEO  John  Ch;| 
are  serving  a  generous  helping 
pie  in  the  face  of  investors. 

Robert  But 
Irvine 


BusinessWeek 


CISCO 

BEHIND  THE  HYPE 

still  insists  his  company  L  <  -V 
can  grow  at  least  30X  1*^^, 
a  year.  But  critics  HSl 

disagree,  questioning     BH 
Cisco's  aggressive  accounting 
Some  even  say  Cisco's  earnings 
in  the  boom  years  were  wildl> 
inflated.  Is  Cisco  really  worth 
95  times  earnings? 


'ml m  *  Bum  >,»»™£^ 


Editor's   note: 
chairman  of  fasb. 

Larry  R.  Carter,  Cisco's  chief  financial 
officer,  maintains  that  pro  forma  num- 
bers portray  the  company's  operating 
results  more  accurately — because  they 
exclude  volatile  charges,  such  as  acqui- 


I  applaud  "One  ad 
ing  code  for  all"  (Ed  I 
jj  Jan.  21).  However,  yJ 
risive  views  of  pro] 
earnings  in  "Cisco: 
j  the  hype"  are  off  the] 
!   Our  professional  ai 
\  tion,  Financial  ExeJ 
International,  alonJ 
\  the  National  Invest! 
lations  Institute,  pulj 
guidelines  on  the 
such  metrics  last  ye] 
When  abused,  any  reporting  t<[ 
be  harmful  to  investors.  When 
structively  and  in  compliance 
fei/niri  guidelines,  such  metricl 
much-needed  information  to  invf 
In  fact,  pro  forma  earnings  try  to  I 
the  cash  flow  and  operating  ei  | 
you  call  for  in  the  editorial. 

Philip  B.  Livil 

President  an 

Financial  Executives  Intern] 

Morristo\ 


Your  article  did  justice  to  the 
hype  but  failed  to  mention  the  t 
millions  of  dollars  Cisco  off-loat 
its  wireless  partners.  On  Nov.  15 
stunned  its  "Advanced  Technology 
ners"  by  unilaterally  announcinj 
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TOMORROW 


TOYOTA 


In  1997,  Toyota  was  the  first  car  company 
in  the  world  to  mass-produce  a  hybrid 
vehicle.  By  combining  gasoline  and  electric 
power,  the  Prius  reduces  smog-forming 
emissions*  cuts  gas  consumption  in  half, 
and,  in  short,  has  revolutionized  the  way 
cars  affect  our  environment. 

Even  so,  we're  not  resting  on  our  laurels. 
The  Toyota  Hybrid  System  is  being  further 
refined,  to  make  it  cleaner  and  more 
efficient.  And  we're  continuing  to  search 
for  even  greener  forms  of  transportation. 

Our  hydrogen-powered  fuel  cell  hybrid 
SUV  is  now  being  road-tested.  Its  only 
emission  is  pure  water.  Beyond  that,  who 
knows.  But  no  matter  what  alternatives 
are  discovered  in  the  future,  they  won't 
be  found  overnight.  They'll  be  the  result 
of  90%  perspiration.  And  10%  inspiration. 

www.toyota.com/tomorrow 


ements  of  hydrocarbons  and  oxides  of  nitrogen.  Conip  ..'2002 
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CORRECTIONS  &  CLARIFICATIONS 

"One  big  client,  one  big  hassle"  ("The  En- 
ron scandal,"  Special  Report.  Jan.  28) 
should  have  said  that  Vinson  &  Elkins  de- 
clined to  comment  on  Enron  Corp.'s  in- 
vestigation of  allegations  of  accounting 
fraud  by  Sherron  S.  Watkins  because  of 
attorney-client  privilege. 

The  name  of  a  Bank  of  China  employee 
was  misstated  in  "The  black  hole"  (Inter- 
national Business,  Feb.  4).  The  correct 
name  is  Xu  Chaofan,  not  Fan  Xuchao. 


the  WT-2750  product  line  was  immedi- 
ately end-of-hfe  and  end-of-sales.  This  is 
creative  accounting  at  its  finest:  Get 
others  to  make  and  sell  products  you 
have  branded  so  you  can  hype  your 
stock  as  a  "service-provider  partner" 
and  let  others  take  the  losses. 

Ken  McLeod 

Chief  Executive  Officer 

csg  Wireless  Inc. 

Mesa.  Ariz. 

I  could  not  suppress  a  wry  smile 
when  I  read  about  Cisco  and  learned 
that  as  the  second  [fiscal]  quarter  closed, 
CFO  Carter  oversaw  a  rush  to  cram  ma- 
chines on  trucks  so  they  would  be 
counted  as  "sold." 

About  18  years  ago,  when  I  was 
working  for  Wang  Laboratories  Inc.  in 
Lowell.  Mass..  I  remember  rumors 
about  the  same  practice:  trucks  driving 
around  with  unfinished  inventory  so  that 
it  could  be  counted  as  sales  and  main- 
tain Wang's  "phenomenal"  growth.  Sad- 
ly, it  didn't  help  in  the  long  run,  and 
Wang  disappeared,  taking  a  large  num- 
ber of  employee  pensions  with  it,  in- 
cluding mine.  Curiously.  Cisco  ceo  John 
Chambers  was  a  senior  rice-president  at 
Wang  around  that  time  and  obviously 
learned  some  lessons  very  well — but 
clearly  not  quite  well  enough. 

Jon  Wilkie 
Weybridge,  England 

Industry  insiders  have  known  for 
years  about  the  hype  and  house  of  cards 
at  Cisco.  That  hype  manifests  itself  in 
such  a  way  that  customers  exclude  or 
delay  implementation  of  competitive  of- 
ferings in  lieu  of  evolving  technology 
offered  by  Cisco.  Customers  fear  that 
by  making  a  competitive  selection,  they  j 
may  harm  their  careers — particularly  if  : 
John  Chambers  flies  in  to  meet  with 
their  top  company  officers. 

Lawrence  Strawley 
Unionville.  Pa. 


There  are  more  than  7.3  billion  shares 
of  Cisco  outstanding,  and  probably  many 
more  to  be  issued  to  Cisco  employees  in 
the  future  through  stock  options  (not 
accounted  for  on  the  income  statement). 
To  make  even  50c  per  share,  implying  a 
40  price-earnings  ratio  at  today's  prices, 
Cisco  would  have  to  earn  more  than 
$3.6  billion  aftertax.  The  most  Cisco 
ever  earned  in  a  single  year  on  a-GAAP 
basis  was  S2.7  billion,  at  the  height  of 
the  Internet/telecom  boom.  The  lesson 
to  be  learned  is  that  accounting  can  de- 
lay, but  not  eliminate,  the  true  costs  of 
doing  business. 

Murray  Kenney 
San  Francisco 

Is  it  your  plan  to  scare  every  in- 
vestor? I  think  you  are  trying  to  relate 
Cisco  to  Enron  Corp. — it's  not  even 
close.  The  fact  is,  BusinessWeek  will  be 
long  gone  before  Cisco  is. 

Jamie  Dvorak 
Pierce,  Xeb. 

ANTI-SEMITISM  IS 

HARDLY  A  THING  OF  THE  PAST 

Hardy  Green's  review  of  Neil  Bald- 
win's Henry  Ford  and  the  Jews,  con- 
cluding that  overt  anti-Semitism  has 
been  relegated  to  "the  distant  fringe  of 
U.S.  life."  is  disconcerting  ("A  titan  of 
industry — and  a  bigot."  Books,  Jan.  21). 
One  only  has  to  review  the  tapes  of 
President  Richard  M.  Nixon  21  years 
after  Henry  Ford's  death  to  see  that 
the  problems  of  anti-Semitism  are  too 
real.  Nixon  and  his  aide  H.R.  Halde- 
man  wanted  to  have  the  Internal  Rev- 
enue Service  investigate  all  the  big  Jew- 
ish contributors  to  the  Democrats. 
Nixon  favored  finding  a  zealot,  who  dis- 
liked Jews,  to  go  after  them. 

Ford  was  a  bigot,  and  he  didn't  get 
enough  flak  from  U.S.  Jews,  as  he 
should  have.  The  Ford  Foundation  is 
fully  aware  of  its  founder's  past  and  is 
generous  in  supporting  Jewish  causes 
to  make  up  for  the  harm  Henry  Ford 
created  with  his  anti-Jewishness. 

William  J.  Levy 

National  Director 

Organization  of  World  Jewry 

Allentown,  Pa. 

Henry  Ford  may  have  been  "Ameri- 
ca's most  notorious  anti-Semite,"  as  cor- 
rectly pointed  out  in  Hardy  Green's  fine 
review  of  Neil  Baldwin's  book,  but  all  of 
Detroit  and  the  American  auto  industry 
were  rife  with  Jewish  hatred  and  bias. 
In  the  1930s,  my  grandfather  changed 
both  his  religion  (Jewish  to  Protestant) 
and  his  given  name  (Abraham  to  Ed- 


ward) so  that  he  could  advance 
Hudson  Motor  Car  Co.  He  would  I 
had  been  made  president  of  tl 
pany  if  the  truth  were  known. 

Stephen  Re 
Morris,  | 

HOW  CAN  YOU  DOWNGRADE 
TO  'ATTRACTIVE'? 

I  found  "Will  investors  paj 
Schwab's  advice?"  (News:  Anal; 
Commentary,  Jan  21)  informative, 
took  particular  note  of  the  stock 
grade.  On  Jan.  7,  analyst  Amy  S. 
of  Bear  Stearns  &  Co.,  downgrad* 
stock  from  a  "buy"  to  "attrac 
What  does  "attractive"  mean? 
2001  net  income  projected  to  b< 
less  than  2000,  you  would  hope 
good  deal  more  clarity.  What  ; 
next  level:  "cute"?  And  then  d 
move  toward  "dowdy"? 

David 
Somers, 
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FINALLY,  A  NO-HASSLE, 
NO-STRAIN  COMPUTER 


The  excellent 
new  iMac 
cures  our 
greatest 
ergonomic  ill 
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OF  US.  For  3  >ook  at 
Apple's  nev.   Photo 
software,  go  'o 
Technology  &  You  at 
www.businessweek.com/ 
technology/ 


to 


Apple  Computer  Inc.  long  ago  demonstrat- 
ed that  computers  don't  have  to  be  ugly. 
And  the  new  iMac,  which  is  an  excellent 
computer  at  a  competitive  price,  is  yet  another 
striking  example  of  the  Apple  tradition.  But  this 
time.  Apple  is  taking  on  an  even  more  important 
question:  Why  do  computers 
have  to  be  uncom- 
fortable to  use? 

Other  than   a   bad 
chair,     nothing     con- 
tributes more  to  the  dis- 
comfort of  computer  use 
than  an  improperly  posi- 
tioned screen,  which  can 
cause  problems  from  eye 
strain  to  backaches.  Ideally, 
you  want  the  display  at  eye 
level  and  at  a  distance  and 
angle  appropriate  for  the  task 
at  hand.  Yet  most  displays  al 
low    limited    adjustment,    and 
some,  notably  Apple's  original 
iMac  and  its  flat  panel  displays, 
provide  for  no  adjustment  at  all. 

What  took  them  so  long?  "We 
are  very  encouraged  that  the 
solution  looks  very  simple  ^g^ 
and  very  obvious."  says 
Apple      design      chief 
Jonathan  Ive.  Adds  Jon 
Rubenstein.  Apple  sen- 
ior vice-president  for 
hardware:  "It    was   a 
lot  harder  than  it  looks." 

The  key  to  the  iMac  is  a  very  clever  piece  of 
hardware  i  >f  the  old-fashioned  nuts-and-bolts  va- 
riety. The  iMac  consists  of  three  basic  compo- 
nents. A  system  unit,  about  the  size  and  shape  of 
half  a  basketball,  contains  all  the  circuitry,  drives. 
and  connectors.  The  display  is  a  15-in.  flat  panel 
screen  surrounded  by  a  clear  plastic  bezel  that 
makes  it  seem  to  float.  A  metal  "neck"  about  8 
in.  long  and  lv.  in.  in  diameter  joins  the  two. 

The  patent-pending  neck  is  the  secret  of  the 
design.  Apple  is  stingy  with  details  on  how  it 
works,  but  Rubenstein  describes  it  as  "a  fric- 
tionless  counter-balance."  It  rotates  through  360 
degrees  horizontally  and  pivots  90  degrees  ver- 
tically. The  screen  itself  tilts  about  30  degrees  on 
the  end  of  the  arm.  The  entire  display  moves  ef- 
fortlessly, and  some  clever  geometry  keeps  the 
screen's  angle  vertically  constant  as  the  neck 
pivots. 


The  result  is  a  display  that  you  can 
just  about  any  way  you  want.  It  glides  to 
where  you  position  it,  without  any  bo 
sagging.  The  impact  of  this  design  on 
gonomics  of  using  a  computer  is  dramat 
ability  to  put  the  screen  where  you  want  I 
work  without  hunching  over,  a  common 
lem  with  laptops,  or,  even  more  uncomfc 
without  craning  your  neck  back  to  view 
■tor  that  is  mounted  too  high  for  your  c 
your  bifocals). 

That's  only  the  beginning.  I  found  as  I 
with  the  iMac  that  totally  different  po 
worked  best  for  different  activities.  Fo 
ing,  I  like  the  screen  nearly  vertical  at  ey 
But  I  found  that  reading  and  Web  bn 
were  more  comfortable  with  the  screen  I 
and  tilted  back,  the  way  I  might  place  a| 
The  iMac  makes  this  sort  of  adjustment 
That  said,  it  seems  a  bit  churlish  t 
plain  about  some  flaws.  Putting  all  the  c 
tors  and  the  power  switch  on  the  back 
base  makes  for  very  clean  looks 
inconvenient.  It  would  have 
handier  with  USB  and  Fii 
ports  in  the  front.  A  w 
keyboard  and  mouse 
have  been  nice.  And  w 
Apple  ever  going  to  g 
on  that  brain-dead  oi 
ton  mouse? 

Functionally,  th 
iMac  differs  from 
recent  Macs  chi< 
using  the  new  ( 
the  default  ope 
system.  You  c; 
run  most  pro 
written   for 
versions,  bu 
don't     woi 
smoothly 


NIMBLE:  Different  screen  positi 
work  better  for  different  activi 
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only  iMac  model  currently  availab 
tures  an  800-megahertz  PowerPC  G4  pnx 
256  megabytes  of  memory,  a  60-gigabyte 
drive,  and  a  combination  dvd-cd  record 
$1,799.  (A  similarly  equipped  Dell  Dim* 
4400  costs  $1,887.)  Two  other  models  at 
and  $1,499.  with  slightly  slower  processoi 
without  the  dvd  recorder,  are  due  in  the 
couple  of  months.  All  of  the  configurations 
welcome  departure  from  a  longtime  strata 
charging  premium  prices  for  Macs.  These  r 
should  give  Pes  a  run  for  their  money. 

The  original  gumdrop-shaped  iMac  inflt 
computer  design  mainly  by  launching  a  pla 
transparent  blue  plastic  high-tech  product 
I'll  be  very  disappointed  if  coming  months 
bring  a  flood  of  ergonomic  display  design 
mimic  the  iMac.  Computer  users  of  the 
unite:  You  have  nothing  to  lose  but  you; 
strain  and  stiff  necks. 
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The  Best-Sellers 
of 2001 

BusinessWeek's  list  of  200 l's  top-selling  books  marks  a 
transition:  Digital  Age  titles,  which  made  up  a  good  portion 
of  2000's  hardcovers,  have  disappeared.  Instead,  there's  a 
cornucopia  of  self-improvement  titles,  available  to  help 
readers  during  these  tougher  times.  And  there's  a  reassertion 
of  more  traditional  subject  matter,  including  personal- 
finance,  investing,  and  management  how-tos,  economics — 
and  even  an  old-fashioned  expose. 
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ARDCOVER  BUSINESS  BOOKS 


40  MOVED  MY  CHEESE?  Spencer  Johnson  (Put- 
•  $19.95)  Learning  to  accept  change. 

IK  Jack  Welch,  with  John  A.  Byrne  (Warner 
iiness  •  $29.95)  GE's  ex-chairman  reflects  on 
life  and  accomplishments. 


I!  Stephen  C.  Lundin,  Harry  Paul,  John  Chris- 
»n  (Hyperion  •  $19.95)  Motivate  employees 
Pike  Place  Fish  Market  way. 


1ST,  BREAK  ALL  THE  RULES  Marcus  Bucking- 
Curt  Coffman  (Simon  &  Schuster  •  $26)  A 
Hup  probe  into  managerial  success. 

DISCOVER  YOUR  STRENGTHS  Marcus 
:kingham,  Donald  0.  Clifton  (Free  Press  •  $26) 
to  bolster  your  true  talents. 


IE  ROAD  TO  WEALTH  Suze  Orman  (Riverhead  • 
1.95)  Questions  and  answers  from  the  queen  of 
rsonal -finance  counseling. 

>T  FOOD  NATION  Er 

flin  •  $25)  The  bad  news  on  burgers. 

)D  TO  GREAT  Jim  Collins  (HarperBusiness  • 
0)  Run-of-the-mill  companies  that  made  the 
to  excellence. 

NG  HO!  Ken  Blanchard,  Sheldon  Bowles  (Mor- 
•  $20)  How  Walton  Works  No.  2  fired  up  its 
mployees. 

HE  TIPPING  POINT  Malcolm  Gladwell  (Little, 
|  ^Hn  •  $24.95)  Discovering  what  turns  an  idea 
Wo  a  hot  trend. 

21  IRREFUTABLE  LAWS  OF  LEADERSHIP 

in  C.  Maxwell  (Thomas  Nelson  •  $22.99)  A 
lister's  down-to-earth  rules. 


/ING  FANS  Ken  Blanchard,  Sheldon  Bowles 
rrow  •  $20)  Turn  customers  into  your  biggest 
sters. 


J'RE  FIFTY— NOW  WHAT?  Charles  R.  Schwab 
m  •  $24)  The  discount  brokerage  chief  tells 
to  prepare  for  retirement. 

TING  THINGS  DONE  David  Allen  (Viking  • 
L95)  Start  by  getting  an  in-box. 


17  INDISPUTABLE  LAWS  OF  TEAMWORK 
n  C.  Maxwell  (Thomas  Nelson  •  $24.99)  Don't 
the  ball,  etc. 
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32 
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39 
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PAPERBACK  BUSINESS  BOOKS 
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RICH  DAD,  POOR  DAD  Robert  T.  Kiyosaki,  with 
Sharon  L.  Lechter  (Warner  •  $15.95)  Teach  your 
kids  the  rules  of  money  that  the  rich  play  by. 

32 

2 

THE  7  HABITS  OF  HIGHLY  EFFECTIVE  PEOPLE 
Stephen  R.  Covey  (Fireside  •  $14)  Habitually 
popular. 

3 

THE  9  STEPS  TO  FINANCIAL  FREEDOM  Suze 
Orman  (Three  Rivers  •  $13.95;  Learn  to  save. 

4 

ORDINARY  PEOPLE,  EXTRAORDINARY  WEALTH 

Ric  Edelman  (HarperBusiness  •  $15)  Tips  from 
some  regular  folks  who  became  rich. 

5 

THE  ONE  MINUTE  MANAGER  Kenneth  Blanchard, 
Spencer  Johnson  (Berkley  •  $12.95)  Management 
techniques  in  story  form. 

64 

6 

THE  MILLIONAIRE  NEXT  DOOR  Thomas  J.  Stan 
ley,  William  D.  Danko  (Pocket  Books  •  $7  99)  The 
simple  ways  of  the  wealthy  among  us. 

40 

7 

RICH  DAD'S  CASHFLOW  QUADRANT  Robert  T 
Kiyosaki,  with  Sharon  L.  Lechter  (Warner  • 
$17.95)  Move  from  job  security  to  independence. 

^  * 

8 

GETTING  TO  YES  Roger  Fisher,  William  Ury, 
Bruce  Patton  (Penguin  •  $14)  A  Harvard  team's 
step-by-step  guide  to  conflict  resolution. 

9 

RICH  DAD'S  GUIDE  TO  INVESTING  Robert  T. 
Kiyosaki,  with  Sharon  L.  Lechter  (Warner  • 
$19.95)  Becoming  rich,  not  merely  comfortable. 

10 

WHAT  COLOR  IS  YOUR  PARACHUTE?  Richard 
Nelson  Bolles  (Ten  Speed  •  $16.95)  The  enduring 
job-search  bible. 

11 

1001  WAYS  TO  REWARD  EMPLOYEES  Bob  Nel- 
son (Workman  •  $10.95)  Brunch,  anyone? 

12 

BUILT  TO  LAST  Jarr-                                ry  1    Pon 
(HarperBusiness  •  $16;  How  3M,  Wal-Mart,  and 
others  became  standouts. 

13 

RICH  DAD'S  RICH  KID,  SMART  KID  Robert  T. 

Kiyosaki,  with  Sharon  L.  Lechter  (Warner  • 
$15.95;  Start  'em  early. 

14 
15 

THE  LEXUS  AND  THE  OLIVE  TREE  Thomas  L. 

Friedman  (Anchor  Books  »$15)  Globalization  and 
its  discontents. 

THE  48  LAWS  OF  POWER                                --n- 
guin  •  $15)  Thoughts  of  power  bt            :  stilled. 

.ased  on  a  survey  of  chain  and  independent  booksellers  tr  ^  broad  se 

personal  fir.<  Well  over  1,000  reta 

Rankings  are  based  C  ed  analysis  of  unit  sales,  January  through  December,  2001. 

Reviews  and  more  are  available  on  AOL  (Keyword:  BW)  or  www.businessweek.com 
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By  merging  with  Compaq,  the  new  HP  will  become  the  market  leader 

in  servers,  storage,  management  software, 

printing  and  imaging,  and  PCs,  improving  our  ability  to  offer 

the  end-to-end  solutions  customers  demand. 

We  will  double  our  profitable  and  growing  services  business,  enhance  our 
R&D  efforts,  and  extend  our  customer  reach  in  160  countries. 

We  will  achieve  annual  cost  savings  of  $2.5  billion,  adding  $5  to  $9  in 

present  value  to  each  HP  share;  and  increase  earnings 

per  share  by  13%  during  the  first  year  following  the  merger. 

By  improving  profitability  in  enterprise  computing  systems,  in  PCs  and  access  devices, 

and  in  IT  services,  we  will  have  the  financial  strength  to  extend  our 

successful  imaging  and  printing  franchise  into  new  multi-billion  dollar  categories 

like  digital  imaging  and  digital  publishing. 

All  of  this,  of  course,  requires  that  we  execute  well;  and  we  will. 

Indeed,  those  who  suggest  that  the  challenges  ahead  are  beyond  us 

greatly  underestimate  the  people  of  the  new  HP. 

The  closer  you  look,  the  more  you  will  see  that  the  merger  of  HP  and  Compaq 

is  the  single  best  way  to  strengthen  our  businesses  and  improve  our 

market  position,  deliver  more  of  what  our  customers  need,  enhance  opportunities 

for  our  employees,  and  increase  the  value  of  your  investment. 

Future  >  Status  Quo 


ra~ 


invent 


fe'rtant  information  about  the  merger,  please  see  HP's  registration  statement  on  Form  S-4.  In  particular,  this  document  contains  information 
g  forward-looking  statements  such  as  future  cost  savings,  earnings  growth,  and  expected  profitability,  and  the  assumptions  and  beliefs 
ving  our  financial  expectations.  For  important  information  about  the  participants  in  HP's  solicitation  of  proxies  in  connection  with  the  merger, 
i  see  HP's  SEC  filings  under  Rule  425  dated  December  19,  2001.  These  documents  are  available  on  the  SEC's  website  at  www.sec.gov. 


Economic  Viewpoint 


BY  GARY  S.  BECKER 


DEFICIT  SPENDING  GOT 
ARGENTINA  INTO  THIS  MESS 


WET  INK: 

Printing 
pesos  now 
will  ease 
government 
budgetary 
problems- 
but  pave  the 
way  for  a 
return  to 
inflationary 
patterns 


Gary  S.  Becker,  the  1992 
Nobel  laureate,  teaches  at 
the  University  of  Chicago  and 
is  a  Fellow  of  the  Hoover 
Institution. 


The  people  of  Argentina  have  suffered  enor- 
mously from  political  mismanagement  of 
their  once-robust  economy  during  most  of 
the  past  80  years.  The  current  crisis  again  is 
mainly  due  to  politicians  who  continued  to  bor- 
row on  the  international  capital  market  to  fi- 
nance large  and  growing  budget  deficits. 

In  1991,  to  tame  its  tendency  to  finance  public 
spending  by  printing  pesos,  Argentina  intro- 
duced convertibility  of  its  peso  into  dollars  at  a 
fixed  one-to-one  exchange  rate.  Hyperinflation 
was  rampant  in  the  1970s  and  '80s,  and  prices 
increased  by  more  than  1,000%  in  both  1989  and 
1990.  Monetary  mischief  and  destructive  gov- 
ernment intervention  reduced  Argentina's  econ- 
omy to  Third  World  levels,  as  its  per-capita  in- 
come sank  from  among  the  10  highest  in  the 
world  in  the  1920s,  to  about  80th  in  1990. 

Convertibility  controlled  the  issue  of  pesos 
and  hyperinflation  and  stabilized  the  economy. 
By  1995,  prices  were  rising  at  less  than  2%  per 
year.  I,  and  many  others,  concluded  that  Ar- 
gentina was  on  the  path  to  sustained  growth. 
But  convertibility  did  not  eliminate  the  tendency 
for  the  provincial  and  central  governments  to 
spend  much  more  than  they  collected  in  taxes. 

Spending  by  these  governments  grew  to  more 
than  30%  of  gross  domestic  product — a  much 
bigger  fraction  than  that  of  its  neighbor  Chile 
and  a  large  share  for  a  nation  at  Argentina's 
level  of  development  with  an  ineffective  tax  sys- 
tem. These  budget  deficits  were  hidden  during 
the  first  half  of  the  1990s  by  revenues  from  the 
sale  of  government  companies. 

After  privatization  revenue  evaporated,  the 
government  financed  the  budget  gap  by  borrow- 
ing dollars  on  the  international  market.  In  recent 
years,  this  debt  grew  to  about  $150  billion  as 
deficits  exceeded  4%  of  the  country's  gdp.  The 
deficits  were  financed  mainly  with  dollar-denom- 
inated debt,  and  additional  borrowing  was  need- 
ed just  to  pay  interest  and  roll  over  expiring 
debt.  When  further  borrowing  became  impossible, 
Argentina  defaulted,  ended  convertibility  of  pesos 
into  dollars,  and  froze  most  deposits  at  banks. 
The  default  will  temporarily  ease  budgetary 
problems  by  eliminating  interest  payments  from 
the  budget  and  the  need  to  refinance  debt.  The 
banking  system  is  in  shambles,  and  many  de- 
positors effectively  have  lost  their  savings. 

Some  critics  blame  Argentina's  problems  on 
the  speed  and  extent  of  its  free-market  reforms 
inspired  by  the  so-called  neo-liberalism,  or  Chica- 
go-style economics,  of  the  early  1990s.  However, 
Argentina  did  extremely  well  after  1991:  Even 


including  the  bad  recent  years,  its  real  GDI 
to  the  devaluation  grew  by  more  than  4 
year.  This  beats  Brazil's  growth  and  that  o; 
other  Latin  American  countries. 

Argentina,  however,  did  not  reform  its 
my  as  much  as  its  neighbor  Chile,  which  rj 
17th,  vs.  Argentina's  39th  position,  on  the 
of  economic  freedom  compiled  by  Tfie  Wall 
Journal  and  the  Heritage  Foundation, 
has  higher  trade  barriers,  more  rigid  labo: 
kets  with  stronger  unions,  and  a  larger  g 
ment  sector  than  Chile,  which  has  not 
enced  a  major  financial  or  economic  crisis. 

Others  attribute  Argentina's  collapse  t 
vertibility  because  the  fixed  exchange  rate 
the  cost  of  its  goods  on  world  markets 
dollar  gained  in  value  in  the  1990s.  Clearl 
gentina  could  have  benefited  by  floating  thJ 
earlier,  perhaps  in  1999,  when  Brazil  dev 
However,  I  do  not  believe  an  overvalue 
was  the  major  contributor  to  Argentina's 
economic  difficulties.  Exports  account  ( 
some  10%  of  the  nation's  GDP  and  rose  as  tl 
lar  appreciated. 

One  recent  Finance  Minister,  Ricardo 
Murphy,  a  former  student  of  mine  at  the 
versity  of  Chicago,  lasted  only  14  days  be 
he  tried  to  cut  spending  and  raise  taxes  tc 
the  budget  gap.  While  printing  more  pesos 
little  inflation  will  ease  these  budgetary 
lems,  the  end  of  convertibility  will  alio 
government  to  return  to  its  bad  habits 
nancing  spending  with  the  printing  press. 

The  International  Monetary  Fund  an 
U.S.  should  not  rescue  financial  institutioi 
ing  bad  Argentina  debt.  Indeed,  the  expect** 
of  an  international  bailout  probably  encou 
lending  that  was  not  justified.  Perhaps  Ar   jC 
na  should  receive  aid  after  instituting  re 
that  reduce  spending  and  improve  the  tax 
ture,  but  the  populist  steps  so  far  taken  1 
cently  appointed  President  Eduardo  Duhalc 
not  encouraging.  Nor  is  his  record  as  Gover 
Buenos  Aires  state  from  1991-99;  Duhald 
large  deficits  and  greatly  expanded  the 
payroll. 

Violence  and  other  protests  continue  to 
as  Argentinians  voice  their  displeasure 
politicians.  The  nation  is  beginning  to  lo 
most  valuable  asset — educated  and  skQle< 
zens.  Emigration  wall  turn  from  a  trickk 
rapid  flow,  and  those  who  remain  will  contii 
stash  billions  abroad  unless  Argentina's  o 
and  provincial  governments  quickly  get  th 
nancial  houses  in  order. 


26  BusinessWeek  /  February  11,  2002 


4- 


=^j l 


■V*  ;w         >        4  I 


•••»■ 


•m 


GODIVA  CHOCOLATE  will  make  her 
irt  skip  a  beat.   IF  SHE  WINS  THE   RING 

you  may   need  to  know  CPR. 

a  box  of  sumptuous  Godiva  chocolates  and  a  chance  to  win 
a  4.5-carat  HARRY  WINSTON  DIAMOND  SOLITAIRE 
or   one   of  fifty   one-carat    HARRY   WINSTON    DIAMOND 

PLACES,  your  Valentine's  Day  gift  is  sure  to  get  a  big  reaction. 
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Economic  Trends 


BY  GENE  KORETZ 

HOME,  SWEET 

NEST  EGG 

Housing  prices  offset  falling  stocks 

Remember  the  infamous  "negative 
wealth  effect"?  Just  as  soaring 
stock  prices  purportedly  induced  house- 
holds to  spend  wildly  and  stop  saving 
during  the  boom,  so  the  subsequent 
market  debacle  was  supposed  to  touch 
off  a  sharp  slowdown  in  consumption. 
It  never  happened.  Despite  the  onset 

REAL  ESTATE:  WHERE'S 
THE  RECESSION? 


'95 1  '97  '99 

A  PERCENT  CHANGE  YEAR  OVER  YEAR 
-RESALE  PRICES  OF  IDENTICAL  PROPERTIES 

Data:  Office  of  Federal  Housing  Enterprise  Oversight 

of  recession  and  a  $4.2  trillion  plunge  in 
consumers'  net  worth  in  recent  years, 
the  savings  rate  remains  low  and  con- 
sumer spending  has  stayed  remarkably 
buoyant.  The  wealth  effect,  it  seems, 
has  lost  its  punch. 

Or  has  it?  According  to  Mark  M.  Zan- 
di  of  Economy.com  Inc.,  wealth  shifts 
still  have  a  big  impact  on  consumption, 
but  the  rise  in  housing  values  seems  to 
have  largely  offset  the  decline  in  stock 
market  wealth.  Economist  Ian  Morris 
of  HSBC  Securities  Inc.  agrees,  noting 
that  home  resale  prices,  at  last  count, 
were  up  8.4%  year  over  year  (chart). 

Until  recently,  many  experts  doubted 
whether  shifts  in  housing  wealth  can 
affect  consumption  as  much  as  changes 
in  financial  wealth.  Homeowners  pre- 
sumably have  a  harder  time  estimating 
the  value  of  their  houses  than  their 
stock  portfolios.  And  many  may  not  re- 
gard their  homes  as  appropriate  for 
funding  current  spending. 

A  recent  National  Bureau  of  Eco- 
nomic Research  study  by  Karl  E.  Case, 
John  M.  Quigley,  and  Robert  J.  Shiller 
finds,  however,  that  the  wealth  effect 
of  real  estate  values  has  been  seriously 
underestimated.  Based  on  an  analysis 
of  annual  data  from  14  countries  and 
quarterly  data  from  a  panel  of  U.S. 
states,  the  results  suggest  that  the 


housing  market  appears  to  be  far  "more 
important  than  the  stock  market  in  in- 
fluencing consumption,"  both  in  the  U.  S. 
and  other  developed  nations. 

One  likely  reason  for  this  in  America 
is  the  concentration  of  stockholdings, 
with  10%  of  households  owning  more 
than  three-quarters  of  all  stocks.  By 
contrast,  more  than  two-thirds  of  U.  S. 
households  own  homes,  and  many  count 
them  as  their  largest  asset.  And  home- 
owners have  been  more  willing  to  tap 
into  the  rising  values  of  their  homes, 
as  mortgage  refinancing  and  home-equi- 
ty borrowing  have  become  easier  and 
more  popular. 

Much  of  the  credit  for  today's  buoy- 
ant housing  market,  of  course,  belongs 
to  Alan  Greenspan's  interest-rate  cuts. 
Now,  with  signs  that  rates  may  soon 
start  trending  higher,  a  key  question  is 
whether  housing  will  falter  in  the 
months  ahead.  Zandi  thinks  any  weak- 
ening will  be  limited.  Morris,  however, 
notes  that  strong  price  rises  could  turn 
into  a  bubble  whose  eventual  bursting 
would  undermine  the  recovery.  If  we're 
lucky,  he  says,  "home  prices  will  simply 
lose  some  steam  as  lagging  sectors  of 
the  economy  finally  kick  in." 


THE  TRUE  VALUE 
IN  VALUE  STOCKS 

How  to  find  the  real  performers 

Copious  research  has  established  that 
so-called  value  stocks,  which  have 
low  prices  relative  to  such  variables  as 
earnings  or  book  value,  tend  as  a  group 
to  consistently  outperform  both  the 
overall  market  and  glamour  stocks  with 
high  price  multiples. 

In  a  study  of  some  14,000  value 
stocks  (with  prices  running  around  40% 
of  book  value)  from  1976  to  1996,  Joseph 
D.  Piotroski,  an  accounting  professor  at 
the  University  of  Chicago's  Graduate 
School  of  Business,  found  that  this  su- 
perior performance  is  driven  by  just 
25%  or  so  of  his  sample.  More  than  half 
the  group  trailed  the  market,  accord- 
ing to  the  study,  which  appeared  in  a 
recent  issue  of  The  Journal  of  Ac- 
counting Research. 

Could  an  assiduous  investor  identify 
prospective  big  winners?  To  find  out,  Pi- 
otroski constructed  a  "financial  health" 
report  card  using  information  gleaned 
from  corporate  financial  reports.  He  re- 
ports that  value  companies  with  posi- 
tive grades  on  at  least  eight  of  nine 
variables  relating  to  their  financial  con- 
ditions— such  as  trends  in  earnings,  cash 


flow,  profit  margins,  and  asset 
over — tended  to  outperform  the 
by  13  percentage  points.  That 
the  period  studied,  portfolios  cor 
of  such  companies  (usually  about 
of  value  stocks)  yielded  one-year 
adjusted  returns  averaging  13.4' 

Piotroski  concludes  that  vail 
vestors  willing  to  pore  over  com 
financial  statements  could  reaj 
nice  rewards — particularly  in  the 
smaller  companies  that  are  thinly 
and  followed  by  few  analysts. 


HIGHER-UPS  Al 
GETTING  THE 

More  security  down  the  totei 

In  economic  downturns,  it's 
the  worst-paid  groups,  such 
less  educated  workers,  who  are  J 
lose  their  jobs.  And,  of  course,  t 
the  last  to  be  rehired  when  the 
turns  up.  In  the  current  recessio: 
ever,  Mgher-earning  groups  app 
have  suffered  at  least  as  much 
tive  terms  as  those  toward  the 
of  the  income  pole. 

For  example,  recent  Labor 
analysis  found  that  employment 
highest-earning  occupations — mai 
professionals,  and  technical  type 
by  about  half  a  million  between  t 
and  fourth  quarters  of  last  year, 
while,  jobs  in  the  bottom  third  o 
pations,  encompassing  lower-pai 
skilled  jobs,  declined  by  only  21 
Indeed,  economist  Howard  J.  V 
the  Federal  Reserve  Bank  of  St 
notes    that   the   unemployment 
among  college  grads — but  not 
less-educated  workers — is  now 
its  average  1994  level,  before  the 
started  (chart). 

In  sum,  thus  far  the  pain  of  los 
checks  appears  to  have  affectet 
wage  workers  less  ^^^^ 
and    higher-wage  VULNERABI 

folks  more  than  in       COLLEGE  GM 
past  recessions. 
And    with    signs  change  ih 
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economic  storm 
better  than  many 
observers  have 
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Quite  possibly  the  only  way 
to  make  your  Honda  cleaner. 


It's  true.  If  you  own  a  new  Honda,  a  few  suds  and  a  little  elbow  grease  are  just  about 
the  only  way  to  make  it  cleaner.  You  see,  Honda  believes  automobiles  can  coexist  with 
a  clean  environment.  Today,  every  new  Honda  and  Acura  sold  in  the  United  States  is  a 
Low-Emission  Vehicle  or  cleaner.  And  our  entire  line  of  vehicles  combined  is  above  and 
beyond  what  current  government  regulations  require.  So,  you  keep  the  car  you  drive 
clean,  and  well  help  do  the  same  for  the  air  you  breathe. 


The  power  of  dreams: 


*>  learn  more,  visit  our  Wfeb  site  at  honda.com.  or  write  to:  American  Honda  Corporate  Affairs  &  Communications.  MS  IOO-3C-2A.  1919  Torrance  Blvd..  Torrance.  CA  90501    ©2001  Honda  North  America.  Inc 
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i  Make  sure  that  on  the  ground  you  have  a  high-speed  email  connection.) 
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'ecause  that's  what  you'll  have  in  your  seat,  as  part  of  our  StudicP  entertainment,  communication  and 
information  system,  aboard  our  New  Business  Class.  As  well  as  an  in-seat  telephone  and  an  in-seat  power 
and  data  port.  Plus  there  are  two  tables  to  accommodate  all  your  work  and  a  privacy  screen  to  protect  your 
trade  secrets.  Where  on  earth  could  you  conduct  your  business  in  such  comfort? 

Now  you're  really  flying. 


All  elements  of  our  New  Business  Cla  .s  are  being  progressively  introduced  to  our  fleet. 
Photograph  indicative  of  New  Business  Class  product  on  our  Boeing  747-400  aircraft. 

www.cathay-usa.com 
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ARE    NOT    LOCATED    ON    THE     MOUNTAIN 


the  rarest  of  occasions  they  are  located  on  270  feet  of  the  most  Tdyllic 
iy  shoreline  that  Lake  Tahoe  has  to  offer.  New  beachfront  homes  like 
3  are  rarely  seen  at  Tahoe. 


palo  is  poised  to  become  the  most  sought-after  resort  real  estate  in 
i  America.  Given  the  unbeatable  beachfront  location  and  pricing,  we 
tipate  unprecedented  demand  for  these  new  homes. 

now  and  register  to  ensure  you're  among  the  first  to  receive  all  the 

and  an  exclusive  priority  preview  or  visit  our  Real  Estate  Discovery 

ter  in  Tahoe  Vista  (mile  marker  #8). 


Un  com  promised 
Beachfront  Luxury 


66.463.0162 


www.tonopalo.com 


A  deep  snow  base. 
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An  even  deeper  technology  base, 


You  probably  know  Utah  for  its  world-class  skiing.  But  equally  impressive  is  the  fact  that 
Utah  is  one  of  the  most  wired  states  in  the  nation.  In  fact.  Salt  Lake  City  ranks  as  the  nation's 
leader  in  Internet  backbone  capacity.  Plus,  it's  home  to  three  prominent  research  universities, 
thousands  of  rapidly  growing  tech  companies,  and  a  major  tech-savvy  workforce.  Little  wonder 
Utah  has  become  a  hot  spot  for  businesses  looking  to  grow  and  expand.  Just  ask  Intel, 
eBay  or  Micron.  To  discover  what  Utah  has  to  offer  your  business,  visit:  utah.gov/tech 
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Our  Fares  Won't 
Blow  Your  Budget. 

If  you're  serious  about  cutting  travel  expenses, 
Frontier.  Our  business  plan  is  to  keep  fares  low, 
especially  for  business  travelers  flying  on  short  notij 
And  while  you  buy  low,  you  still  fly  high  on  Frontie 

•  All  of  our  fares  are  one-way  to  assure  you  get  the 
lowest  round-trip  price 

•  Our  short-notice  fares  are  often  40-50%  lower  thai) 
the  major  airlines 

•  You  get  the  convenience  of  advance  seat  assignme 
and  electronic  ticketing 

•  And  you  can  earn  free  travel  fast  -  just  15,000 
miles  gets  you  a  free  ticket  in  Early  Returns™  our 
frequent  flyer  program 

And  You  Don't  Have 

To  Stay  Over  A  Saturdi 

Night  To  Get  Them. 

When  you  fly  with  us,  we  never  make  you  stai 
overnight  even  if  you  buy  our  lowest-priced  advance] 
purchase  tickets.  We  let  you  fly  home  whenever 
want  (even  the  same  day!).  That  means  you  can  pla 
business  trips  more  cost-effectively,  fly  when  you  n<| 
to  and  still  be  kind  to  your  bottom  line. 

Call  our  Corporate  Accounts  Desk  at  800-952- 
for  information  on  our  money-saving  Corporate  Trai 
Program  which  is  even  kinder  to  your  bottom  line, 
general  information  or  reservations,  contact  Frontier 

800432-1359 

www.frontierairlines.com 
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-  Frontier  Alrllnta  flights 
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Service  to  Ft.  Lauderdale,  New  Orleans,  Sacramento  and  San  Jose  starts  in  Fi| 

Service  also  provided  to  these  cities  through  code-share  with  Great  Lakes  A| 

Alamosa  •  Alliance  •  Amarillo  •  Casper  •  Chadron  •  Cheyenne  •  Cocj 
Cortez  •  Dickinson  •  Dodge  City  •  Farmington  •  Garden  City  •  Gillei 
Grand  Island  •  Hays  •  Kearney  •  Laramie  •  Uberal  •  McCook  •  Mo 
Norfolk  •  North  Platte  •  Page  •  Pierre  •  Pueblo  •  Riverton  •  Rock  Spri 
Santa  Fe  •  Scottsbluff  •  Sheridan  •  Telluride  •  Vernal  •  Williston  •  ' 
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\CE  AGAIN,  THIS  ECONOMY 

HOWS  AN  UNEXPECTED  RESILIENCE 

ivertheless,  a  shallow  recession  may  beget  a  shallow  recovery 


I .  S.  ECONOMY 


ISCONNECT  BETWEEN 
OTTORIES  AND  SALES 


The  Jan.  30  report  on  fourth- 
quarter  gross  domestic  prod- 
-with  its  unexpected  gain  in  output — highlighted  an 
'ing  fact  that  could  be  easily  missed:  how  quick- 
U.  S.  economy  has  moved  beyond  the  tragedies  of 
i, ember  11. 

i  unediately  after  the  attacks,  the  feeling  was  that 

-  —ses  would  have  to  build  up  inventories  as  a 

against  supply  disruptions:  Just-in-time  invento- 

..uagement  would  become  just-in-case.  And  con- 

rs  were  so  stunned  that  they  would  stop  spending. 

'  stead,  the  fourth-quarter  mix  of  shrinking  inven- 

ind  soaring  demand  shows  how  fundamentally 

i  d  the  economy  is  (chart).  That  view  is  supported 

I  le  latest  monthly  data  which  show  that  consumers 

!  ncreasingly  confident  about  the  economy's  future, 

housing  just  finished  its  best  year  ever.  Even  or- 

for  capital  goods  seem  to  have  turned  the  corner, 

daily  those  for  high-tech  gear.  Firm  demand  and 

need  to  rebuild  inventories  after  a  year  of  un- 

edented  liquidation  means  this  recession  is  over. 

According  to  the  Commerce 
Dept.'s  report,  real  GDP  edged 
up  at  a  0.2%  annual  rate  in 
the  fourth  quarter.  While  the 
gain  was  small  and  could  turn 
into  a  negative  when  Com- 
merce revises  the  GDP  data, 
economists   had   expected   a 
drop  in  the  neighborhood  of 
1%   following  the  1.3%  con- 
traction in  the  third  quarter. 
The   surprise   pop  in  GDP 
vth  suggests  that  when  the  National  Bureau  of 
nomic  Research  sits  down  a  few  months  from  now 
'  rmine  the  economy's  trough,  the  end  date  of  the 

Ion  may  well  be  this  past  December  or  January. 
.  gain  also  explains  why  the  Federal  Reserve  chose 
i  old  interest  rates  steady  at  its  Jan.  29-30  meeting, 
interestingly,  the  yearend  increase  raises  ques- 
J£  about  whether  the  economy  really  slipped  into  re- 
iion  in  2001  (page  32). 

I  HE  VERY  LEAST,  the  fourth-quarter  gain  means 
f  downturn  will  probably  turn  out  to  be  one  of  the 
t  superficial  slumps  in  the  postwar  era.  From  the 
quarter  of  2001  to  the  fourth  quarter,  the  peak-to- 
decline  in  real  gdp  was  a  tiny  0.3%,  vs.  the 
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THE  FUTURE  LOOKS 
MORE  ENCOURAGING 
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2.2%  average  for  all  postwar  downturns.  Only  the 
1969-1970  downturn,  when  output  slipped  just  0.1%, 
was  more  shallow. 

Bear  in  mind,  however,  that  shallow  recessions  beget 
mild  recoveries.  Although  inventory  growth  is  set  to 
turn  around,  businesses  and  consumers  are  adjusting  to 
the  new  realities  of  diminished  expectations,  compared 
with  the  high-flying  days  of  the  late  1990s.  In  particu- 
lar, many  service  industries,  such  as  advertising  and  fi- 
nancial services,  will  be  slow  to  get  back  up  to  speed. 
Companies  still  have  a  lot  of  excess  production  capaci- 
ty left  over  from  past  overinvestment.  And  households 
are  not  going  to  enjoy  the  same  boosts  from  stock 
prices  and  house  values  that  they  had  been. 

Economists  were  downbeat 
on  real  GDP  growth  because 
the  monthly  data  showed  that 
inventories  were  being  liqui- 
dated at  a  phenomenal  rate. 
And  in  fact,  inventories  fell  at 
a  record  $120-billion  pace  last 
quarter.  But  that  was  offset 
by  increased  spending  by  con- 
sumers, government,  and 
businesses.  Domestic  demand 
grew  at  a  2.5%  annual  rate 
last  quarter,  boosted  by  a  3.6%  surge  in  consumer 
spending,  as  shoppers  flocked  to  car  dealerships  after 
Detroit  introduced  its  generous  financing  deals. 

That  wasn't  supposed  to  happen.  Fear  of  terrorism  was 
expected  to  keep  shoppers  at  home.  But  consumers 
seemed  to  shrug  off  uncertainty.  That  was  especially 
clear  in  the  yearend  trend  in  home  sales.  Consumers 
showed  great  willingness  to  take  on  the  huge  financial 
commitment  of  paying  off  a  mortgage.  December  sales  of 
new  homes  rose  5.7%  to  an  annual  rate  of  946,000.  Sales 
of  new  houses  set  a  record  of  901,000  for  all  of  2001. 

THE  QUESTION  IS  WHETHER  consumers'  resilience 
will  continue  in  2002.  So  far,  the  data  are  encouraging. 
Weekly  surveys  show  that  retail  sales  are  rising  sharply 
from  their  December  level.  And  although  Detroit  scaled 
back  its  incentive  plans,  car  sales  are  reported  to  be 
holding  up  well  in  January. 

Even  so,  consumer  spending  is  unlikely  to  match  its 
fourth-quarter  surge.  At  the  very  least,  vehicle  sales  in 
the  first  quarter  will  likely  be  well  below  the  18.4  mil- 
lion annual  rate  for  the  fourth  quarter.  That  drag  will 


.'01 
.  INDEX  1985=100 

Da*a  Curinnci  BdbrI 


^ 


BusinessWeek  /  February  11.  2002  29 


Business  Outlook 


offset  gains  in  other  consumer  buying.  If  large  enough, 
the  drop  could  even  lead  to  a  decline  in  quarterly 
household  purchases  for  the  first  time  in  10  years. 

The  Fed,  however,  has  concluded  the  economy's 
prospects  have  picked  up.  That's  why  the  Fed  left  the 
federal  funds  rate  unchanged  at  1.75%  at  its  Jan.  29-30 
meeting.  In  its  statement,  it  said:  "Signs  that  weakness 
in  demand  is  abating  and  economic  activity  is  beginning 
to  firm  have  become  more  prevalent."  The  statement's 
upbeat  tone  paralleled  a  Jan.  24  speech  by  Fed  Chair- 
man Alan  Greenspan  in  which  he  clarified  his  hopes 
for  the  outlook.  With  the  recession's  demise,  this  Fed 
policy-easing  cycle  appears  to  be  over  as  well. 

EVEN  BEFORE  THE  GDP  DATA,  consumers  were  ex- 
pressing a  brighter  view  of  the  economy.  The  Confer- 
ence Board's  index  of  consumer  confidence  edged  up  in 
January  to  97.3,  from  94.6  in  December.  All  of  the  gain 
was  in  expectations  for  the  future.  That  index  jumped 
from  92.4  to  96.9,  the  highest  reading  since  Decem- 
ber, 2000  (chart,  page  29). 

Better  job  prospects  are  driving  sentiment.  In  Jan- 
uary, 18.8%  of  consumers  thought  jobs  will  be  more 
plentiful  in  the  next  six  months,  up  from  16.5%  in  De- 
cember. The  recent  trend  in  jobless  claims  supports 
that  view.  Filings  for  jobless  benefits  spiked  after  the 
September  11  attacks  but  are  now  down  sharply. 

Surprisingly,  though,  consumers  aren't  the  only  ones 
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feeling  better  about  the  economy.  Business  execu 
are  showing  their  confidence  through  their  spe 
plans.  Durable  goods  orders  rose  by  a  better-tha 
pected  2%  in  December,  and  new  orders  for  nti 
fense  capital  goods — a  proxy  for  business  sentim 
increased  1.3%,  their  third  consecutive  advance 

Demand  was  particularly 
strong  for  computers  and  re- 
lated electronics.  The  gdp  re- 
port showed  that  outlays  for 
information  processing  equip- 
ment posted  the  first  increase 
in  a  year,  and  looking  ahead, 
new  bookings  for  high-tech 
gear  grew  at  an  annual  rate  of 
20.1%  in  the  fourth  quarter, 
the  first  increase  in  VA  years 
(chart).  A  steady  increase  for 
computer  demand  suggests  the  tech  meltdown 
coming  less  of  a  drag  on  the  economy.  And  make; 
computers,  semiconductors,  and  peripherals  may 
be  gearing  up  production  plans. 

That's  far  different  from  what  most  economis 
pected  only  a  few  months  ago.  Indeed,  the  behavi 
businesses  and  consumers  is  once  again  a  testarm 
the  new  flexibility  of  the  U.  S.  economy,  a  characte 
that  it  has  shown  many  times  in  the  face  of  adve: 
during  the  past  decade. 
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ELECTION-YEAR  POLITICS  COULD  SLOW  PROGRESS 


On  Jan.  15,  2002,  Brazil  began 
its  fourth  year  with  a  free- 
floating  currency.  The  move,  cou- 
pled with  the  government's  infla- 
tion targeting  system,  has  been  a 
clear  success.  Indeed,  the  econo- 
my's flexibility  helped 
it  to  weather  a  bar- 
rage of  challenges  in 
2001.  Still,  the  country 
faces  significant  risks. 

Even  amid  global 
weakness,  the  Septem- 
ber 11  terrorist  at- 
tacks on  the  U.S.,  Ar- 
gentina's meltdown, 
and  an  energy  crisis 
that  caused  power  ra- 
tioning, Brazil's  economy  appears 
to  have  grown  about  2%  in  2001 
with  7.7%  inflation.  Moreover, 
Brazil  posted  a  trade  surplus,  the 
first  since  1994,  and  toward  the 
end  of  the  year,  the  currency  ral- 
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lied  strongly,  although  it  has  relin- 
quished some  of  those  gains  in  re- 
cent weeks. 

The  economy  begins  2002  with 
two  key — but  possibly  opposing — 
goals:  continued  trade  improve- 
ment, which  will  re- 
quire restraint  in 
domestic  spending, 
and  political  stability 
in  a  presidential  elec- 
tion year.  Trade  gains 
will  have  to  continue 
in  order  for  Brazil  to 
cut  its  dependency  on 
scarcer  foreign  capi- 
tal. And  the  govern- 
ment must  avoid  eas- 
ing fiscal  policy  ahead  of  the 
elections,  while  promoting  a 
smooth  transition  of  power. 

Given  recent  signs  that  the 
U.  S.  economy  is  set  to  lead  a 
global  pickup,  Brazil's  growth  out- 


look is  improving.  But  gains  ma 
be  halting  in  the  first  half.  The  I 
central  bank  will  not  be  quick  t| 
lower  interest  rates,  currently  I 
19%,  because  of  badly  missing  i| 
4%  inflation  target  for  2001. 
goal  for  2002  is  3.5%. 

As  a  result,  consumer  and  bul 
ness  demand  is  soft.  Consumer  [ 
confidence  rebounded  in  Januarl 
but  employment  is  not  impro\ 
and  inflation  is  cutting  into  pur| 
chasing  power.  December  ret 
sales  and  industrial  production 
looked  tepid,  and  capacity  util 
tion  is  the  lowest  in  two  years,! 
suggesting  little  incentive  to  lif  j 
capital  spending. 

Economists  expect  inflation  tl 
decline,  allowing  the  central  baj 
to  trim  rates  and  bolster  gro\ 
But  the  October  elections  will 
crucial.  Lower  rates  and  a  stab| 
currency  could  lie  in  the  balanc 
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'    Wouldn't  it  be  better  if 
the  network  moved  with  you? 


ite  areas  Moving  objects        Ground  networks 


Someday  satellites  will  cover  the  globe  so 
thoroughly  that  there  will  always  be  one 
right  where  you  need  it.  Which  means  that 
super-fast  wireless  broadband  connections 
will  always  be  at  your  disposal.  No  more 
anemic  connections,  no  more  out-of-service 
areas. 


With  our  encyclopedic  knowledge  of  IT 
space  infrastructure— from  diverse  satellites 
to  the  many  technologies  that  support  them 
on  the  ground— we're  bringing  together  a 
network  that  works  for  you. 

IT  integration  is  making  things  better  all  over. 
www.mitsubishielectric.com/IT 
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News:  Analysis  &  Commentary 


WHAT 
RECESSION? 


The  fast-changing 
economy  is  more 
robust  than  many 
expected 

Can  it  be  true?  The  economy 
actually  grew  0.2%  in  the  final 
quarter  of  2001.  That  means 
the  recession  that  officially  be- 
gan in  March  still  hasn't  pro- 
duced two  quarterly  declines 
in  real  gross  domestic  product.  So  is  it  a 
recession  or  isn't  it?  And  what  does  this 
surprising  report  mean  for  the  outlook? 
Preliminary  GDP  data  are  always  sub- 
ject to  revision,  but  details  of  the  Com- 
merce Dept.'s  Jan.  30  report  make  two 
key  points  that  are  unlikely  to  be  re- 
vised away.  First,  if  the  U.S.  was  in 
recession,  it's  probably  over  and  a  grad- 
ual recovery  has  already  begun.  Sec- 
ond, the  National  Bureau  of  Economic 
Research  (nber)  may  need  to  rethink 
its  methodology  for  determining  reces- 
sions and  recoveries.  Those  guidelines 
haven't  kept  up  with  a  rapidly  changing 
economy  where  productivity  creates  the 
bulk  of  output  gains  and  services  make 
up  the  lion's  share  of  GDP. 

Another  inescapable  conclusion  from 
the  report:  overall  demand  in  the  U.S. 
remains  amazingly  resilient,  even  after 
September  11  (page  29). 
Consumer  spending  last 
quarter,  lifted  by  a  surge 
in  car  sales,  rose  at  a 
5.4%  annual  rate — a  re- 
markable showing,  reces- 
sion or  not.  And  the 
strength  continues  in 
2002.  "Everything  is  in 
place  for  a  pickup  in  the 
economy,"  says  retail  an- 
alyst Linda  T.  Kristiansen 
at    ubs    Warburg,    who 


thinks  sales  will  improve  into  the  fall. 
Many  businesses  also  appear  to  be  tak- 
ing a  second  look  at  capital-spending 
plans.  Outlays  for  high-tech  equipment 
rose  last  quarter  for  the  first  time  in  a 
year,  and  orders  for  computer  equip- 
ment jumped  at  a  20%  annual  rate.  The 
war  against  terrorism  also  temporarily 
boosted  government  outlays  at  all  levels. 
That  will  continue,  albeit  more  slowly. 

The  big  plus  for  the  economy  is  that 
all  this  extra  spending  generated  a 
record  drawdown  of  inventories.  Busi- 
nesses liquidated  their  stockpiles  at 
an  annual  rate  of  $120  billion  last    ^tf 
quarter,  as  great  as  the  pace  of 
the  first  three  quarters  of  2001 
put  together.  That  left  store  shelves 
and  dealers'  lots  so  bare  that  businesses 
will  have  little  choice  but  to  ramp  up 
their  output  this  quarter.  Auto  makers 
are  "coming  around  to  the  conclusion 
that  'hey,  sales  are  better  than  we  ex- 
pected— inventories  are  too  low,  let's  in- 
crease our  [production]  schedules  a  bit,'" 
says  auto  analyst  David  Healy  at  Burn- 
ham  Securities  Inc.  As  a  result,  most 
economists  are  scrambling  to  put  a  plus 
sign  on  their  first-quarter  GDP  forecasts. 

Forecasters  at  the  Federal  Reserve 
are  expecting  real  GDP  to  grow  1%  to 
2%  this  quarter.  The  Fed  left  interest 
rates  unchanged  at  its  Jan.  30  policy 
meeting  and  hinted  that  this  cycle  of 
policy  easing  is  now  finished.  The  Fed's 
statement  implies  that  policymakers  be- 
lieve the  worst  is  over  and  that  long-run 
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CHANGE  IN  REAL  GDP 
FROM  PEAK  TO  TROUGH 


A  QUARTERLY  PERCENT  CHANGE 
AT  ANNUAL  RATE 


A  PERCENT  CHANGE 
Data:  Commerce  Dept. 


prospects  for  productivity  growtj 
main  favorable.  Indeed,  the 
suggest  that  productivity  incres 
3%  or  so  annual  rate  in  the  fourth 
ter,  a  stunning  performance  dur| 
recession. 

So  much  for  the  good  news.  Th  I 
news  is  that  the  fourth-quarter  st 
raises  some  fundamental  questic 
whether  the  U.S.  is  determir 
business  cycle  correctly.  True,  the 
omy  was  hurting  in  2001.  More  f 
million  people  have  lost  their , 
March,  and  manufacturing  saw  its   i 
slump  since  the  Depression.  But 
appears  the  nber's  Business  Cyc 
ing  Committee — the  academics 
clare  the  cycle's  peaks  and  troujl 
■■■■■■■   was     too     arbitral"! 
saying  the  economy] 
recession  in  March. 
That's  no  small 
lem.  An  official  de 
tion  of  a  recessic 
have  unintended  c| 
quences.  Indeed,  l| 
dent  Bush  made  a 
of  referring  to  the  i| 
sion  when  he  pushej 
his  stimulus  plan  d[ 
his  State  of  the  1 


I     IV 
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we've  made  a  mistake,"  says  commit- 
tee member  Jeffrey  A.  Frankel  of  Har- 
vard University. 

Yet  the  nber's  reliance  on  job  data 
misses  the  fact  that  U.S.  business  ac- 
tivity is  shaped  by  two  new  powerful 
trends:  the  push  to  boost  output  by  lift- 
ing productivity  and  a  greater  use  of 
temporary  workers  to  adjust  to  swings  in 
demand.  The  combination  means  that  as 
demand  growth  fluctuates,  payrolls  will 
experience  wider  swings  than  in  the  past. 
Right  now  economists  expect  first-half 
real  GDP  to  grow  by  2%,  for  example, 
which  means  the  labor  markets  will  be 
weak  until  late  summer.  If  job  growth  is 
the  yardstick,  this  recession  could  be  the 
longest  in  the  postwar  era.  Indeed,  com- 
mittee member  Ben  S.  Bernanke  of 
Princeton  University  agrees  that  if  pro- 
ductivity is  strong,  output  could  rise  even 
while  employment  falls.  "The  question 
would  be:  Is  that  a  recession?"  he  says. 
Labor's  new  flexibility  has  caused  a 
disconnect  between  job  growth  and  con- 
sumer demand.  Companies  can  quickly 
lay  off  temps  when  demand  slows.  But 
these  same  businesses  can  give  real 
raises  to  their  remaining  workers  com- 
mensurate with  faster  productivity. 
This  divergence  was  evident 
^   in  2001.  Unemployment  has 
:   risen  by  about  two  percent- 
age points  in  the  past  year, 
but  real  wages  are  growing  at  the 


CHANGE  Two  powerful  new  trends  are  shaping  U.S.  business:  The 
h  to  boost  productivity  and  greater  reliance  on  temp  workers 


With  the  recovery  already  under 
he  government  risks  overstimu- 
the  economy.  Worse,  companies 
delay  ordering  if  they  think  the 
ny  is  in  the  tank.  The  danger  is 
x>r  business  decisions  will  be  made 
figs  in  economic  activity  are  over- 
Ultimately,  those  mistakes  could 
apon  themselves  and  cause  a  mild 
to  spiral  into  a  severe  downturn, 
high  stakes  of  declaring  a  re- 
i  is  why  economists  are  careful  to 
y  a  strict  definition  that  does  not 
!  gdp.  A  recession,  they  say,  is  a 
leant  decline  in  activity  spread 
the  economy,  lasting  more  than  a 
onths,  visible  in  industrial  pro- 
n,  employment,  real  income,  and 
sale-retail  trade."  By  that  metric, 
:onomy  may  not  have  weakened 
ly  or  broadly  enough  to  qualify, 
was  clear  prior  to  the  Septem- 
attacks,  a  point  that  the  nber 
has  admitted.  And  now,  the  GDP 
raises  questions  about  the  depth 


of  the  weakness  after  September  11. 

So  why  did  the  nber  go  all  the  way 
back  to  March  to  mark  the  recession's 
start?  That's  when  payrolls  peaked.  The 
nber's  other  three  measures  of  eco- 
nomic activity  don't  support  a  March 
start  date.  Industrial  production  has 
been  falling  since  October,  2000.  Except 
for  an  attack-related  drop  in  Septem- 
ber, business  sales  have  been  about  flat 
since  late  2000.  And  real  incomes  are 
still  growing  solidly. 

When  all  that  data  is  blended  to- 
gether— as  it  is  in  the  index  of  coinci- 
dent indicators,  which  tracks  the  econo- 
my's current  performance — they  suggest 
the  economy  held  its  own  until  August. 
That's  when  the  index  began  a  four- 
month  drop  that  was  exacerbated  by 
the  September  11  attacks.  The  coinci- 
dent index  suggests  the  recession  didn't 
start  until  the  third  quarter.  Neverthe- 
less, the  NBER  committee  remains  com- 
fortable with  its  decision.  "Nothing 
that's  happened  would  cause  us  to  think 


fastest  pace  since  the  1960s.  The  high- 
productivity  lift  to  wages  explains  why 
demand  has  stayed  strong  even  in  a 
slack  labor  market. 

The  nber  would  benefit  enormously 
from  higher-quality  data  that  better  re- 
flect the  New  Economy.  But  until  that 
happens,  at  a  minimum  the  nber  should 
recognize  the  structural  shift  in  the  la- 
bor markets  by  giving  more  weight  to 
the  real-income  numbers.  It  ought  to 
deemphasize  U.S.  factory  data  further. 
Manufacturing  is  only  16%  of  the  econ- 
omy. With  global  producers  satisfying 
a  greater  share  of  U.  S.  demand,  indus- 
trial production  is  too  narrow  a  gauge 
for  the  overall  economy's  health. 

Despite  the  questions  raised  about 
the  recession,  the  fourth-quarter  GDP 
report  was  excellent  news.  Even  better, 
growth  is  likely  to  remain  in  positive 
territory  for  all  of  2002. 

By  James  C.  Cooper  and  Kathleen 
Madigan  in  New  York,  with  Rich  Miller 
in  Washington  and  bureau  reports 
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News:  Analysis  &  Commentary 


COMMENTARY 


By  Lee  V  alczak  and  lichard  S.  Dunham 

CAN  THE  DEMOCRATS  PROFIT 
FROM  THE  RETURN  OF  DEFICITS? 


Once  upon  a  time,  Republicans 
were  the  dour  guardians  of  bud- 
get discipline.  Democrats  rooted 
blissfully  at  the  federal  trough  while 
they  hummed  Happy  Days  Are  Here 
Again.  But  where  are  those  happy 
profligates  of  yesteryear?  Intent  on 
indicting  Bushonomics  for  the  return 
of  budget  deficits,  they're  marching 
toward  Election  '02 
as  staid  and  sober 
as  a  pack  of  actuar- 
ies. The  party's  new 
theme:  Stormy 
Weather. 

That  will  be  a 
tough  stance  to 
maintain  in  light  of 
the  latest  gross  do- 
mestic product  re- 
port, which  shows 
that  the  economy 
has  shaken  off  the 
slump.  Indeed,  in 
his  Jan.  29  State  of 
the  Union  address, 
President  Bush  de- 
scribed the  return 
of  the  red  ink  as  a 
"small  and  short- 
term"  problem.  Democrats  gave  him 
a  respectful  hearing,  as  befits  a 
leader  boasting  an  84%  approval  rat- 
ing. But  the  gloves  will  come  off  on 
Feb.  4  when  the  White  House  un- 
veils a  2003  budget  with  a  $100  bil- 
lion shortfall. 

To  Democrats,  the  return  of 
deficits  a  year  after  the  Congression- 
al Budget  Office  forecast  a  $5.6  tril- 
lion surplus  over  the  decade  serves 
as  proof  of  Bush's  fiscal  failure — and 
recovery  or  not,  it  will  frame  the 
party's  assault  in  November.  "Repub- 
licans created  a  fiscal  mess  and  are 
endangering  long-term  growth,"  says 
Democratic  pollster  Stanley  B. 
Greenberg. 

The  Dems'  complex  argument  goes 
something  like  this:  While  the  GOP 
claims  the  deficit  is  cyclical  and  will 
vanish  when  strong  growth  resumes, 
Democrats  hint  that  the  U.  S.  may  be 
facing  structural  deficits.  The  cause? 
Bush's  big  tax  cut,  which  could  end 
up  costing  $2  trillion  if  it  becomes 


permanent  and  interest  costs  are 
added  in.  The  current  cbo  surplus 
projection  for  the  period:  $1.6  trillion. 

The  President  believes  that  trims 
in  marginal  tax  rates  are  growth  en- 
hancers, and  with  unemployment 
likely  to  rise  for  many  months,  he 
still  thinks  stimulus  is  needed.  So  he 
continues  to  back  plans  for  a  $100 


situation."  But  Rubin  concedes 
mocrats  are  having  trouble  malar 
this  argument.  "It  is  very,  very 
hard"  to  explain,  he  laments. 

While  Democrats  radiate  Monc 
style  pessimism,  Republicans  are  I 
models  of  Reaganesque  optimism! 
"In  past  recessions,  deficits  rang*] 
from  2%  to  4%  of  gross  domestic  [ 
product,"  chirps  Budget  Director  I 
Mitch  Daniels.  "This  time,  it's  w« 
under  1%.  The  ink  is  red,  but  ju.-j 
barely."  Besides,  add  conservativ- 
economists,  small  deficits  are  mesj 
ingless.  Says  Dan  Mitchell,  an  anj 
lyst  at  the  Heritage  Foundation: 
a  $10  trillion  economy,  blips  in 
deficits  or  government  spending 
insignificant." 

According  to  American  Enter 
Institute  economist  John  H.  Ms 
Republicans  now  see  deficits  as 
product  of  the  need  to  run  a  mor 
stimulative  policy  during  a  slumr 
"In  the  '90s,  there  was  this  notioj 
that  low  deficits  equal  high  grow, 
he  says.  "Now  we  see  that  gover 
ment  needs  to  run  more  like  a  cc 
ration,  issuing  debt  during  a  dow 
turn."  To  Makin,  the  turnabout  is 
stark:  "Democrats  are  turning  inij 
old-fogie  Republicans,  warning  al| 
deficits  and  anemic  growth." 

Fogies  or  not,  the  Dems  still  hi 


PLAN  OF  ATTACK 

When  Bush  unveil* 
2003  budget  with  a  $100  billion  shortfall, 
the  Dems  will  come  out  swinging 

GEORGE  W.  BUSH  DELIVERING  HIS  FIRST  STATE  OF  THE  UNION  ADDRESS 


billion  jolt.  But  as  pols  sense  the 
slowdown  may  be  over,  odds  for  a 
big  package  fade. 

Even  if  tax  revenues  rebound  next 
year,  Dems  fear  that  Bush's  tax-rate 
cuts  will  not  be  a  supply-side  growth 
elixir.  Instead,  the  specter  of  shrink- 
ing surpluses  could  push  up  interest 
rates  and  crimp  economic  growth. 
And  in  an  ensuing  crunch,  they  fret, 
tax  cuts  could  crowd  out  spending  on 
schools,  health  care  and  the  like. 
"Market  rates  didn't  come  down  at 
all  last  year  despite  11  Federal  Re- 
serve rate  cuts,"  says  former  Clinton 
Treasury  Secretary  Robert  E.  Rubin, 
now  chairman  of  the  executive  com- 
mittee at  Citigroup.  One  reason:  "The 
deterioration  in  our  [long-term]  fiscal 


to  make  deficits  scary.  A  Jan.  17-1 
ABC  News.com  poll  found  that  by| 
52%  to  32%,  Americans  would  dt 
tax  cuts  to  keep  the  budget  in  bt| 
ance.  But  overall,  Bush,  with  his 
ger  megaphone  and  some  econor 
stats  going  his  way,  seems  to  be 
winning  this  debate.  In  a  Jan.  241 
Gallup  Poll,  voters  favored  his  eel 
nomic  stewardship  over  the  Demj 
rats'  by  55%  to  36%. 

The  bottom  line  for  Democrat 
that  they  may  need  a  bout  of  ecc 
nomic  malaise  to  get  traction  on 
fiscal  mismanagement  issue.  But 
recovery  signs  blossoming,  the  pel 
tents  for  a  campaign  built  arounc| 
pessimism  don't  look  bright. 

With  Rich  Miller  in  Washinl 
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COMMENTARY 

By  Nanette  Byrnes 


PAYING  FOR  THE  SINS  OF  ENRON 


I  f  there  was  any  question  that  ac- 
counting malfeasance  is  at  the  top 
il  of  the  national  agenda,  it  was  set- 
jd  on  Jan.  29.  That's  when  Presi- 
■nt  George  W.  Bush  strayed  from 
e  usual  litany  of  Medicare-funding 
id  defense-budget  demands  to  ap- 
i]  for  accounting  reform.  That's 
,/ht,  accounting  reform.  Questions 
>out  the  quality  of  audited  numbers 
ive  grown  so  pervasive  so  quickly 
at  they  now  merit  prominent 
tacement  in  the  State  of  the  Union 
Idress. 

r  It's  a  remarkable  about-face  from 
e  not-so-distant  carefree  days  of 
enry  Blodget,  momentum  investing, 
)d  the  impassioned  defense  of  pro- 
rma  earnings  calculated  at  manage- 
ment whim.  In  those  heady  times,  in- 
bstors  were  willing  to  believe  even 
\e  most  farfetched  valuations. 
1  Then  came  Enron  Corp.  The  col- 
pse  of  the  New  Economy  highflier 
ided  the  blind  optimism  that  had 
.jaked  with  the  dot-com 
1aze.  Today,  there's  a 
•w  sobriety  on  Wall 
reet — and  a  new  era 
which  earnings  and 
Uuations  will  be  lower 
id  momentum  may  lead 
reform.  Today's  hot 
ock?  Not  tech  giant 
isco  Systems  Inc., 
hich  at  19  a  share  is 
ss  than  half  its  52- 
eek  high,  but  steel- 
aker  Nucor  Corp., 
hich  is  topping  its 
larts  at  57  a  share. 
In  a  180-degree 
«rn,  Wall  Street  has 
icome  as  harsh  a 

33idge  as  it  was  once 
nient.  As  Enron  im- 

4oded,  investors  real- 
ed  they  had  never 
?ally  understood 
3W  the  company 
•ade  its  money, 
ince  then,  they  have 

t.ben  exacting  swift 

jengeance,  hammer- 

ig  any  company 

:  jearing  the  slightest 

fhiff  of  financial  chi- 

fLnery.  "It's  the  re- 
ree  of  the  old 
nk  crisis,"  says 


Patrick  S.  McGurn,  vice-president  of 
Institutional  Shareholder  Services. 
"It's  not  a  run  on  the  bank.  It's  a  run 
out  of  stocks." 

And  it's  not  just  the  outliers  that 
are  suffering.  Blue 
chips  are  also  getting 
a  shellacking  for  prac- 
tices that  a  year  ago 
would  have  been 
greeted  with  yawns. 
Among  the  companies 
that  have  succumbed 
to  Enronitis:  Tyco, 
Cendant,  aol  Time 
Warner,  even  Disney. 

Pipeline  owner 
Williams  Cos.  fell  22% 
Jan.  29  after  announc- 
ing  a  delay  of  its 
fourth-quarter  earn- 
ings pending  the  review  of  $2.4  bil- 
lion related  to  an  April  spin-off.  PNC 
Financial  Services 
Group  Inc.  shares  fell 
9%  the  same  day  af- 
ter divulging  that 
federal  regulators 
sought  changes  in  its 
accounting  for  off- 
balance  sheet  vehi- 
cles. Cendant  Corp. 
dropped  10%  on  Jan. 
29  on  rumors  that  a 
newspaper  article 
critical  of  its  ac- 
counting was  in  the 
works.  "This  is  the 
biggest  crisis  in- 
vestors have  had 
since  1929,"  says 
watchdog  Howard 
M.  Schilit,  who  is 
seeing  new  demand 
for  the  research 
done  by  his  Cen- 


ENRONITIS 

Investors  flee  as  fears  of 
accounting  woes  spread 
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ter  for  Financial 


Research  &  Analysis.  "Investors 
don't  know  who  they  can  trust." 
Among  the  hardest  hit  are  the 
conglomerates,  once  beloved  by  Wall 
Street  for  their  fast  and  steady 

growth.  Just  this  year, 
some  $50  billion  of 
Tyco  International 
Ltd.'s  market  value 
has  evaporated  after 
™™DEaE}/2*:1'™2.     investors  panicked 

over  the  company's 
less-than-crystal-clear 
financials.  Even  the 
master  conglomera- 
teur,  General  Electric 
Co.,  has  not  been  able 
to  avoid  a  stock  de- 
cline this  week.  While 
investors  love  ge's 
steady  results,  they're 
getting  cold  feet  over  its  opaque  fi- 
nancials. "People  have  become  fearful 
of  complex  accounting,"  says  Matt 
Greenberg  of  Iridian  Asset  Manage- 
ment LLC,  a  Tyco  shareholder. 

That  has  led  to  a  new  sport  on 
Wall  Street:  ferreting  out  the  next 
Enron.  McGurn  of  iss  notes  that  Wall 
Street  analysts  looking  to  make  a 
name  for  themselves  are  now  hunting 
for  the  next  big  blowup,  not  the  next 
hot  stock.  Robert  Uek,  a  portfolio 
manger  at  John  Hancock  Funds  and  a 
former  certified  public  accountant, 
says  he  and  his  staff  are  combing 
through  the  financials  of  every  stock 
they  own.  And  led  by  big  union  funds, 
investors  are  planning  36  proxy  initia- 
tives at  companies  such  as  Walt  Dis- 
ney Co.  proposing  that  auditors  be 
barred  from  consulting. 

When  will  it  all  end?  Probably  no 
time  soon,  tiaa  cref  retirement 
fund  Chairman  John  H.  Biggs  says 
that  investors  should  expect  far  low- 
er earnings  this  year  as  internal  and 
external  auditors 
scrub  down  the  num- 
bers. "Confidence  has 
been  shaken,"  says 
Gerald  I.  White  of  in- 
stitutional investor 
Grace  &  White  Inc. 
"And  it's  a  lot  bigger  than  Andersen 
and  Enron." 

Byrnes,  who  was  assisted  by  bu- 
reau reports,  covers  accounting  from 
New  York. 
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"This  is  the  biggest  crisis 
investors  have  had  since 
1929.  They  don't  know 
who  they  can  trust" 
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MORE  THAN 
JUST  A  BAD 
PATCH  AT  GAP 

Rising  debt  and  a  falling 
credit  rating  are  taking  a  toll 

For  the  past  couple  of  years,  critics 
have  lambasted  Gap  Inc.  for  its 
lousy  fashion  sense.  But  the  naysay- 
ers  may  soon  have  something  else  to 
focus  on:  a  balance  sheet  that's  becoming 
increasingly  threadbare. 

The  next  two  quarters  will  be  critical 
for  Gap.  While  no  one  yet  expects  the 
San  Francisco-based  specialty  chain  to 
file  for  Chapter  11  bankruptcy,  as  Kmart 
Corp.  just  did,  there  are  enough  red 
flags  popping  up — credit  downgrades, 
increasing  debt,  and  upcoming  talks  with 
nervous  bankers — to  heighten  uncer- 
tainty about  Gap's  future.  Says  Conor  D. 
Reilly,  a  bankruptcy  partner  at  Gibson, 
Dunn  &  Crutcher:  "If  you  asked  every- 
body who  follows  retail  to  name  five 
companies  that  could  have  serious  prob- 
lems in  the  next  six  months,  I'd  be 
shocked  if  Gap  wasn't  on  the  list." 

ceo  Millard  Drexler  has  long  ex- 
pressed confidence  that  Gap  will  get 
back  on  the  right  merchandising  track, 
which  would  do  much  to  ease  its  finan- 
cial ills.  But  Gap's  holiday  selling  season 
was  disastrous:  Sales  at  stores  open  at 
least  a  year  fell  11%  in  December  com- 
pared with  a  year  ago — when  the  chain's 
stores  posted  a  6%  drop.  Indeed,  Gap 
has  been  posting  declines  every  month 
since  April,  2000.  Meanwhile,  an  ambi- 
tious expansion  plan  and  long-term  store 
leases  had  made  it  hard  to  cut  costs. 
The  result:  Analysts  project  a  fiscal  2001 


net  loss  of  $22  million  on  $14  billion  in 
sales,  versus  $877  million  in  profits  last 
year  on  sales  of  $13.6  billion.  That  dismal 
performance  has  sent  Gap's  stock,  which 
fell  57%  in  the  past  year,  reeling. 

To  add  to  the  gloom,  Gap's  long-term 
debt  has  ballooned  from  $780  million  to 
$2  billion  in  the  past  year.  Much  of  that 
was  for  new  stores,  but  a  big  chunk — 
$700  million — was  to  refinance  commer- 
cial paper.  Gap's  commercial  paper  was 
later  downgraded,  effectively  shutting 
it  out  of  that  market.  In  the  first  three 
quarters  of  fiscal  2001,  interest  costs 
rose  60%,  year-to-year,  to  $77  million. 
Like  most  retailers,  Gap  also  carries 
off-balance  sheet  lease  obligations.  They 
total  $5.5  billion  through  2025.  On  Jan. 
14,  Moody's  Investors  Service  down- 
graded Gap's  long- 
term  debt,  to  just 
above  junk  status. 

That  poor  credit 
rating  will  make  it 
tough  to  renegotiate 
a  $1.3  billion  bank 
credit  line  that  ma 
tures  in  June. 
Without  access 
to  commercial 
paper,  that 
credit  line  is 
crucial,  but 
the  bankers 
will  be  wary. 
"Now  that  Kmart  has 
filed  for  Chapter  11,  our  con- 
cern is  about  the  appetite  that  banks 
have  to  provide  retailers  in  general  with 
large  credit  facilities,"  says  Moody's  an- 
alyst Elaine  E.  Francolino. 

Other  measures  of  Gap's  creditworth- 
iness have  also  deteriorated.  Its  ratio 
of  EBITDA  (earnings  before  interest,  tax- 
es, depreciation,  and  amortization)  to 
interest  payments,  a  measure  of  how 
easily  a  company  can  cover  those  pay- 
ments, was  5.4  last  November — down 
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GAP'S  LOSING  STREAK 


from  8.3  a  year   MORE  STORES 
earlier.  Gap  has   R  t 

$800    million    in  ^ 

cash  on  hand,  but  has  become  a 

as  of  the  end  of  sore  point 
the  third  quarter 
it  wasn't  generating  enough  cash 
nance  operations  and  pare  debt 
Treasurer  Sabrina  Simmons  say 
free  cash  flow  in  the  fourth  quart 
be  positive,  partly  because  Gap  i 
ting  back  on  store  openings. 

Gap's  expansion  is  a  sore  spot  < 
credit  analysts.  Over  the  past  few 
Gap  added  square  footage  at  a  r 
13%  to  31%  a  year  and  is  piling 
additional  5%  this  year.  "Who  ir 
right  mind  would  have  expand* 
the  Gap  in  the  face  of  such  terril 
suits?"  asks  H 
Davidowitz,  cha 
of  retail    cons 
firm    Davidowi 
Associates   Inc 
Gap  may  be  c 
around.  It  says 
signed  no  new 
beyond  2002. 

So  what's  the 
case    scenario? 
bankers,  inch 
Fleet  National 
and    Wells    F 
(which  either 
return  calls  or  declined  to  comii 
will  refinance  its  facility,  but  with 
interest  rates  or  covenant  restri 
that  could  include  securing  the  lin 
inventory.  "They'll  have  to  give  up 
thing,"  says  Gerald  Hirschberg,  ai 
lyst  at  Standard  &  Poor's.  Simmo 
knowledges  that  terms  for  new 
credit  will  likely  be  harsher. 

And  as  for  the  worst  case? 
that's  something  Gap  doesn't  w; 
even  think  about. 

By  Louise  Lee  in  San  Mateo 
Nanette  Byrnes  in  New  York 
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can  send  paper  documents  anywhere,  in  any  form,  at  anytime,  right  over  your  network  or  the  internet, 
jtantaneously.  Simply  scan  a  document  into  the  imageRUNNER  5000,  and  you  can  send  it  to  any  desktop, 
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INVESTIGATIONS 


JEFF  SHILLING: 
ENRON'S  MISSING  MAN 

The  CEO  who  created  its  in-your-face  culture  has  been  largely  absent  from  the  inquii 


Former  Enron  ceo  Jeffrey  K. 
Skilling  was  never  known  for  his 
subtlety.  Just  ask  Joe  Barton.  A 
Republican  congressman  from 
Texas,  Barton  has  long  been  friendly  to 
energy  companies.  And  as  head  of  the 
House  energy  and  air  quality  subcom- 
mittee, he  was  in  perfect  position  last 
year  to  help  Enron  Corp.  in  its  quest  to 
open  state  electricity  markets  to  com- 
petition. But  when  Barton  struck  a  deal 
that  he  thought  was  fair,  allowing  states 
to  set  their  own  timetable  without 
threatening  federal  preemption,  he  soon 
found  that  Enron — which  donated 
$28,909  to  Barton  since  1989— had  some- 
thing else  in  mind. 

Accompanied  by  Enron  lobbyists, 
Skilling  demanded  to  know  why  Bar- 
ton had  not  insisted  on  a  fixed  date  for 
states  to  deregulate.  "He  didn't  like  that 
and  proceeded  to  tell  me  how  I  should 
run  my  subcommittee,"  Barton  recalls. 
"I  told  him  he  could  run  his  company 
the  way  he  wanted  and  I  would  run 
my  subcommittee  the  way  I  wanted." 

Now,  Washington  wants  another 
crack  at  Jeff  Skilling,  the  mystery  man 
at  the  center  of  the  Enron  scandal.  He 
was  the  architect  of  Enron's  strategy 
and  of  much  of  the  financial  underpin- 
nings. And  his  abrupt  Aug.  14  resigna- 
tion prompted  many  outsiders  and  even 
an  inside  whistleblower  to  conclude  for 
the  first  time  that  something  must  be 
terribly  wrong  with  Enron. 

Investigators  in  Congress  are  curi- 
ous as  to  just  how  the  brilliant  and  in- 
timidating Skilling  ran  his  company — 
and  whether  he  orchestrated  the 
accounting  scandal  that  brought  down 
the  nation's  biggest  energy  trader.  The 
Senate  Commerce  Committee  tried 
twice  to  get  him  to  testify  at  its  Feb.  4 
hearing.  His  ex-boss,  Chairman  Ken- 
neth L.  Lay,  is  set  to  testify  then  about 
his  role.  Lay's  wife  and  children  have 
appeared  on  TV,  portraying  him  as  a 
victim.  So  far,  Skilling  has  indicated  to 
the  committee  that  he  will  possibly  talk 
at  some  point,  but  not  on  Feb.  4.  He  de- 
clined to  comment  for  this  story. 


But  even  if  Skilling  doesn't  answer 
the  Senate's  questions,  hell  have  a  hard 
time  escaping  the  spotlight.  By  nearly 
all  accounts,  Skilling,  48,  was  Enron's 
chief  visionary,  head  cheerleader,  and 
internal  compass.  He  created  and  em- 
bodied the  in-your-face  Enron  culture, 


where  risk-taking,  deal-making| 
"thinking  outside  the  box"  were 
rewarded,  while  controls  appeared| 
at  best.  The  question  is,  did  he 
ly  or  explicitly  push  subordinaf] 
break  laws  as  a  heavily  indebted 
scrambled  to  hide  years  of  bad 


JEFF  SKILLING  S  RISE 
AT  ENRON... 

►  A  hotshot  McKinsey  consultant, 
Skilling  caught  the  eye  of  Enron  CEO 
Ken  Lay  by  creating  new  energy-trading 
products. 

►  He  became  the  architect  of  Enron's 
"asset-light"  strategy,  insisting  that  its 
trading  model  could  be  applied  to  many 
different  markets. 

►  He  was  the  foremost  advocate  of 
energy  deregulation,  pushing  states  to 
open  their  electricity  markets. 

...AND  THE  QUESTIONS 
HE  LEFT  BEHIND 

►  Why  did  he  quit?  Skilling  insists  he 
left  in  August  for  "personal  reasons" 
and  that  Enron  was  in  great  shape.  But 
the  company's  finances  began  to 
unravel  shortly  afterward. 

►  How  much  did  he  know  about  Enron's 
off-balance-sheet  partnerships?  Skilling 
says  that  while  he  approved  their 
creation,  he  was  surprised  by  how  much 
money  some  of  the  company's  financial 
executives  made  on  them. 

►  Did  he  know  Enron  was  headed  for 

a  fall?  Skilling  had  already  reorganized 
the  retail  energy  unit,  which  some 
former  employees  say  was  manipulating 
the  way  it  valued  contracts  to  beef 
up  Enron's  earnings. 
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b  to  keep  its  crucial  credit  rating? 
>n  was  presented  externally  as  a 
rganization,  but  there  was  never 
uestion  who  was  in  charge,"  says  a 
fer  Enron  trader.  "It  was  Jeff." 
rmer  colleagues  are  divided  over 
much  Skilling  knew  about  Enron's 
ng  financial  troubles  before  his  sur- 
exit.  Some  insist  there  was  no 
rted  effort  to  mislead  investors, 
a  company  trying  bold  new  ideas 
are  now  being  misconstrued.  One 
former  exec  recalls  that  last 
June,  Skilling  was  talk- 
ing about  leaving  in  a 
few  years  and  showed 
no  sign  of  concerns. 
Now,  an  embattled 
Skilling  is  fending  off 
lawsuits  from  a  new,  $4 
million  Houston  mansion 


Did  he  push  subordinates  to 
break  laws  as  a  heavily  indebted 
Enron  scrambled  to  hide  years 
of  bad  investments? 


where  he  can  track  commodity  prices 
on  ceiling  screens.  He  has  insisted  that 
Enron  was  in  great  shape  when  he  left 
for  undisclosed  personal  reasons  and 
that  he  wasn't  warned  of  any  accounting 
improprieties.  But  even  those  who  are 
reluctant  to  attribute  sinister  motives  to 
the  former  McKinsey  &  Co.  consultant 
paint  an  unflattering  portrait.  Skilling 
"was  a  brilliant  strategist  and  a  terrible 
manager"  who  surrounded  himself  with 
"yes  men,"  says  a  high-level  Enron  exec. 
A  veteran  analyst  says  the  impulsive, 
immature  Skilling — who  once  called  a 
hedge  fund  manager  an  "a— hole"  on  a 
conference  call — was  simply  a  poor 
choice  for  ceo:  "He  didn't  provide  the 
kind  of  balance  wheel  so  necessary  for  a 
CEO.  Someone  has  to  say  no." 

That's  the  generous  view.  Sources 
close  to  a  Securities  &  Exchange  Com- 
mission probe  say  they're  skeptical  that 
underlings  could  have  concealed  wrong- 
doing from  such  a  hands-on  manager  as 
Skilling,  who  regularly  walked  the  halls 
and  talked  to  employees.  A 
more  damning  picture  is 
gaining  currency  among  crit- 
ics as  a  growing  num- 
ber of  ex-employees 
describe  a  rogue 
company  that  seemingly  cre- 
ated earnings  from  thin  air 
in  unit  after  unit.  The  off-bal- 
ance-sheet partnerships  that 
triggered  Enron's  collapse,  in 
this  view,  were  just  a  symp- 
tom of  a  company  determined 
to  pump  up  its  stock  and  make 
earnings  at  any  price.  "Every- 
one knew  that  the  company  was 
a  house  of  cards  and  that  it  was 
overvalued,"  says  an  ex-manag- 
er at  Enron's  Azurix  Corp.  wa- 
ter-services unit.  "I  just  fig- 
ured— and  I  think  most  people 
did — that  if  they  were  getting 
away  with  it  now,  they  will  get  away 
with  it  forever." 

Under  Skilling,   Enron's   per- 
formance-review and  compensa- 
tion systems  were  lauded  by 
management    gurus    for 
fostering    creativity.    Now, 
they're  being  excoriated  for 
promoting  greed  and  financial 


ENRON 


WATCH 


impropriety  at  the  ex- 
pense of  long-term  share- 
holder value.  Ex-employ- 
ees say  bonuses  and  good 
reviews  were  based  on 
doing  deals — the  more  and 
bigger,  the  better.  Often, 
the  estimated  profits  num- 
bers attached  to  a  deal 
bore  little  resemblance  to 
the  reality  of  the  profits  Enron  would 
reap,  former  employees  say.  Under 
Skilling's  philosophy  of  shedding  assets 
and  valuing  "intellectual  capital,"  those 
who  pitched  the  next  deal  were  the  he- 
roes; those  who  worried  about  creating 
solid  assets  for  the  next  decade  "wore  a 
scarlet  A"  and  were  marginalized,  says 
a  former  manager. 

Skilling  hired  some  250  bright  young 
mbas  each  year,  all  desperate  to  prove 
themselves  so  they,  too,  could  hit  the 
jackpot.  Around  Houston,  a  Porsche  was 
seen  as  the  Enron  company  car. 
"Skilling  would  say  all  that  matters  is 
money:  You  buy  loyalty  with  money," 
says  an  ex-exec.  Enron  employees  felt 
entitled  to  rich  rewards.  After  all, 
Skilling  and  other  top  managers  fos- 
tered the  belief  that  they  were  the  best 
and  that  they  were  on  a  mission  to  open 
markets  across  the  globe  in  the  face  of 
entrenched,  lumbering  monopolies. 
Skilling  "would  trash  other  companies," 
recalls  one  banker.  Indeed,  he  once  com- 
pared Exxon  Mobil  Corp.  to 
a  floundering  seven-mast  clip- 
per ship. 

It's  hard  to  remember  that 
only  a  year  ago,  when  he 
took  the  reins,  Skilling  was 
widely  hailed  as  a  management  genius 
and  the  toast  of  Wall  Street.  As  he 
spread  Enron's  trading  prowess  into 
everything  from  metals  to  high-speed 
communications  capacity,  Skilling 
bragged  that  the  stock — which  hit  a 
high  of  90  in  August,  2000 — could  easi- 
ly hit  126.  (In  January,  Enron  was 
dropped  from  the  New  York  Stock  Ex- 
change.) Many  observers  were  inclined 
to  give  him  the  benefit  of  the  doubt. 
After  all,  as  a  fast-rising  McKinsey  con- 
sultant, he  had  correctly  predicted  that 
then-regulated  gas  pipelines  would  face 
crushing  liabilities  from  pricey  contracts 
that  required  them  to  take  gas  at 
agreed-upon  prices  even  if  they  no 
longer  had  customers  willing  to  pay  for 
it.  And  he  saw  early  on  how  deregula- 
tion of  gas  and  power  markets  would 
open  vast  new  trading  opportunities. 
In  1987,  while  still  at  McKinsey,  he 
helped  Lay  create  the  first  forward  con- 
tracts for  gas. 

Skilling  surprised  his  McKinsey  col- 
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leagues  when  he  joined  Enron  full  time 
in  1990.  He  quickly  turned  it  into  a  lab- 
oratory for  McKinsey's  management 
ideas,  adopting  the  concepts  of  such  in- 
tellectual heavyweights  as  financial-mar- 
kets expert  Lowell  Bryan  and  innova- 
tion guru  Dick  Foster.  Over  the  years, 
as  many  as  20  McKinsey  consultants 
worked  for  Enron,  billing  it  in  the  tens 
of  millions  of  dollars  annually,  says  an 
ex-McKinsey  consultant. 

Skilling,  whose  father  was  a  sales 
manager  for  a  valve  company,  was  used 
to  success  long  before  he  joined  Enron. 
An  engineering  student  who  went  to 
Southern  Methodist  University  in  Dallas 
on  a  full  scholarship,  he  fell  in  love  with 
business  classes,  particularly  the  study 
of  derivatives.  After  graduation, 
he  landed  a  job  in  operations 
at  First  City  National  Bank  in 
Houston  and  later  moved  into 
asset-liability  management.  One 
of  his  first  projects  was  to  come 
up  with  a  computer  model  to 
catch  check-kiters.  The  bank 
went  under  while  Skilling  was 
getting  his  Harvard  MBA.  In  a 
comment  that  now  seems  ironic,  he  told 
BusinessWeek  last  year  that  he  focused 
on  risk  controls  at  Enron  because  of 
what  had  happened  at  First  City. 

But  if  controls  in  Enron's  trading 
units  were  not  as  strong  as  Skilling 
purported,  some  former  and  current  em- 
ployees say  controls  were  in  fact  ex- 
tremely weak  in  other  parts  of  the  com- 
pany. Certainly,  they  say,  he  did  little  to 
control  his  closest  confidantes.  Many 
were  executives  who  had  helped  him 
build  Enron's  wholesale-trading  busi- 
ness and  had  risen  with  him  through 
the  ranks.  "Once  you  gained  Jeffs  trust, 
the  leash  became  really  long,"  says  a 
Houston  headhunter. 

One  operation  that  ex-employees  say 
was  out  of  control  was  Enron  Energy 
Services,  the  retail  unit  that  managed 
the  energy  needs  of  such  big  compa- 
nies as  J.  C.  Penney  Co.  and  Owens-Illi- 
nois Inc.  According  to  former  managers, 
Enron  salespeople  used  wildly  optimistic 
assumptions  about  the  forward  price  of 
commodities  and  other  factors  to  value 
their  contracts.  Huge  profits  were  then 
booked  upfront,  though  many  of  the 
contracts  in  fact  produced  losses  in  the 
early  years.  An  Enron  spokeswoman 
denies  the  allegation. 

Yet  Skilling  himself  seemed  to  see 
problems  even  as  he  was  talking  up  the 
unit's  success  to  analysts.  Last  spring, 
he  led  a  reorganization  of  the  opera- 
tion, moving  then-retail  chief  Lou  L. 
Pai  into  a  new  venture-capital  business. 
Pai  was  replaced  by  new  managers  from 


ENRON'S  EXODUS  OF  EXECUTIVES 

Jeff  Shilling's  resignation  as  Enron  CEO  last  August  stunned  employee}  i 
investors.  But  several  top  execs  had  already  abandoned  ship: 

KENNETH       DEPARTED  LAST  TITLE  CEO,  Enron 

RICE  August,  2001     Broadband  Services 

Helped  create  Enron's  massive,  trading  operation  with 
Skilling.  Took  over  the  telecom  unit,  which  is  now 
suspected  of  accounting  gimmickry. 

LOU  DEPARTED  LAST  TITLE  Chairman, 

PAI  May,  2001         Enron  Accelerator 

Spearheaded  retail  energy  sales  as  head  of  Enron 
Energy  Services.  Left  in  February,  2001,  to  head  a 
new  investment  arm.  Left  Enron  three  months  later. 


THOMAS  DEPARTED  LAST  TITLE  Vice-Chair 

WHITE  JR.  May,  2001  Enron  Energy  Servic 

y  C- 1    Served  under  Pai  at  EES,  which  critics  now  accuse  of  overva 
its  contracts.  Left  to  become  Secretary  of  the  Army. 


J.CLIFFORD  DEPARTED  LAST  TITLE  Vice-Chair 

BAXTER  May,  2001  Enron 

Once  ran  Enron's  trading  operation  and  later  tried  to  sell  its 
troubled  international  assets.  Had  raised  questions  about  Enron's  investmt 
partnerships.  Baxter  died  on  Jan.  25,  an  apparent  suicide. 

JOSEPH  DEPARTED  LAST  TITLE  Vice- 

SUTTON  November,  2000       Chairman,  Enron 

Joined  Enron  in  1992  and  took  over  its  international 
operations.  Critics  say  he  overbid  for  an  electric  utility 
in  Brazil  in  1998. 

REBECCA  DEPARTED  LAST  TITLE  Chairman 

MARK-JUSBASCHE    August,  2000       and  CEO,  Azurix 

Once  headed  Enron's  international  pipeline  and 
power-plant  operations.  She  then  started  Enron's 
troubled  water-services  company,  Azurix. 


the  trading  operation  who  revamped 
the  compensation  system,  cut  costs,  and 
pulled  out  of  some  markets.  Pai's  lawyer 
calls  charges  of  accounting  impropriety 
"nonsense"  and  insists  it  was  Pai's  own 
decision  to  leave. 

Similar  complaints  about  questionable 
accounting  are  echoed  by  an  employee 
in  the  company's  Risk  Assessment  & 
Control  Division.  Asset  valuations  done 
by  the  RAC  unit  were  frequently  in- 
creased by  higher-level  managers  un- 
der the  quarterly  or  twice-a-year  re- 
*jew  process,  says  the  former  employee, 
saw  all  these  deals  that  had  gone 
sour^quickly  and  how  we  had  booked  a 
profit  fo>4hem,"  the  source  says. 

Did  fears~that  such  troubles  would 
come  to  light  cause  Skilling  to  head 
for  the  door?  Certainly,  inside  Enron, 
his  departure  was  taken  by  some  as  a 
sign  that  deep  problems  were  brew- 


ing. Still,  a  former  high  school  a 
mate  recalls  that  Skilling  seemed  If 
when  he  showed  up  with  a  date 
30th  reunion  on  Aug.  4.  Skilling 
the  classmate  remembers  as  "a  h 
concentrated  on  the  book  work 
than  the  social  aspects  of  going 
school,"  seemed  less  concerned  ; 
business  problems  than  with  hi  lil 
cult  divorce — he  told  former  clas  I 
that  he  had  spent  too  little  tiir.  I 
his  family.  "I  think  he  said  r 
thinking  about  moving  to  the  Bj 
or  someplace  like  that,"  the  cla  i 
recalls.  Whatever  Skilling  knev,  I 
Enron's  woes,  the  scandal  is  s 
keep  him  from  relaxing  on  the 
anytime  soon. 

By  Wendy  Zellner  in  Dalla,  « 
Christopher  Palmeri  in  Houston  ft 
France  in  New  York,  Joseph  W 
Chicago,  and  Dan  Carney  in  Was. 
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ENERGY 


ENRON:  HOW  GOOD 
AN  ENERGY  TRADER? 


Without  the  accounting 
tricks,  the  company  is 
not  such  a  dynamo  in  its 
core  business 

Enron  Corp.  fooled  a  lot  of  people 
about  its  profitability  for  a  long 
time.  One  way  it  did  so  was  by 
appearing  to  do  one  thing  very 
well:  It  dominated  the  trading  of  natural 
gas  and  electricity.  It  had  the  biggest 
market  share  in  the  booming  business, 
and  year  after  year  posted  higher  earn- 
ings. Such  success  helped  convince  in- 
vestors and  analysts  it  could  do  equally 
well  in  trading  other  commodities,  from 
pulp  to  airtime.  And  it  gave  Enron's 
black-box  accounting  the  benefit  of  the 
doubt.  Few  quibbled  with  a  company 
with  such  a  genius  for  coining  profits. 

But  exactly  how  good  was  Enron  at 
trading  energy?  A  new  picture  is 
emerging  of  the  business  that  accounted 
for  the  bulk  of  Enron's  $100  billion  in 
revenue  in  2000.  Yes,  it  was  profitable. 
Potential  buyers  who  examined  Enron's 
books  estimate  its  energy-trading  unit 
earned  about  $3  billion  before  taxes  in 
the  two  years  through  last  November. 
But  Enron's  profits  were  volatile — its 
traders  took  on  more  risk  than  the  com- 
pany has  let  on.  And  observers  say  the 
company  smoothed  out  its  profit  stream 
by  suppressing  both  the  spikes  and  the 
dips  in  trading.  The  actions  made  Enron 
look  better  than  it  really  was.  "If  they 
had  played  it  straight,  they  still  would 
have  had  decent  results,"  says  energy 
trader  Art  Gelber,  head  of  Gelber  & 
Associates  in  Houston.  "But  they  would 
have  lost  their  image  of  being  so  good 
that  nothing  could  go  wrong." 

The  growing  evidence  that  even  En- 
ron's core  business  was  not  as  stellar  as 
believed  has  caused  investors  to  lose 
confidence  in  the  entire  sector.  Since 
Oct.  15,  Mirant  is  off  63%,  Dynegy  is 
down  44%,  Calpine  is  off  58%,  and 
Williams  is  down  38%.  Investors  not 
only  fear  that  some  rivals  may  use  ac- 
counting gimmickry  similar  to  Enron, 
they're  also  concerned  that  increasing 


competition  will  erode  profit  margins 
from  trading. 

Much  of  the  worry  stems  from  the 
fact  that  energy-trading  earnings  are 
based  on  so-called  mark-to-market  ac- 
counting. Energy  traders  must  book  all 
the  projected  profits  from  a  supply  con- 
tract in  the  quarter  in  which  the  deal  is 
made,  even  if  the  contract  spans  many 
years.  That  means  companies  can  in- 
flate profits  by  using  unrealistic  price 
forecasts,  as  Enron  has  been  accused 
of  doing.  If  a  company  contracted  to 
buy  natural  gas  through  2010  for  $3  per 
thousand  cubic  feet,  an  energy  trading 
desk  could  aggressively  assume  it  would 
be  able  to  supply  gas  in  each  year  at  a 
cost  of  just  $2,  for  a  $1  profit  margin. 
Fearing  such  manipulations,  investors 
are  simply  discounting  the  traders'  prof- 
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its  from  long-term  contracts.  "These 
stocks  are  being  treated  as  if  [the  con- 
tracts] didn't  exist,"  says  John  E.  Olson, 
an  analyst  with  Sanders  Morris  Harris 
Inc.  in  Houston. 

Enron,  which  did  not  respond  to 
questions  about  its  trading  and  ac- 
counting practices,  had  ample  opportu- 
nity to  abuse  mark-to-market  account- 
ing. For  one,  it  specialized  in  exotic 
contracts  that  entailed  delivering  energy 
over  long  periods  of  time.  Enron  had 
some  contracts  going  as  far  out  as  24 
years — some  signed  by  its  small,  un- 
profitable retail  business  known  as  En- 
ron Energy  Services.  The  valuations  it 
used  to  book  profits  on  such  contracts 
are  now  widely  believed  to  have  been 


significantly  inflated.  "That's  vahl 
by  rumor.  There's  no  way  for  thoj 
suits  to  be  taken  seriously,"  says 
F.  McCullough,  a  power-industn| 
sultant  in  Portland,  Ore. 

Still,  about  three-quarters  of  E| 
trading  volume  involved  relatively 
term  contracts  for  gas  and  elec 
where  futures  prices  are  well- 
lished.  For  those  short-term  dea 
tional  forecasts  are  much  harder 
tify  and   more   easily  spotted. 
Enron's  risk  managers,  responsil 
determining  the  actual  profitabi 
deals,  had  more  control  in  the  col 
ergy  business  than  elsewhere  il 
company.  Overall,  mark-to-market  | 
es  were  less  prevalent  in  energy 
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in  other  sectors,  such  as  Enron 
gy  Services,  people  familiar  with 
ompany  say. 

le  more  common  game  in  Enron's 
ng  business  was  to  smooth  earn- 
rather  than  inflate  them.  While 
may  seem  like  a  comparatively  mi- 
nfraction,  it  had  huge  consequences, 
tve  the  appearance  that  Enron's 
ings  stream  was  highly  reliable, 
h  helped  to  pump  up  the  stock 
.  Efforts  to  justify  that  valuation 
he  company  as  a  whole  into  in- 
<ingly  desperate  efforts  to  achieve 
th  and  hide  losses, 
•ank  Partnoy,  a  University  of  San 
o  law  professor  who  is  writing  a 

on  Enron,  testified  before  the 
te  Committee  on  Governmental 
|Lrs  on  Jan.  24.  Ac- 
ing  to  his  reports 

several  insiders, 
ers  created  a  slush 

known  as  a  "pru- 
y"  account.  Partnoy 

they  used  the  ac- 
t  to  even  out  the 
rted  profitability  of 
es,  putting  money 

the  prudency  ac- 
t  when  trades  were 
ptionally  profitable 
withdrawing  mon- 
•  dampen  the  losses 
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from  bad  trades.  Randall  Dodd,  director 
of  the  Washington-based  Derivatives 
Study  Center,  says  Enron  also 
smoothed  income  using  swap  deals.  In 
such  cases,  a  stream  of  payments  could 
be  shifted  either  forward  or  backward 
in  time,  depending  on  when  the  com- 
pany or  the  traders  them- 
selves wanted  to  recognize 
income. 

Enron's  trading  business 
had  another  undisclosed 
problem.  It  took  on  far  more 
risk  than  it  had  let  on  to  achieve  the 
profits  it  made.  Its  reported  value  at 
risk  from  trading  averaged  $66  million  a 
day  in  2000.  That  means  the  company 
calculated  there  was  a  5%  chance  of  los- 
ing or  making  at  least  that  much  on 
any  given  day.  The 
number  had  tripled 
from  1999  as  trading 
volume  and  risk-taking 
grew,  and  insiders  say 
it  stayed  at  the  higher 
level  in  2001.  And  even 
that  may  understate  the 
risk.  Partnoy  says  peo- 
ple told  him  Enron  de- 
liberately reduced  its 
trading  portfolio's  riski- 
ness on  the  day  each 
month  when  the  value 
at  risk  was  measured. 


ENRON 


WATCH 


The    revelations 
of   the    accounting 
gimmickry  have  left 
former  rivals  in  the 
trading      business 
with  a  big  problem: 
the  need  to  distance 
themselves       from 
Enron's  practices  to 
confidence.  "Enron 
wasn't  disclosing,  and  yet  it  was  trading 
at  high  multiples.  So  in  a  way  [the  mar- 
ket was]  mcentivizing  companies  for  not 
providing  information,"  says  Jeffrey  A. 
Dietert,  a  stock  analyst  at  Simmons  & 
Co.  International. 

Now,  companies  are  disclosing  finan- 
cial information  in  numbing  detail. 
Duke  Energy  emphasizes  that  only  a 
fifth  of  its  energy  business  is  valued 
on  a  mark-to-market  basis — and  of  that, 
over  half  is  for  contracts  lasting  two 
years  or  less.  Others  are  also  pushing 
hard  to  convince  investors  there  is  real 
money  to  be  made  in  energy  trading. 
"The  competitive  wholesale  markets 
have  proven  they  are  robust,  viable — 
and  they  will  continue,"  says  S.  Marce 
Fuller,  ceo  of  Mirant  Corp.  Enron's 
fall  actually  gave  a  boost  to  rivals  by 
freeing  up  customers  and  slightly 
widening  the  profit  margins  on  trades. 
Still,  profits  aren't  what  they  once 
were.  Increased  competition  has  cut 
gross  margins  from  about  5%  five  years 
ago  to  about  1%  or  2%  now,  according 
to  one  industry  analyst.  "My  suspicion 
is  the  margins  may  be  pretty  flat  for  a 
long  time,"  predicts  analyst  Dietert. 

The  toughest  task  ahead 
may  be  faced  by  Enron's  for- 
mer energy-trading  opera- 
tion, which  is  about  to  be 
taken  over  by  the  Swiss- 
owned  investment  bank  UBS 
Warburg.  Assuming  federal  antitrust 
authorities  give  the  nod  to  the  deal, 
UBS  Warburg  plans  to  rebuild  the  unit 
slowly  and  operate  it  with  tighter  con- 
trols. "Entering  into  energy  trading 
does  not  mean  extending  our  appetite 
for  risk,"  says  ubs  President  Peter  A. 
Wuffli  in  Zurich.  Such  conservatism,  of 
course,  might  drive  away  Houston- 
based  traders  who  earned  as  much  as 
$1  million  a  year  in  Enron's  freewheel- 
ing culture.  But  the  new  operators 
make  no  apologies.  "We  are  risk-man- 
agement junkies,"  says  John  Costas, 
ceo  of  ubs  Warburg.  After  the  biggest 
bankruptcy  ever,  everyone  in  the  busi- 
ness is  singing  that  tune. 

By  Peter  Coy  in  New  York  and 
Stephanie  Anderson  Forest  in  Dallas, 
with  Dean  Foust  in  Atlanta  and  Emily 
Thornton  in  New  York 
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RESULTS  XEROX 
HOPES  TO  DUPLICATE 

AT    LAST,    SOME    GOOD    NEWS 

from  Xerox:  On  Jan.  28,  the 
company  announced  that  it 
posted  an  operating  profit  in 
its  2001  fourth  quarter,  ex- 
cluding restructuring  charges 
and  not  counting  the  impact 
of  unhedged  currency,  ceo 
Anne  Mulcahy  hailed  the  re- 
sults as  "an  important  mile- 
stone in  Xerox'  turnaround." 
Investors  agreed,  driving  the 
stock  up  14%,  to  $11.24  a 
share,  that  day. 

Still,  plenty  of  issues  re- 
main for  the  copier  maker,  in- 
cluding a  Securities  &  Ex- 
change Commission  probe 
into  its  lease  accounting,  the 
continuing  search  for  a  new 
chief  financial  officer,  and  so- 
far  unresolved  negotiations 
with  bankers  regarding  a  $7 
billion  revolving  credit  line 
that  expires  in  October.  Also, 
sales  were  down  13%  in  the 
quarter,  and  even  though  the 
company  is  predicting  prof- 
itability for  the  coming  year, 


CLOSING    BELL 


BIG  PREMIUM 

Shares  of  Conseco  rose  18%, 
to  $3.81,  on  Jan.  30  after  the 
Carmel  (Ind.)  insurance  and 
loan  company  said  it  would 
raise  as  much  as  $800  mil- 
lion in  cash  by  repurchasing 
bonds,  selling  some  assets, 
and  expanding  a  credit  line. 
The  cash  will  be  used  to  pay 
down  debt  and  offset  any 
earnings  shortfall. 
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next  quarter  will  probably 
bring  fresh  losses. 

MAKING  HEADWAY 
AT  GATEWAY 

THE  PC  PRICE  WAR  IS  BACK 
on.  Gateway  slashed  its 
prices  for  desktop  and  note- 
book computers  on  Jan.  28, 
undercutting  market  leader 
Dell  Computer  by  as  much 
as  20%.  Higher  prices  had 
helped  Gateway  turn  in  a 
$5.1  million  profit  in  the 
fourth  quarter,  but  the 
Poway  (Calif.)  PC  maker  now 
says  it  needs  to  rebuild  its 
market  share,  which  fell  to 
6.3%  in  December  from  7.8% 
in  September,  according  to 
IDC.  Gateway  will  take  pre- 
tax losses  for  the  coming  few 
quarters,  cut  2,250  jobs,  and 
close  19  of  its  296  Country 
Stores.  Not  to  be  outdone, 
market-leader  Dell  lopped  as 
much  as  $200  off  the  price  of 
some  PCs,  and  is  doubling  the 
size  of  hard  drives  for  free. 


NO  FUN  AND  GAMES 
AT  TOY  R  US 

THESE  ARE  SERIOUS  TIMES  IN 
toyland.  Despite  a  surpris- 
ingly strong  Christmas  sea- 
son, when  Toys  'R'  Us  stores 
bucked  a  bad  economy  to  sell 
5%  more  Monopoly  games, 
Lego  blocks,  and  Barbie  dolls 
than  the  year  before,  ceo 
John  Eyler  is  making  big 
cuts.  On  Jan.  28,  he  said  he 
would  close  27  toy  stores  and 
37  Kids  'R'  Us  stores,  elimi- 
nate 1,900  jobs,  and  take  a 
restructuring  charge  of  $213 
million.  Eyler  estimates  that 
the  cuts  will  add  $25  million 
to  pretax  earnings  in  2002 
and  contribute  $45  million  a 
year  starting  in  2003.  Since 
Eyler  took  over  the  company 
two  years  ago,  he  has  re- 
modeled 433  toy  stores, 
worked  to  improve  customer 
service,  and  stacked  the 
shelves  with  exclusive  toys 
in  a  bid  to  beat  discount-store 
competition. 


HEADLINER:   LOUIS   CAMILLERI 


MORE  THAN  JUST  A  NUMBERS  GUY 


BREAK  OUT  THE  SMOKES 

and  cheese. -Philip  Morris 
on  Jan.  30  named  its  chief 
financial  officer, 
Louis  Camilleri,  to 
be  its  new  presi- 
dent and  ceo. 
Camilleri,  47, 
will  take  over 
the  job  from 
Geoffrey  Bible — 
who  stays  on  as 
chairman — on  Apr. 
25.  Camilleri  cast  his 
appointment  as  the  contin- 
uation of  a  great  regime, 
calling  Bible  a  "veritable 
institution"  while  pledging 
to  build  on  his  "enormous 
legacy  and  outstanding 
track  record." 

Still,  analysts  welcomed 
Camilleri's  promotion,  not- 
ing that  he  is  more  than 
just  a  numbers  guy. 


Among  other  things, 
Camilleri  expanded  the  I 
company's  tobacco  busi-| 
ness  in  Central  anl 
Eastern  Europe I 
headed  up  corf 
rate  planning^ 
and  even  actt 
as  ceo  of  Kr; 
Foods'  intern! 
tional  operati<| 
Camilleri  is 
pected  to  be  savj 
about  unlocking 
shareholder  value,  from  I 
stock  buybacks  to  a  posj 
ble  tracking  stock  for  tc 
bacco.  "This  hasn't  beer 
the  most  sophisticated 
company  in  terms  of  fin;j 
cial  engineering,"  says 
Campagnino,  an  analyst] 
with  Prudential  Securiti) 
"He  could  change  that."! 
Diane  Br\ 


DILLERS  D00ZY 
OF  A  QUARTER 

BARRY  DILLER'S  BET  ON  IN- 
teractive  commerce  seems  to 
be  paying  off.  Growth  in  on- 
line travel  and  Internet  dat- 
ing helped  boost  fourth-quar- 
ter revenues  at  his  USA 
Networks  by  33%,  beating 
Wall  Street  estimates.  The 
protracted  ad  slump  took  its 
toll  on  USA's  cable  channels, 
including  its  flagship  USA 
Network,  which  Diller  re- 
cently agreed  to  sell  to 
Vivendi  Universal.  That  deal 
could  close  within  weeks,  said 
Diller.  Rid  of  its  entertain- 
ment holdings,  the  company 
raised  its  2002  estimates. 

THE  YAWN  THAT 
GREETED  MERCK 

MERCK  THOUGHT  IT  HAD 
found  the  right  remedy  for  its 
ailing  stock  price.  On  Jan.  29, 
the  drugmaker  announced  it 


would  spin  off  Merck-JVl 
its  pharmacy-benefit-maj 
ment  company,  in  the 
that  the  stock  market 
reward  it  for  focusing   I 
drug  business.  But  Wall  .1 
yawned,  sending  Merck's  f 
up  less  than  1%,  to  $57.11 
the  news.  The  reason?! 
spin-off  does  little  to  of 
pressure  from  patent  e^ 
tions  and  a  weak  new-, 
uct  pipeline.  "This  deal  dl 
change  the  underlying  il 
in  their  drug  business,'] 
John  Borzilleri,  portfolio  [ 
ager  at  State  Street  Res| 
&  Management. 

ET  CETERA.  ■■ 

■  Crossmann  CommuJ 
will  be  acquired  by  B 
Homes  for  $603  million.f 

■  Mirant  may  sell  all  oil 
of  its  European  marketinl 
risk-management  operatl 

■  ABB  doubled  the  amoul 
aside  to  cover  potentiJ 
bestos  liability,  to  $940  rrl 
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BY  RICHARD  S.  DUNHAM 


OBAL  GROSSING  TOSSED  MORE  GASH 
OUND  TOWN  THAN  ENRON 


nron  has  become  Exhibit  A  for  campaign-finance  re- 
in, Global  Crossing's  adventures  in  Washington  make  for 
even  more  audacious — and  cautionary — tale  of  influ- 
buying.  While  Enron  spent  years  cultivating  lawmakers 
party  chieftains,  the  telecom  upstart  shot  to  the  top 
of  political  donors  almost  overnight.  Global  Crossing, 
i  filed  for  bankruptcy  on  Jan.  28,  became  a  lobbying 
rhouse  just  as  fast,  as  it  sought  help  from  lawmakers 
egulators  to  expand  its  international  cable  network. 
}bal  Crossing,  founded  in  1997  by  Gary 
ick,  a  former  junk-bond  salesman  and  as- 
e  of  Michael  Milken,  contributed  $2.9  mil- 
candidates  and  political  parties  during 
000  election,  up  from  just  $34,000  in  1998, 
ding  to  the  nonpartisan  Center  for  Re- 
ive Politics  (crp).  That  made  Global  Cross- 
>ased  in  Beverly  Hills  and  Bermuda,  the 
highest  donor  among  communications  com- 
B — ahead  of  WorldCom  and  BellSouth. 
d  even  topped  Enron's  $2.4  million  in  such 
ions  for  2000.  "They  came  out  of  nowhere 
iapered  the  town  with  money,"  says  Larry 
ison,  executive  director  of  CRP. 
'  then-high-flying  telecom  was  an  even- 
id  giver:  Of  its  total  $3.6  million  in  con- 
tions  since  1998,  Republicans  pocketed 
Democrats  got  47%.  Top  recipients  in 
ress  were  key  figures  in  telecom  regula- 
Senator  John  McCain  (R-Ariz.)  got  $31,000,  and  Repre- 
tive  Edward  J.  Markey  (D-Mass.),  $12,500.  In  1999,  on 
f  of  Global  Crossing,  McCain  asked  the  Federal  Com- 
.■ations  Commission  to  encourage  the  development  of 
•sea  telecom  cables, 
high  point  of  Global  Crossing's  nonideological  courtship 
summer  of  2000.  The  company  dished  out  $250,000  to 
arty's  convention,  hosted  lavish  parties  for  pols  such  as 
e  Majority  Leader  Tom  Daschle  (D-S.  D.),  and  provided 


CAPITAL  WRAPUP 


all  of  the  Web  hosting  and  connections  for  the  gop's  confab. 
Winnick  collected  powerful  friends  the  way  some  moguls 
collect  art.  The  company's  onetime  president,  Leo  Hindery  Jr., 
is  a  top  Democratic  fund-raiser.  Its  vice-chairman,  Lodwrick 
Cook,  a  former  arco  exec,  is  a  prominent  gop  giver  and 
friend  of  ex-President  George  Bush.  In  1998,  Bush  pere  made 
a  speech  in  Tokyo  on  behalf  of  Global  Crossing  and  pocketed 
shares  of  stock  in  lieu  of  $80,000  for  his  fee.  His  holdings  were 
worth  millions  a  year  later,  when  he  filed  papers  to  sell  some 
shares. 

In  1999,  Global  Crossing  was  planning  to 
lay  a  transpacific  fiber-optic  cable  and  faced 
competition  from  a  powerful  consortium  of  com- 
panies, including  AT&T  and  WorldCom.  Win- 
nick  hired  Anne  Bingaman,  former  Justice 
Dept.  antitrust  chief  from  1993-96,  and  Greg 
Simon,  a  former  domestic  policy  adviser  to 
Vice-President  Al  Gore,  to  lobby  the  Federal 
Communications  Commission.  Global  Crossing 
paid  Bingaman,  now  chairman  of  Valor  Com- 
munications in  Irving,  Tex.,  an  unprecedented 
$2.5  million  for  six  months'  work.  The  company 
failed  to  block  the  rival  group  from  getting  a  li- 
cense but  did  force  it  to  modify  its  proposal  in 
ways  so  it  couldn't  dominate  the  market. 

Global  Crossing  wasn't  the  only  brash  New 
Economy  company  to  cut  a  swath  in  Washing- 
"  ton.  But  it  raised  eyebrows  because  its  largesse 
was  so  out  of  proportion  to  its  needs — mostly  routine  regu- 
latory approvals  rather  than  high-profile  legislation.  "With  En- 
ron, you  can  list  lots  of  examples  of  doors  that  were  opened 
to  them,"  says  crp  analyst  Holly  Bailey.  "With  Global  Cross- 
ing, it's  hard  to  fill  a  page."  For  Winnick,  who  was  in  a  hur- 
ry to  build  a  global  telecom  system,  the  price  may  have 
been  right.  He's  now  learning,  though,  as  Enron  has,  that  pay- 
ing the  pols  won't  keep  the  debt  collectors  away. 

By  Amy  Borrus 


5  mil  worth? 


COP  CHASING  CHENEY 


t  It- ast  one  member  of  the  green- 
[  ^de  set  is  taking  his  job  seriously, 
hours  after  the  State  of  the  Union 
ss,  U.  S.  Comptroller  General 
M.  Walker,  the  feds'  top  auditor, 
he  would  sue  the  White  House  to 
details  on  Dick  Cheney's  meet- 
with  energy  interests  last  year, 
ier,  as  head  of  Congress'  investiga- 
General  Accounting  Office,  wants 
J  Veep  to  disclose  who  was  there 
|  what  they  discussed  while  Cheney 
crafting  energy  policy. 


Enron  and  Cheney  aren't  Walker's 
only  targets.  On  Jan.  25,  Walker,  a  for- 
mer partner  at  Arthur  Andersen, 
moved  to  force  accounting  firms  to  ap- 
ply a  higher  standard  to  their  govern- 
ment audits  than  to  their  private  ones. 
Walker  hopes  his  new  rules  will  help 
the  push  for  stiffer  overall  standards. 
He  has  invited  execs  from  the  Big 
Five,  fasb,  the  Conference  Board,  and 
others  to  a  Feb.  25  closed-door  meeting 
at  which  he  hopes  to  persuade  them  to 
tighten  their  self-regulation,  too.  A 
summary  of  that  meeting  will  be  made 
public,  Walker  assures  BusinessWeek. 


What  is  Walker  getting  for  his  ef- 
forts? Serious  heat  from  Republicans, 
who  are  steamed  that  Walker  would 
butt  heads  with  the  White  House  just  a 
day  after  Bush's  Big  Speech.  Others 
question  his  stance  on  accounting 
regs,  given  his  former  role  at  Andersen. 
"We  need  a  GAoto  investigate  the  GAO," 
says  one  gop  aide.  But  Walker  might  be 
the  only  person  in  Washington  diving 
into  the  Enron  scandal  without  risk.  An 
independent,  Bill  Clinton  appointed  him 
to  a  15-year  term  in  1998.  The  only  way 
to  get  rid  of  him  is  impeachment. 

By  Lorraine  Woellert 
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CRITICAL  Q 


v.r  o  r*» 


1  WHAT  KIND 

1  OF  SUPERPOWER? 

Now  America  is  out  to  contain  terrorism 
by  stabilizing  weak  states  that  seek  its  help 


The  major  bombing  raids  are  over. 
The  Taliban  is  vanquished.  The 
remaining  al  Qaeda  terrorists  in 
Afghanistan  are  on  the  run.  The 
surprise  of  the  decisive  U.  S.  vic- 
tory is  wearing  off  as  a  new  local  gov- 
ernment hunkers  down  to  rebuild  the 
country.  But  the  significance  of  Ameri- 
ca's show  of  power  is  still  being  pon- 
dered and  debated  around  the  world. 
Where  does  the  U.S.  go  from  here? 
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That's  the  question  asked  everywhere 
these  days,  from  the  corridors  of  power 
in  Beijing  to  the  White  House  situation 
room.  The  Administration  may  soon  have 
an  answer.  Even  though  President 
George  W.  Bush  in  recent  weeks  has 
turned  his  attention  to  domestic  issues 
such  as  the  economy  and  the  failure  of 
America's  seventh-largest  corporation, 
Enron  Corp.,  he  and  his  foreign  policy 
team  are  drawing  up  and  refining  blue- 

ILLUSTRATIONS   BY   NICHOLAS   WILTON 


n 


prints  not  only  for  the  anti-terror  w.|' 
also  for  a  new  American  foreign  po 
U.  S.  troops  are  moving  in  as  ad 
to  governments  fighting  terrorists 
Philippines  and  Somalia.  Other  tarj 
military  operations  are  possible 
what's  more  important — even 
this  President — is  the  Administ 
sweeping  new  foreign  policy  agem 
still  a  work  in  progress  and  has  noi 
officially  unveiled.  It  builds  on  whal 
coming  known  as  "the  Bush  doctri 
the  notion  that  states  must  take 
sibility  for  what  goes  on  inside 
borders.  Essentially,  Bush  has  de 
he  wants  to  use  America's  status 
sole  superpower  not  only  to  fight  t< 
ists  and  countries  that  willingly  h 
them,  but  also  to  help  weak  and  un 
states  that  might  naturally  att: 
rorists.  Bush's  National  Security 
Condoleezza  Rice,  explained  what 
be  called  phase  two  of  the  Bush  d 
in  a  recent  interview:  "For  the 


TIONS 


September  11  shattered 

the  old  certainties.  What  will 

arise  in  their  place? 


r  es  that  want  to  take  responsibility, 

i  t  to  act  responsibly,  we're  going  to  be 
e  to  help,"  she  says, 
ilow?  The  Administration  envisions 
fig  governments  in  improving  their 

.  ler  controls,  intelligence  capabilities, 

ability  to  track  terrorists'  finances. 

,-,     U.S.  may  support  infrastructure 

rj   ects,  such  as  the  building  of  new 

.  munications  networks,  or  back  insti- 
onal  reforms,  such  as  the  overhaul 

.  factorial  systems.  The  idea,  says  Rice, 

P  strengthen  states  against  lawless- 

s  and  corruption — "the  very  things 

keep  investment  and  economic  de- 

.  ipment  from  taking  place."  The  Ad- 
istration  has  "had  multiple  discus- 
s  and  requests  from  states  around 
world,"  she  adds. 

ounds  a  lot  like  nation-building — the 
|r  concept  Bush  decried  during  his 
tion  campaign.  That's  why  some  De- 
rats  wonder  if  he's  serious.  Conserv- 
es who  favor  a  more  isolationist  for- 


A. 


eign  policy  may  ques- 
tion the  new  policy. 
The  faction  of  the 
Republican  Party  Bush 
represents  "does  not 
buy  into  liberal  inter- 
nationalism," notes 
Charles  A.  Kupchan, 
director  of  Europe 
Studies  at  the  Coun- 
cil on  Foreign  Rela- 
tions. Still,  most  Re- 
publicans in  Congress 
are  expected  to  line 
up  behind  their  Pres- 
ident in  wartime. 

One  reason  skep- 
tics may  go  along  is 
that  the  Bush  team 
promises  a  flexible 
approach — just  as  it 
has  with  the  military 
campaign,  which  has 
relied  on  proxy  forces 
In  some  cases,  U.S. 
soldiers,  technical 
specialists,  or  diplo- 
mats will  directly  in- 
tervene in  a  weak 
nation  that  requests 
help.  In  others,  neighbors  can  step  in. 
Washington  also  aims  to  rely  heavily  on 
the  World  Bank,  the  U.  N.,  and  other  in- 
ternational organizations.  "The  U.  S.  can't 
do  it  alone,"  says  Rice.  That  in  itself  is  a 
shift  from  the  Administration's  own  skep- 
tical attitude  toward  multilateral  agen- 
cies before  September  11.  It's  unclear, 
however,  how  effective  the  new  policy 
will  be.  The  Administration  isn't  planning 
to  put  much  money  into  advancing  this 
phase  of  the  Bush  doctrine.  This  year's 
$9.6  billion  foreign  aid  budget  is  expected 
to  rise  only  marginally  in  fiscal  2003. 

Already,  though,  the  Bush  team  is 
trying  out  its  approach  in  a  few  feeble 
states.  One  is  the  Democratic  Republic 
of  Congo,  where  war  has  raged  since 
the  mid-1990s.  Officials  fear  that  it  could 
become  a  haven  for  terrorists.  Bush 
emissaries  are  pushing  to  get  Rwanda, 
Uganda,  Angola,  and  Zimbabwe  to  com- 
ply with  a  1999  agreement  to  remove 
their  armies  from  the  Congo.  Other  aid 


specialists  are  piecing  together  a  pro- 
gram to  boost  health  care  and  help 
refugees.  The  Administration  is  recruit- 
ing the  backing  of  South  Africa  and  oth- 
er neighbors  to  help  enforce  the  peace. 
And  the  cost  for  the  U.  S.  is  a  relative- 
ly modest  $200  million  a  year,  for  hu- 
manitarian relief  and  financial  backing 
for  African  and  U.  N.  peacekeepers. 

Even  as  the  Bush  team  attempts  these 
diplomatic  experiments,  however,  it  will 
still  prove  hard  for  them  to  abandon  their 
original  vision.  The  Administration  be- 
gan its  term  with  a  focus  on  a  few  key 
countries  and  regions:  China,  Russia,  India, 
Japan,  and  Europe. 
And  it  adopted  a 
unilateral,  Lone 
Ranger  style, 
pushing  for  missile 
defense  despite 
criticism  around 
the  world.  That 
approach  seemed 
to  change  after 
September  11  as 
the  U.S.  assem- 
bled a  broad-based 
international  coali- 
tion to  combat  ter- 
rorism. But  critics 
suspect  the  Ad- 
ministration may 
revert  to  its  uni- 
lateral instincts  if 
the  terrorist 


NEW  VISION 


America's 

involvement 

may  range 

from  helping 

nations 

improve 

border 

controls  to 

building 

infrastructure 

threat  eases.  And 

that  could  make  it  harder  to  capitalize  on 
the  success  in  Afghanistan.  "How  do  you 
stay  a  world  leader  if  you  take  the  in- 
terest of  others  into  account  only  when 
you  believe  they  coincide  with  yours?" 
asks  Dimitri  K.  Simes,  president  of  the 
Washington-based  Nixon  Center.  The 
world  is  waiting  to  see  how  George  Bush 
&  Co.  will  handle  this  question. 

By  Stan  Crock  in  Washington,  with 
bureau  reports 
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A  FRAGILE  WORLD 


O  WHAT'S 
Z  NEXT  FOR 
THE  GLOBAL 
ECONOMY? 

A  mild  U.S.  recovery  will  be 
a  bright  spot  in  a  world 
fraught  with  risk 

The  16-hour  waits  for  trucks  are 
gone  at  the  busy  Ambassador 
Bridge  linking  Detroit  to  Windsor, 
evidence  that  the  $1.2  billion-a-day 
trade  between  the  U.S.  and  Canada  is 
back  to  normal.  Outside  Paris,  tourists 
again  are  flocking  to  the  Euro  Disney 
theme  park,  and  a  second  phase  of  the 
park  is  on  schedule  to  open  in  March. 
And  near  Lower  Manhattan's  Ground 
Zero,  the  Ritz-Carlton  chain  has  just 
opened  a  new  luxury  hotel. 

As  the  global  economy  enters  2002, 
the  good  news  is  that  the  worst  fears 
about  the  impact  on  business  from  Sep- 
tember 11  have  not  materialized.  Most 
signs  point  to  a  U.  S.  recovery  by 
spring,  buoying  hopes  from  Mexico  to 
Germany.  In  South  Korea  and  Taiwan, 
electronics  exporters  report  orders  al- 
ready are  picking  up. 

But  how  strong  a  recovery?  And  how 
broadly  will  it  be  felt  around  the  world? 
The  outlook  remains  hazy.  "Japan  con- 
tinues to  spiral  down,  Argentina's  a 
mess,  Europe  is  slow.  There  aren't  many 
bright  spots  out  there,"  says  Maurice 
Greenberg,  ceo  of  insurance  giant 
American  International  Group. 

These  are  only  the  immediate  worries. 


Try  looking  further  out,  and  you  en- 
counter a  great  irony.  In  terms  of  global 
security,  the  U.  S.-led  war  on  terrorism 
has  provided  world  leaders  with  a  strong 
sense  of  common  mission.  But  such  clar- 
ity no  longer  exists  on  the  future  shape 
of  the  global  economy.  A  decade  ago,  the 
march  toward  open  markets  for  goods 
and  capital  consumed  U.S.  foreign  policy. 
Now,  in  place  of  certainty  are  only  ques- 
tions: Can  a  new  consensus  be  built  for 
freer  trade  amid  a  growing  disillusion- 
ment with  the  fruits  of  globalization?  Will 
much  of  Southeast  Asia,  Latin  America, 
and  Africa  be  left  behind?  Can  borders 
be  secured  from  future  terrorist  attack 
without  jeopardizing  the  openness  vital 
for  just-in-time  commerce?  "There  is  a 
feeling  of  fragility  now  in  the  world," 
says  Accenture  International  Vice-Chair- 
man Vernon  Ellis.  "A  lot  of  issues  have 
to  be  managed  very  carefully." 


ANOTHER  DREARY  YEAR  FOR  THE  GLOBAL  ECONOMY 


GROWTH  WILL 
STAY  SLUGGISH... 


..AND  SO  WILL 
WORLD  TRADE. 


...WHILE  EMERGING  MARKET 
FUNDING  STAYS  LOW 


How  such  challenges  are  handled 
determine  whether  or  not  2002  m; 
return  to  sustained  global  prosperity 
World  Bank  projects  global  grow 
2002  of  just  1.6<%^a  shade  better 
last  year  and  far  below  2000's  4$ 
Factor  in  population  growth,  and  t 
no  rise  in  global  per  capita  income 
International  Monetary  Fund  prt 
world  trade — a  global  growth  engi 
the  1990s — will  expand  by  just 
That's  little  better  than  2001,  the 
year  for  trade  in  a  decade.  And  i 
U.S.  recovery  sputters,  warns  Mi 
Stanley  Dean  Witter  &  Co.  global  si 
gist  Stephen  R.  Roach,  "the  world  w 
a  tough  place."  He  figures  the  U.i 
accounted  for  40%  of  global  growth 
1996.  "The  world  economy  has  be 
overdependent  on  the  U.  S.,"  Roach 
Here's  a  look  at  2002's  top  challe 
Commercial  Security:  Beefed-up  st; 
^^^^^^^^^  and  better  ship 
documentation  q 
[  ly  cleared  up  sna 
U.S.  border  cros: 
But  the  larger 
remains:  "How 
•  the  U.S.  defei 
4,000-mile  bordei 
not  damage  its  e 
my?"      asks 
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e  key.  The  U.S.  and  Canada  are 
oping  systems  to*  monitor  goods, 
3,  and  drivers  electronically  before 
arrive  at  borders,  cutting  the  need 
lysical  checks.  "We  want  a  smart 
r,  one  that  is  seamless  as  well  as 
e,"  says  Canadian  International 
Minister  Pierre  S.  Pettigrew.  That 
lepends  on  whether  Congress  will 
the  billions  needed  to  bring  U.  S. 
istoms  into  the  21st  century. 
Japan's    Crisis:    The  $1  trillion 
question  is  whether  Tokyo's  fi- 
nancial system  will   really 
blow  up  this  year.  But  as- 
sume Japan  Inc.  muddles 
through  again.  There's 
still  little  stopping  the 
yen's  slide,  down  one- 
third  in  two  years  to 
around  134  to  the  U.  S. 
dollar.  If  it  falls  below 
140,  South  Korea,  Tai- 
wan,   and    export-led 
neighbors  may  devalue. 
Should    Beijing    follow 
suit,    "that    will    create 
enormous  storms  in  Asia," 
frets  Chang  II  Hyung,  sen- 
ior vice-president  at  Korea's 
Samsung  Electronics. 

The  Developing  World: 
A  U.S.  recovery  would 
Mexico,  which  shed  380,000  work- 
st  year  due  to  the  slowdown,  and 
\sian  exporters.  But  for  most  oth- 
veloping  nations,  2002  looks  like 
■;er  year  of  stagnation.  Though 
on  emerging-market  debt  have 
ed  from  the  stratosphere  after  Ar- 
na's  default,  new  credit  remains 
e.  "Bankers  now  know  the  IMF 
solve  all  problems,"  says  Joseph 
iez.  credit  risk  director  for  kpmg 
Jting  Inc. 

there's  a  positive  outcome  of  Sep- 
ar  11,  it's  the  higher  sense  of  ur- 
in  the  West  about  the  severe 
ty  of  terrorist  hotbeds  like 
inistan  and  Pakistan.  "Globalization 
iwing  the  free  movement  of  peo- 
loney,  and  information,"  says  Mark 
ch  Brown,  boss  of  the  United  Na- 
Development  Programme.  "But 
's  a  concomitant  risk  if  you  let  half 
globe  be  unduly  poor  and  under- 
leged."  Hundreds  of  corporations 
support  campaigns  to  fight  tropical 
>e  and  promote  literacy.  The  U.N., 
1  Bank,  IMF,  and  World  Trade  Or- 
tion  are  hammering  out  a  common 
:o  help  the  1  billion  people  living  on 
iay  or  less.  But  the  Bush  Adminis- 
n  already  has  signalled  it  won't  en- 
one  key  goal:  a  $50  billion  annual 
in  foreign  aid  by  rich  countries. 
Trade:  China's  wto  entry  and  the 
•  agreement  to  start  new  global 
'  talks  were  big  victories.   But 


what  these  talks  will  achieve  is  un- 
clear. President  Bush  has  promised  to 
protect  U.S.  farm,  textile,  and  steel 
interests.  Europe  aims  to  keep  lavish 
agriculture  subsidies.  And  poor  nations 
are  more  united  in  pushing  their  own 
agendas.  Says  Indian  Commerce  Min- 
ister Murasoli  Maran:  "From  now  on, 
developing  countries  will  think  hard 
before  signing  any  multilateral  treaty." 
As  a  result,  there  are  new  calls  in 
Asia  for  a  regional  trade  bloc.  And  in 
Latin  America,  support  for  the  Free 
Trade  Area  of  the  Americas  champi- 


oned by  Bush  is  fading  fast.  "Entire 
regions  are  moving  in  different  direc- 
tions," warns  George  Friedman,  chair- 
man of  Dallas-based  risk  consultancy 
Stratfor  Inc.  "That  can  cause  huge  fric- 
tions between  countries." 

That's  one  possibility,  but  it's  not  in- 
evitable. To  build  a  healthy  global  econ- 
omy will  require  management,  diplo- 
macy, resources,  and  optimism — a 
feeling  in  short  supply  in  the  world 
these  days. 

By  Pete  Engardio  in  New  York, 
with  bureau  reports 


9  WHAT  IS  MOSCOW'S 
0 NEW  ROLE? 


The  former  superpower 
finds  itself  a  junior  partner 
to  the  U.S. 

Take  this.  Now  take  that.  Over  the 
past  six  weeks,  the  Bush  Adminis- 
tration has  made  Russia  feel  the 
back  of  its  hand.  First,  Washington 
told  Moscow  of  its  plans  to  withdraw 
unilaterally  from  the  Soviet-era  Anti- 
Ballistic  Missile  Treaty.  Then  the  White 
House  scolded  the  Kremlin  for  using 
excessive  force  in  Chechnya  and  for 
seeking  to  stifle  freedom  of  the  press. 
Finally,  the  Administration  said  that 
rather  than  destroy  nuclear  weapons, 
as  sought  by  Moscow  as  part  of  a  pro- 
posed new  arms-reduction  pact,  the 
U.S.  might  simply  put  war- 
heads in  long-term  storage. 
How  has  Moscow  respond- 
ed? With  barely  a  peep.  The  invi- 
tation is  still  on  for 
George  W  Bush  to 
visit  Moscow  at 
midyear  to  sign, 
the  Kremlin  ardently 
hopes,  that  new  weapons-cut 
agreement.  Thus  does 
Russian  President  Vladimir 
V.  Putin  seem  determined 
to  preserve  at  almost  all  costs 
his  bid  for  a  close  strategic 
partnership  with  the  U.S. 
While  it  would  be  political  sui- 
cide for  him  to  say  so  openly, 
Putin  appears  to  be  tacitly  ac- 
cepting a  post-September  11 
arrangement  in  which  a  hum- 
bled Moscow  plays  a  sub- 
servient role  in  a  global  order 
dominated  by  the  U.  S. 


The  Bush  Administration  is  calculating 
that  Putin's  Russia  has  no  better  choice 
than  to  accept  this  decidedly  junior  part- 
nership. That's  a  cold-eyed  view  and 
probably  right.  Even  as  the  lesser  part- 
ner, Russia  stands  to  gain  from  U.  S.  ef- 
forts to  speed  its  entry  into  the  World 
Trade  Organization,  possibly  as  early  as 
2003,  and  to  acquire  a  weightier  consul- 
tative role  in  NATO,  if  not  actual  mem- 
bership anytime  soon.  Meanwhile,  U.S. 
troops  stationed  in  Central  Asia  are  pro- 
tecting Russia  from  Islamic  militants — an 
enemy  Russia's  tattered  military  lacks 
the  resources  to  combat  on  its  own. 

No  other  world  power  with  whom 
Russia  could  possibly  link  up  as  a  long- 
term  strategic  alternative  to  the  U.S. 
could  offer  such  a  range  of  benefits.  And 
despite  the  abrupt  behavior  of  the 
White  House,  the 
U.S.  isn't  asking 
for  all  that 
much  in  return: 
It  wants  Russia 
to  be  a  secure  supplier 
of  non-oPEC  oil  to  the  West, 
a  role  that  earns  Russia 
tens  of  billions  of  dollars  an- 
nually, and  to  share 
intelligence  on  Islam- 
ic militant  groups 
that  threaten 
the  U.  S.,  West- 
-  ern  Europe,  and 
Russia  alike. 
The  end  of  the 
imperial  dream  is  not  prov- 
ing easy  for  Moscow's  po- 
litical and  military  elite  to 
swallow.  A  decade  after 
the  collapse  of  the 
Soviet  Union,  many 
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of  yesterday's  cold  warriors  are  still  in 
denial:  In  an  unusual  public  criticism  of 
Putin,  more  than  20  retired  generals  re- 
cently signed  a  letter  protesting  his  de- 
clared plan  to  shut  down  Soviet-era 
bases  in  Cuba  and  Vietnam.  While  duly 
noted,  the  protest  is  unlikely  to  have 
any  impact. 

Yet  ordinary  Russians,  weary  of  grand 
causes,  appear  to  be  following  their  Pres- 
ident's lead.  In  Russian  schools,  a  new 
generation  is  busily  learning  English,  the 
lingua  franca  of  the  new  global  order. 


And  nostalgia  for  Russia's  lost  super- 
power status  seems  to  be  diminishing. 

It's  possible  that  cocky  Bush  Ad- 
ministration hardliners  will  overplay 
their  hand.  The  big  test  may  prove  to 
be  Saddam  Hussein's  Iraq,  a  likely 
eventual  target  of  Washington  hawks. 
Russian  oil  outfits  have  important  in- 
terests in  Iraq,  and  Putin  has  said 
many  times  that  he's  against  a. major 
military  strike.  If  the  U.  S.  decides  to 
launch  one  without  finding 
some  way  to  get  Rus- 


sia onboard,  then  Putin  may  hi 
choice  but  to  retreat  from  closl 
with  the  U.  S.  But  even  on  this  il 
may  be  possible  to  reduce  Putil 
position  if  Bush  offers  guarante| 
Russian  oil  companies  will  get 
slice  of  the  business  in  a  post- 
Iraqi  regime,  says  Moscow  defe^ 
alyst  Andrei  A.  Piontkovsky.  Ft 
Putin's  Russia  is  content  to  suf 
lectures  of  its  senior  partner. 

By  Paul  S\ 
in 


/J  HOW 
%0ES 
CHINA  PLAY 
ITS  HAND? 

Beijing  is  trying,  subtly,  to 
stem  the  tide  of  U.S. 
political  influence 

Imagine  China's  chagrin.  Just  months 
ago,  it  was  one  of  the  few  nations 
willing  to  tangle  with  Uncle  Sam. 
Remember  Beijing's  huffing  over 
U.  S.  military  help  to  Taiwan?  Or  how  it 
went  ballistic  over  the  spy  plane  inci- 
dent and  took  its  sweet  time  giving 
America  its  plane  back — in  pieces?  All 


CHINAS  CHARM 
OFFENSIVE 

►  NOVEMBER  In  a  trip  to 

Southeast  Asia,  Chinese 
premier  Zhu  Rongji  calls 
for  an  Asian  free-trade 
zone — a  bid  to  counter 
Japanese  influence. 

►  DECEMBER  Chi- 
nese President  Jiang 
Zemin  visits  Burma 
to  strengthen  close 
military  ties.  That 
same  month,  Pak- 
istan President  Gen- 
eral Pervez  Musharraf 
visits  Beijing  twice  to 
discuss  the 
Afghanistan  war. 

►  JANUARY  Zhu  visits  In- 
dia to  build  ties  with  Chi- 
na's traditional  opponent  and 
to  help  defuse  India-Pakistan 
tensions.  The  same  month, 
Jiang  pledges  $150  million 
in  aid  to  Afghanistan,  during 
along,    China   was       the  visit  to  Beijing  of  interim 
strengthening  mili-       Afghan  leader  Hamid  Karzai. 
tary  ties  with  Bur-  '~mTb^MuT 

ma,  cozying  up  to 
longtime  rival  Vietnam,  forging  ties  with 
Russia  and  the  Central  Asian  "Stans." 
Then  came  September  11.  Now, 
thanks  to  its  swift  dispatch  of  the  Tal- 
iban, the  U.  S.  walks  taller  than  ever.  In 
fact,  its  military  has  set  up  shop  in  Chi- 
na's backyard.  "Before  the  terrorist  at- 
tacks, China  frequently  criticized  hege- 
monic tendencies,"  says  Zhu  Feng, 
director  of  the  International  Security 
Program  at  Beijing  University's  School 
of  International  Studies.  "Now  the 
world  is  becoming  more  hegemonic."  If 
China's  leaders  feared  containment  be- 
fore, they  probably  feel  surrounded  now. 
So  Beijing  has  launched  a  charm  of- 
fensive. Jiang  &  Co.  are  working  hard  to 


portray  China 
structive,  nontl 
ing  new  power 
Says  Kenneth 
thai,   former  A:j 
tional  security 
in  the  Clinton  Al 
tration:  "China  hi 
trying  to  create ! 
important  role 
One    of  Beijing 
goals:     to 
U.S.  influence  bj 
becomes  a  fait  ac 

Consider  Zhu 
five-day  trip  to  Ij 
Chinese  premieij 
visit   in   more 
decade.  Ostensibll 
to  forge  closer 
also  sought  to 
Washington's    gl 
friendship    witl( 
Delhi.  China  al- 
to profit  from  . 
weakness.  In  a   I 
ber  trip  to  Soil 
Asia,  Zhu  called! 
Asian  free-trad  f 
With    luck,    SoJ 
Asia  will  look 
China  as  the 
center  of  economl 
ity.  China  also 
show  a  benevole 
by  arbitrating  regional  disputes 
tributing  money  and  equipment  tc 
keeping  operations,  as  it  has 
in  Cambodia,  East  Timor,  and 

Still,  many  Asian  nations  would 
the  U.S.  Navy  to  Chinese  gunbc| 
trolling  shipping  lanes.  And  botl 
and  Taiwan  have  expressed  int 
U.S.  plans  for  regional  missile  (| 
These  nations  know  that  Chira 
playing  nice,  can  play  mean  lateil 
"is  a  big  power,  and  it  will  projel 
like  [one],"  says  an  Asian  diplcl 
Beijing.  "We  all  have  to  live  witf 
Of  course.  But  it  won't  always  bJ 
By  Dexter  Roberts  in  Beijiv\ 
Brian  Bremner  in  Tokyo 
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g  at  a  smart  business  The  challenge  today  is  twofold, 

n  can  happen  anywhere.         One:  how  do  you  get  the 
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ation;  information  that  disparate  data  sources  and 

to  be  gathered  from  multi-  create  and  distribute  actionable 

irces,  then  analyzed  and  information?  And,  two:  also 

I  before  it  can  be  used  to  meet  the  demands  to  reduce 

dvantage.  costs  and  increase  productivity? 


WHAT  KIND  OF  DECISIONS  ARE  REQUIRED 


MitAiw'.iIM  USE 


SMART  ONES. 


You  turn  to  Crystal  Decisions". 
Our  enterprise-wide  reporting, 
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At  Crystal  Decisions,  the  makers 
of  Crystal  Reports1,  we've  met  the 
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analysis  and  weD-u 

tion  delivery  solutions  have  a  SAP,  IBM,  Microsoft  and  Baan. 


our  customers  better  utilize 
information  to  competitive 
advantage  and  profit. 


yours.  To  find  out  how,  visit  us  at: 
www.crystaldecisions.com/ent/005/ 
or  call  1-866-821-3525. 


Analyze.  Report.  Share! 


crystal  decisions 
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C  WILL  THE 
J  ARAB  WORLD 
EVER  CHANGE? 

Don't  count  on  it.  Mideast  leaders  are 
likely  to  dig  in  their  heels 


For  the  U.S.  and  its  allies  in  the 
fight  against  terrorism,  few  goals 
could  be  more  important  than  mak- 
ing sure  the  Middle  East  is  firmly 
on  the  way  to  stability — and  away  from 
extremism.  After  all,  it  was  militants 
from  the  Middle  East  who  executed  the 
September  11  attacks  on  the  U.  S. 

But  don't  count  on  it  happening  soon. 
For  starters,  the  highly  conservative  gov- 
ernments in  the  Arab  world  look  more 
likely  to  dig  in  than  to  change.  On  top  of 
that,  the  Bush  Administration  has  failed 
to  come  up  with  a  coherent  policy  for 
the  region.  Washington's  laissez-faire 
stance  to  Palestinian-Israeli  fighting  is 
turning  Arabs  against  the  U.  S.  And  the 
Administration's  "with  us  or  against  us" 
anti-terror  campaign  is  putting  Ameri- 
can allies  such  as  Egypt  and  Saudi  Ara- 
bia on  the  defensive.  These  are  all  rea- 
sons why  the  Middle  East  is  likely  to 
remain  fertile  ground  for  militant  groups. 
And  the  new  generation  of  extremists 
could  make  Osama  bin  Laden  look  tame. 
To  be  sure,  last  fall's  events  have 
sparked  some  self-criticism  in  the  Arab 
world.  On  Dec.  30,  Saudi  Arabia's  Crown 
Prince  Abdullah  delivered  a  harsh  lec- 
ture to  a  regional  summit  meeting  in 
Muscat,  Oman.  He  called  for  an  end  to 
the  time-honored  practice  of  blaming  the 
region's  shortcomings  on  outsiders.  Oth- 
ers are  also  pondering  the  roots  of  the 
September  11  attacks.  "It  is  up  to  the  Is- 
lamic world  to  return  to  its  senses  and 


assess  the  dam- 
age [Osama  bin 
Laden]  has 

caused,"  wrote 
Khalil  Ali 

Haider,  a  special- 
ist on  Islamic 
groups,  in  the 
Kuwaiti  newspa- 
per Al-Watan. 

Slowly,  Saudi 
Arabia  and 

Kuwait  are  step- 
ping up  the  pres- 
sure on  militant 
Islamists.  The 
governments  are  curbing  Islamic  charities 
that  have  funded  violent  groups.  They 
are  reviewing  school  curriculums,  which 
have  become  overly  religious  in  content. 
But  such  moves  don't  go  far  enough.  The 
roots  of  Islamic  extremism  lie  not  so 
much  in  religion  but  in  repressive  soci- 
eties with  economies  too  anemic  to  pro- 
vide livelihoods  for  their  fast-growing 
populations.  Despite  much  talk  of  reform, 
most  Arab  countries  remain  museums  of 
state  capitalism.  "Those  who  expect  a 
new,  reformed  Islam  are  asking  the 
wrong  questions.  We  don't  have  a  Luther. 
We  don't  have  a  Calvin,"  says  Tahseen 
Bashir,  a  former  Egyptian  presidential 
spokesman  and  diplomat.  Instead,  they 
have  suicide  bombers,  who  appeal  to  Mid- 
dle Easterners  for  having  the  guts  to 
stand  up  to  big  powers. 


TINY  STEPS  TOWARD  PROGRESS  IN  THE  MIDDLE  EAST 


REGIONAL 
INSTABILITY 


Declining  living  stan- 
dards and  fallout  from 
the  Arab-Israeli  dis- 
pute could  produce 
more  turbulence. 


SUPPRESSION  OF 
ISLAMIC  GROUPS 

Governments  realize 
that  extremists  are 
dangerous.  But  they 
could  go  underground 
or  offshore. 


GRADUAL  ECONOMIC 
OPENING 

Governments  will  have 
little  choice  but  to  try 
to  attract  invest- 
ment— but  don't  ex- 
pect fast  results. 


Data:  BusinessWeek 


And  what  is  the  U.  S.  doing?  T(| 
Washington  hasn't  unveiled  a  J 
based  strategy  for  the  region.  Ii  ( 
the  single-minded  focus  on  terij 
has  contributed  to  the  Administrl 
abandoning  long-standing  U.S. 
to  broker  peace  between  Palest! 
and  Israelis.  "There  is  no  longer  a  J 
process.  In  this  new  situation  hi 
being  replaced  by  despair,"  say| 
hamed  Sid  Ahmed,  a  columnist 
Cairo  daily  Al-Ahram. 

Desperation  encourages  young 
to  become  suicide  bombers.  It's  the| 
way  to  strike  at  powerful  adver 
"If  the  U.  S.  continues  the  same 
toward  the  Arabs,  it  will  give 
lamic  movements  a  new  life;  the 
be  stronger  than  today,"  warns  Diaj 
wan,  a  specialist  on  these  groups 
Al-Ahram  CenJ 
Strategic  Stuc 
Cairo    think 
Repression 
work    for   a 
But    unless 
are  given  rea 
hope,    the 
East  could  bl 
cradle  of  morJ 
gerous  groups  I 
By  Stanley! 
in  LA 


GLACIAL  POLITICAL 
CHANGE 

Regional  govern- 
ments excel  at  one 
thing — keeping  pow- 
er. They  will  only 
share  it  reluctantly. 
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WHAT  KIND  OF  DECISIONS  DOES  SAP  MAKE? 
SMART  ONES. 


at  a  smart  business 
lion  can  happen  anywhere. 
he  process  first  requires 
,mation;  information  that 
Is  to  be  gathered  from 
iple  sources,  then  analyzed 
shared  before  it  can  be 


used  to  your  advantage. 
SAP,  the  world  leader  in  e-busi- 
ness platforms,  is  focussed  on 
finding  new  ways  to  help  their 
customers  lower  costs  and 


increase  revenues. 


SM 
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That's  why  SAP  chose 
Crystal  Decisions',,  web  reporting 
technology  and  expertise -to 
help  their  customers  better 
utilize  information  through 
formatted  reporting  for 
competitive  advantage. 


Crystal  Decisions,  makers  of 
Crystal  Reports^,  met  SAP's  demand- 
ing standards.  We're  confident  we 
can  meet  yours.  To  see  how,  call 
us  at  1-866-821-3525  or  sign  up 
for  a  seminar  at: 
www.crystaldecisions.com/ent/005/ 


\nalyze.  Report.  Share.' 


crystal  decisions 


A  SEAGATE  COMPANY 
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Science  &  Technology 


COMMENTARY 


By  John  Carey  and  Ellen  Licking 


THE  STEM-CELL  DEBATE  JUST  GOT  THORNIER 


Versatile  stem  cells  are  biology's 
answer  to  a  blank  canvas  on 
which  many  wondrous  scenes  can 
be  painted.  Blessed  with  the  ability 
to  become  any  tissue  of  the  body, 
they  have  the  potential  to  restore  a 
failing  heart,  tame  the  tremors  of 
Parkinson's,  cure  diabetes,  or  treat 
uncounted  other  ills. 

There's  an  enormous  catch,  how- 
ever. One  of  the  best  ways  to  obtain 
stem  cells  is  to  strip  them  from  a  hu- 
man embryo — destroying  it  in  the 
process.  It's  no  surprise,  then,  that 
the  Bush  Administration  has  banned 
the  use  of  federal  research  dollars 
for  work  using  stem  cells  created 
through  the  destruction  of  additional 
embryos,  nor  that  Congress  is  con- 
sidering a  ban  on  cloning,  which 
could  someday  offer  a  bounteous 
source  of  such  cells. 

But  as  Congress  debates  the  emo- 
tionally and  politically  charged  issues 
of  embryonic  stem  cells  and  cloning, 
science  is  forging  ahead  with  extra- 
ordinary speed.  Now  come  new  find- 
ings that  may  offer  a  way  around 
any  restrictions  lawmakers  impose, 
while  raising  even  deeper  questions 
for  ethicists  to  ponder. 

In  late  January,  scientists  at  the 
University  of  Minnesota  revealed 
that  cells  from  adult  bone  marrow 
can  match  the  ability  of  embry- 
onic stem  cells  to  turn  into 
nerves,  muscle,  liver,  and 
other  specialized  tissues. 
And  in  the  Feb.  1  issue  of 
Science,  a  team  of  corporate 
and  academic  researchers  re 
ports  that  unfertilized  monkey 
eggs  can  be  induced  to  provide 
stem  cells  with  similar  amazing  po- 
tential. If  the  same  process  works  in 
humans,  "it  creates  an  ethical  alter- 
native [to  using  embryos]  that  people 
can  be  comfortable  with,"  says  Kent 
E.  Vrana  of  Wake  Forest  University 
School  of  Medicine,  an  author  of  the 
Science  report. 

Some  foes  of  embryo  research 
agree.  "Many  of  us  have  said  we 
would  support  stem-cell  research  that 
does  not  result  in  the  destruction  of 
embryos,"  says  C.  Ben  Mitchell,  a  se- 
nior fellow  at  the  Center  for 
Bioethics  &  Human  Dignity,  a  Christ- 


FOREFRONT:  ACTs  West  (center) 


ian-backed  nonprofit  in  Chicago. 

Yet  ethicists  warn  that  the  latest 
results  pose  fresh  dilemmas.  If  a 
stem  cell,  regardless  of  its  derivation, 
can  be  transformed  into  any  type  of 
cell,  then  it  theoretically  has  the  po- 
tential to  create  a  human.  So,  asks 
Arthur  Caplan,  director  of  the  Cen- 
ter for  Bioethics  at  the  University  of 
Pennsylvania,  does  that  make  it  the 
functional — and  moral — equiva- 
lent of  an  embryo? 

While  politicians  and  ethi- 
cists argue,  the  science  con- 
tinues to  advance.  Witness 
the  recent  work  of  Dr. 
Catherine  Verfaillie  at  the 
University  of  Minnesota, 
who  demonstrated  the 
enormous  flexibility  of 
certain  adult  cells.  Ver- 
faillie extracted  cells 
from  bone  marrow,  grew  them  in 
petri  dishes  for  up  to  two  years,  and 
showed  that  they  could  turn  into 
everything  from  liver  and  cartilage 
to  brain  cells. 

The  work  reported  in  Science 
takes  a  different  tack.  Researchers 
at  Advanced  Cell  Technology  (act)  in 
Worcester,  Mass.,  and  several  acade- 
mic centers  start  with  eggs  from  fe- 
male monkeys.  Bathed  in  a  chemical 
soup,  then  zapped  with  jolts  of  elec- 


EMBRYO? 

Four  cells 
from  one 


tricity,  the  eggs  begin  developing 
into  embryos,  a  process  known  a 
parthenogenesis. 

At  act,  embryos  created  in  thi| 
fashion  haven't  survived  for  long, 
a  few  have  reached  the  blastocyst! 
stage,  consisting  of  about  100  cellsT 
That's  enough  for  act's  researched 
extract  some  of  the  inner  cells  and 
create  a  long-lived  line  of  stem  ce| 
capable  of  being  transformed  ir 
many  different  types  of  tissue, 
found  hard  tissue,  smooth  muscle,  j 
hair  follicles,  pigmented  epithelial 
cells,  and  gut  cells,"  says  Wake  Fd] 
est's  Vrana.  In  one  experiment,  a 
proportion  became  brain  cells  that] 
produce  a  chemical  called  dopa 
precisely  the  type  of  cell  that  is 
aged  by  Parkinson's  disease, 
spectacular,"  says  Michael  D.  Wesj 
president  and  ceo  of  act.  "No  on<| 
has  seen  that  before." 

The  potential  is  huge.  Eventual 
scientists  may  be  able  to  extract 
egg  from  a  woman,  jolt  it  down  1 1 
path  toward  an  embryo,  extract  sj 
cells  from  it,  and  use  them  to  curl 
ailments.  The  cells  would  have  vil 
ally  the  same  genes  as  the  womaij 
own,  so  they  could  be  injected  ba<| 
into  her  without  risk  of  rejection. 
"We  could  make  anything  a  worm| 
needed,"  West  says.  "Young  bloc 
cells  or  heart  cells  or  neurons — tl 
is  the  dream."  Males  would  be 
er,  but  ultimately  possible,  he  sayj 

That  is,  if  the  procedure  can  lei 
all  the  hurdles:  scientific,  political^ 
and  moral.  "Are  parthenogenetic 
created  embryos  biologically  idenlj 
to  other  kinds  of  embryos?"  asks 
Mitchell.  "This  is  a  discussion  w( 
need  to  have."  Perhaps  tricking 
fertilized  eggs  into  becoming  embl 
for  research  will  prove  as  morallyl 
pugnant  to  right-to-lifers  as  usingl 
old-fashioned  kind.  After  all,  says[ 
biotech  foe  Jeremy  Rifkin,  presidip 
of  the  Foundation  on  Economic 
Trends,  "you  are  still  talking  aboil 
an  embryo."  But  by  the  time  poliJ 
cians  resolve  that  question,  scientl 
discoveries  are  bound,  once  again  f 
shift  the  debate  to  a  whole  new  1<| 

Carey  and  Licking  cover  scien\ 
from  Washington  and  New  York. 
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Sports  Business 


BROADCASTING 


ESPN'S  FULL-COURT  PRESS 


Ratings  are  down,  so  the 
network  is  going  all  out  for 
new  sources  of  revenue 

Heading  into  last  fall,  espn  Presi- 
dent George  W.  Bodenheimer  knew 
his  22-year-old  sports  network 
needed  a  jolt.  The  ad  climate  was 
abysmal,  ratings  were  soft,  and  cable  op- 
erators were  sniping  about  the  hefty  fees 
ESPN  charges  for  airing  the  network's  fare. 
So  when  the  chance  came  up  around 
Thanksgiving  to  bid  on  the  rights  to 
broadcast  National  Basketball  Assn. 
games,  Bodenheimer  jumped.  On  Jan.  22, 
he  announced  that,  along  with  ABC,  a  sis- 
ter unit  of  Walt  Disney  Co.,  ESPN  had 
outbid  NBC  for  six  years  of  NBA  games. 
The  price  tag:  $2.4  billion,  or  just  over  a 
year's  worth  of  ESPN 
revenues. 
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ii. 
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The  deal  could  be 
ESPN's  riskiest  bet  yet. 
While  the  network 
reaches  86  million  U.  S. 
homes,  it  finds  itself 
among  cable  TV's 
once-hot,  now-maturing 
brands  such  as  MTV 
and  CNN.  In  prime  time 
among  the  coveted  au- 
dience of  males  18  to 
49,  viewership  is  down 
14%  in  the  past  year. 
Its  rival,  Fox  Sports 
Net,  is  up  12%  in  the 
same  group.  "It's  not 
all  about  ratings,"  insists  the  43-year- 
old  Bodenheimer,  who  started  at  ESPN  in 
1981  driving  on-air  personalities  to  and 
from  ESPN's  Bristol  (Conn.)  headquar- 
ters and  nearby  Bradley  International 
Airport.  "They're  not  the  sole  value  of  a 
company  our  size." 

Still,  the  ratings  slide  isn't  the  only 
trouble  spot,  espn  charges  one  of  the 
highest  fees  to  cable  and  satellite 
operators  for  its  programming.  That  has 
brought  long-simmering  resentments  be- 
tween ESPN  and  its  distributors  to  a 
boil.  "The  fees  are  outrageous,"  says 
one  senior  cable  exec.  "It's  really  soured 
the  entire  industry  against  them." 

espn  is  hoping  the  NBA  deal  wall  ease 
the  operators'  pain — though  that's  not  a 
given.  Basketball  is  a  sport  that  has 
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seen  its  TV  ratings  plummet  40%  since 
1996.  And  ESPN's  NBA  foray  is  the  first 
time  a  cable  player  has  grabbed  a  major 
sports  contract  from  the  broadcast  net- 
works. NBC,  which  had  held  the  con- 
tract for  the  past  12  years,  refused  to 
shell  out  more  than  $1.3  billion,  after 
losing  money  in  two  of  the  four  years 
on  its  last  contract.  Bodenheimer  says 
he's  confident  of  a  ratings  resurgence 
and  figures  the  price  will  turn  out  to 
have  been  well  worth  it.  That's  because 
ESPN  and  ABC  together  will  be  able  to 
broadcast  many  more  games  than  nbc's 
32 — 75  regular-season  contests,  mostly 
on  espn  and  ESPN2 — and  ultimately  sell 
more  ads. 

Complementing  the  NBA  deal  is  an- 
other new  arena  for  ESPN:  original  pro- 
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BODENHEIMER:  NBA  games,  wi\ 
services,  and  interactive  TV 

gramming,  including  made-for-TV ! 
On  Mar.  10,  the  ESPN-produced 
son  on  the  Brink:  A  Year  Witm 
Knight  and  the  Indiana  Hoosi\ 
make  its  debut  on  the  networ 
Brian  Dennehy  starring  as  the 
pered  coach.  A  late-night  sports  I 
showT  hosted  by  actor  Jay  Moh| 
away  from  Fox  Sports  Net, 
off  in  April.  "It's  a  smart  mol 
nomically  to  begin  to  integrate  si 
owns  with  programming  it  pai 
says  consultant  Neal  Pilson,  a  f 
president  of  cbs  Sports. 

espn  is  also  looking  for  new  i| 
by  expanding  beyond  its  stalwjf 
work.  Already,  it  has  six  oth«| 
channels,  a  radio  network,  a  I 
Web  site,  ESPN  The  Magazine,  arl 
Zone  restaurants.  The  latest  veil 
an  interactive  channel  on  Direcl 
that  allows  viewers  to  grab  nel 
scores  with  a  flick  of  the  remote  [ 
And  its  wireless  unit  is  charginl 
for  scores  and  news  it  delivers! 
phones,  personal  digital  assistarl 
even  to  scrolling  screens  ato[ 
York's  fleet  of  yellow  cabs. 

Still,  Bodenheimer's  growtll 
wron't  count  for  much  if  he  can! 
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•nsions  with  cable  and  satellite  op- 

They  accuse  espn  and  parent 

y  of  squeezing  them  on  price,  since 

of  their  subscribers  consider  espn 

pie  of  their  service.  On  average, 

charges  operators  $1.50  a  sub- 

sr  per  month — more  than  twice 

charges.  And  espn  contracts 

>r  20%-a-year  increases.  Says  Jer- 

nt,  former  chief  executive  of  cable 

Charter  Communications  Inc.: 

is  a  virtual  monopoly.  Backed  up 

sney,  it  has  a  gun  to  the  heads  of 

operators." 

tie  companies   aren't  taking  it. 
W.  Ergen,  ceo  of  satellite  serv- 
iStar  Communications  Corp., 
o  perturbed  about  having  to  pay  a 
year  fee  increase  for  espn  Classic, 
shows  old  game  highlights,  that 
ipped  it  off  his  service  and  threat- 
o  do  the  same  to  Disney's  Family 
el.  A  group  of  executives,  includ- 
ent,  are  calling  for  Congress  to 
e  espn  to  offer  its  service  a  la 
just  as  Home  Box  Office  or  Show- 
networks  Inc.  is  offered  for  a  pre- 
Another  complaint:  that  Disney 
lichael  D.  Eisner  uses  ESPN  ag- 
vely  in  negotiations  to  make  cable 
Tis   carry   Disney's   other,   less- 
ed  channels.  But  by  doing  so,  one 
exec  says,  he's  hurting  espn.  "He's 
the  golden  goose,"  he  says.  Coun- 
todenheimer:  "Consumers  are  vot- 
th  their  wallets." 
inwhile,  the  competition  isn't  ex- 
sitting  still.  Five-year-old  Fox 
3  Net  is  trying  to  break  the  espn 
by  putting  more  emphasis  on  re- 
and  local  sports,  hoping  to  at- 
he  less-hard-core  fans,  says  Fox 
'  Net  President  Tracy  Dolgin.  And 
fime  Warner  Inc.'s  Turner  Broad- 
|g  System  Inc.  struck  a  $2.2  bil- 
x -year  pact  to  broadcast  52  regu- 
son  NBA  games  a  season,  as  well 
jartnership  with  the  NBA  to  launch 
I  all-sports  cable  channel. 

lion  does  Bodenheimer  start  to 
?  Maybe  not  until  his  ratings  gu- 
ll him  bowling  tournaments  are 
*  out  the  NBA. 
By  Tom  Lowry  in  Bristol,  Conn. 


rOR-TV  MOVIE:  Brian  Dennehy 
Hoosiers'  Bobby  Knight 


THE  OLYMPICS 

TRADING  DESK 
HERO? 

Aelin  Peterson's  unusual  trek 
to  a  U.S.  Olympic  ski  team 

When  the  Winter  Olympics  kick  off 
on  Feb.  8,  there  will  be  the  usual 
suspects  to  root  for.  Sequined  ice 
queens.  Cool-dude  snowboarders.  Burly 
hockey  players  named  Igor  or  Jacques. 
But  whom  should  the  hardworking,  un- 
employment-fearing suits  and  pantsuits 
of  Corporate  America  cheer  on?  Whom 
can  the  masses  of  stressed-out  Palm  Pi- 
lot slaves  relate  to?  Whom  can  The 
Street  call  its  own? 

Meet  Aelin  Peter- 
son, a  former  eat- 
at-your-desk  equities 
trader  who  got  flab- 
by as  hell  and  chose 
not  to  take  it  any- 
more. So  Peterson 
pushed  herself  away 
from  three  comput- 
er screens  and  a 
$65,000-a-year  pay- 
check— with  much 
more  to  come — and 
made  the  U.  S. 
Olympic  cross-coun- 
try ski  team. 

Raised  in  a  tiny 
Alaskan  village,  Pe- 
terson learned  to 
skate  on  the  frozen 
Bering  Sea — and  ski 
cross-country.  By 
high  school,  her 
family  had  moved  to  Fairbanks,  where 
she  became  a  teenage  standout.  At 
Northern  Michigan  University,  Peter- 
son majored  in  economics  and  made  it 
to  the  World  University  Games.  But  a 
bout  with  viral  meningitis  and  competi- 
tive burnout  seemed  to  end  her  career 
at  age  20.  "My  body  was  just  done," 
says  Peterson,  now  27. 

On  to  Boston  she  went  as  an  intern 
at  Brown  Brothers  Harriman  &  Co., 
the  investment  bank.  Peterson  was  look- 
ing to  be  hired  full-time  but  got  to 
thinking  about  those  days  by  the  Bering 
Sea.  She  got  an  itch  to  become  an 
Olympic  speed  skater.  "I've  always  been 
a  risk-taker,"  she  says.  Without  a  job, 
car,  or  apartment,  she  moved  to  Mil- 
waukee, which  has  one  of  the  nation's 
few  Olympic-sized  skating  ovals. 

To  support  herself  as  she  trained,  Pe- 
terson found  work  at  Milwaukee-based 
Strong  Capital  Management,  answering 
calls  about  Grandma's  mutual  fund.  The 


speed-skating  lark  went  nowhere,  but 
within  a  year  she  had  climbed  to  a  jun- 
ior trader  position,  learning  at  the  elbow 
of  Strong's  then-trading  director,  David 
Braaten.  "We  look  for  people  with  a 
high  level  of  commitment  to  do  their 
best  and  a  passion,"  says  Braaten. 
"Aelin  just  radiated  all  of  that." 

Into  the  office  at  5:30  a.m.,  she  would 
check  foreign  markets,  scan  financial 
news,  and  warm  up  for  the  day's  trad- 
ing race.  "She  was  our  eyes  and  ears," 
says  Braaten.  For  three  years,  Peterson 
was  on  a  fast  track.  But  something  was 
missing.  "I  was  very  unhealthy,"  she 
says.  "My  body  told  me  that  I  needed 
racing  again."  Her  mind  sent  messages, 
too:  "Skiing  reentered  my  life  at  night. 
In  my  dreams,  I  was  racing  or  training." 

Peterson  didn't  need  a  shrink  to  in- 
terpret her  dreams,  and  Braaten  couldn't 


CROSS-COUNTRY  GLORY: 

Peterson  after  the 
National  Championships 


muster  a  counteroffer.  "She  told 
me  she  wanted  to  be  in  the 
Olympics,"  he  says.  "I  was  as- 
tounded. But  she  had  to  follow 
that  dream." 

Barely  15  months  ago,  Peterson 
moved  back  to  Alaska,  entered  her  first 
race  in  four  years,  and  finished  last.  She 
kept  plugging,  though,  even  after  run- 
ning through  $30,000  in  savings.  By  the 
end  of  January's  national  championships, 
Peterson  was  the  fourth-ranked  woman 
in  America  and  earned  one  of  eight 
spots  on  the  U.  S.  Olympic  cross-country 
ski  team. 

"How  many  working  women  are  able 
to  take  a  risk  like  this?"  Peterson  asks. 
"I  know  I've  been  given  a  luxury.  But  if 
other  working  women  have  some  un- 
fulfilled goals  that  have  been  sadly 
tucked  away,  I  would  like  to  think  that 
they  would  see  me  and  take  a  shot  at 
their  own  dreams." 

Or,  at  least,  root  for  Aelin  Peterson, 
who  may  have  made  the  most  profitable 
trade  of  her  career:  stocks  for — could 
it  be? — a  precious  medal. 

By  Jay  Weiner  in  Minneapolis 
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BANKING 


TELECOM  LENDERS: 
STANDING  IN  LINE  FOR  WHAT? 


Banks,  without  the 
protection  of  being  first 
to  be  repaid,  face  billions 
in  loan  losses 

Not  even  the  world's  largest  com- 
mercial banks  were  immune  from 
the  telecom  investment  craze.  As 
the  mania  peaked  in  the  late 
1990s  and  early  2000,  the  gray-flannel 
crowd  at  Citigroup,  J.  P.  Morgan  Chase, 
Bank  of  America,  and  elsewhere  be- 
haved with  all  the  abandon  of  day 
traders.  Banks  issued  more  than  $320 
billion  in  loans  to  the  telecom  industry 
between  1999  and  2001. 

Now,  the  banking 
system  faces  billions 
in  losses.  On  Jan. 
28,  Global  Cross-    ^ 
ing  Ltd.  became 
the    latest    in 
a    series    of 


once-promising  start-ups  to  take  refuge 
in  bankruptcy  court,  joining  the  likes  of 
360net works,  Teligent,  and  Winstar. 
When  they  filed,  those  four  carriers 
owed  at  least  $5.25  billion  to  the  likes  of 
J.  P.  Morgan,  Citi,  and  Bank  of  America, 
which  in  turn  sold  the  debt  to  dozens  of 
other  banks.  "You  assume  bankers  have 
this  great  font  of  wisdom,  but  they're 
human  like  anyone  else,"  says  Hugh 
Ray,  partner  and  head  of  bankruptcy 
practice  at  Houston  law  firm  Andrews  & 
Kurth  LLP.  "They  got  really  caught  up." 
In  hindsight,  it  was  a  disaster  waiting 
to  happen.  By  the  time  the  banks  ar- 
rived on  the  scene,  bondholders  had 
beaten  them  to  the  punch  and  struck 
agreements  ensuring  they'd  get 


paid  first  if  a  telecom  companj 
The  banks  often  failed  to  obt 
meaningful  collateral  on  theij 
which    were    sometimes    seci 
shares  that  are  now  nearly  wor 
These  days,  pretty  much  thj 
emerging  telecom  sector  is  e] 
bankruptcy  or  beset  by  critic^ 
cial  problems,  xo  Communicatk 
which  has  $4.5  billion  of  debt, 
ing  a  $1  billion  credit  facility,  is 
ating  to  restructure  its  liabilitie 
fails,  one  insider  says,  the  cj 
probably  will  have  to  file  for  ba 
In  the  worst  case,  the  banks 
could  rival  the  $150  billion  hit  tl 
took  during 
ings  and 


62  BusinessWeek  /  February  11,  2002 


decade  ago.  At  least  this  time 
id,  the  banks  have  bigger  reserves 
then — and  their  lending  is  more 
sifted.  But  there's  no  question  that 
jm  losses  will  force  banks  to  take 
billion-dollar  write-offs  and  lower 
future  earnings. 
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italizations  and  well-known  names  did 
the  banks  decide  it  was  safe  to  finance 
them.  But  the  high-yield  bond  under- 
writers, led  by  Salomon  Smith  Barney, 
had  already  staked  out  their  position — 
and  structured  their  deals  so  that  they 
would  be  the  first  in  line  to  be  repaid  if 
a  telecom  company  went  under. 

The  banks  and  bondholders  will  fight 
among  themselves,  too.  Traditionally, 
banks  are  entitled  to  foreclose  on  a 
physical  asset,  such  as  a  factory  or  a 
piece  of  equipment,  if  a  loan  goes  bad. 
But  in  Global's  case,  lenders  such  as  J.  P. 
Morgan  and  Citi  have  no  lien  on  the 
company's  100,000-mile  net- 
work, which  spans  27  coun- 
tries and  the  world's  major 
oceans.  Their  only  claim  is 
on  the  battered  shares  of 
the  100  or  so  subsidiaries 
that     own    the     network. 
Bondholders,     meanwhile, 
own  a  piece  of  Global  Cross- 
$5.9  J;P-..M.or?^  ing  assets,  including  its  sub- 


lapse  of  hundreds  of  Internet  companies 
or  an  approaching  downturn.  Today,  the 
growth  rate  for  Net  traffic  is  about  30% 
to  40%  a  year.  The  overoptimistic  as- 
sumptions wreaked  havoc  with  many  a 
start-up's  business  plans,  says  Cohrs. 

Mounting  debt  finally  forced  carriers 
into  bankruptcy.  Faced  with  insufficient 
revenue  growth,  they  had  to  borrow 
money  to  build  new  networks  or  up- 
date old  ones.  Global,  with  $3.4  billion  in 
revenue,  owed  a  crushing  $7.5  billion, 
on  which  it  had  to  pay  $600  million  in 
interest  and  $200  million  in  preferred 
dividends  a  year.  It  wasn't  unique.  Lots 


THE  MONEY  PIT 


Banks  and  investors  have  lent  $1.3  trillion  to  telecom 

companies  since  1996.  Some  of  the  biggest  borrowers 

are  now  in  serious  trouble. 
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J.P.  Morgan,  Citigroup,  Goldman  Sachs 
Franklin,  Metiife,  SunAmerica 


360NETW0RKS      1.2 


•  trouble  began  after 
elecommunications  Act 
)6,  which  stalled  a  $1.3 
n  avalanche  of  lending  - 
'estors  and  bankers  ea- 

0  finance  a  host  of  upstarts  that 
supposedly    take    on    Verizon 

aunications,  AT&T,  and  other  estab- 

1  carriers.  Among  the  upstarts, 
il  got  an  extra  boost  because 
er  Gary  Winnick  was  one  of  Wall 

's  own.  Having  risen  through  the 
of  junk-bond  pioneer  Michael 
's  shop,  Drexel  Burnham  Lam- 
roup  Inc.,  he  could  open  doors. 
a  year  ago,  I  could  just  pick  up 
one,  have  a  conference  call,  and 
a  billion  dollars.  Times  have  to- 
langed,"  says  Global's  Cohrs. 
dream  was  shattered  by  a  series 
s.  Internet  traffic  was  expected 
75%  a  year,  supporting  dozens 
s  of  new  carriers.  But  those 
didn't  foresee  the  sudden  col- 
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of  companies  were  borrowing  money  to 
cover  losses  incurred  in  building  mas- 
sive networks.  "Telecom  had  $60  bil- 
lion in  negative  free  cash  flow  in  2000, 
by  far  the  largest  amount  of  any  in- 
dustry in  modern  times,"  says  Lehman 
Brothers  Inc.  analyst  Blake  Bath.  He 
expects  the  industry  to  turn  cash  flow 
positive  this  year.  Meanwhile,  dozens 
of  companies  like  Global  have  declared 
bankruptcy  because  investors  stopped 
funding  their  losses. 

Most  upstarts  got  their  initial  funding 
from  venture  capitalists,  and  then 
rushed  to  an  initial  public  offering  even 
before  they  had  steady  cash  flows  or 
profits.  Then,  they  tapped  the  junk-bond 
markets  for  additional  funding.  Only  af- 
ter the  companies  had  large  market  cap- 


sidiaries.  Look  for  a  "giant 
pissing  match  between  bank 
lenders  and  bondholders," 
says  one  telecom  banker. 
Right  now,  market  players 
are  betting  the  banks  will 
prevail  in  the  end  despite 
their  lack  of  formal  claims. 
That's  why  Global's  bonds 
are  currently  trading  at  9# 
on  the  dollar,  while  its  bank 
loans  fetch  40#. 
Creditors  will  fare  just  as  badly  in 
other  telecom  bankruptcies.  For  exam- 
ple, 360networks'  $1.2  billion  in  bank 
debt  was  lent  with  the  understanding 
that  it  would  be  backed  by  whatever 
asset  the  company  bought  with  the 
money.  Those  assets — mostly  fiber-op- 
tic communications  systems — are  worth 
just  pennies  on  the  dollar,  leaving  hard- 
ly enough  to  pay  back  even  one  creditor. 
The  banks  seem  to  be  in  a  better  posi- 
tion with  Winstar  Communications  Inc. 
because  they  were  able  to  secure  first 
claim  on  the  carriers'  assets.  The  prob- 
lem? On  Jan.  24,  IDT  Corp.  said  it  would 
buy  Winstar  out  of  bankruptcy  for  $24 
million.  That's  equivalent  to  less  than 
a  penny  on  the  dollar  for  Winstar's  $8 
billion  of  outstanding  loans,  bonds,  and 
equity — so  its  bank  creditors  are  first  in 
line  to  get  next  to  nothing. 

The  Winstar  case  should  be  a  wake- 
up  call.  Some  creditors  fear  that  the 
worst  is  yet  to  come  for  Global  Cross- 
ing because  there's  no  guarantee  that 
its  restructuring  will  be  approved  by 
creditors  or  the  courts.  Indeed,  Global 
and  other  failed  telecom  carriers  such 
as  360networks  could  be  lucky  just  to 
avoid  liquidation. 

By  Steve  Rosenbush  and  Heather 
Timmons  in  New  York 
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VENTURE  CAPITAL 


THERE  WAS  NOWHERE 
TO  GO  BUT  UP' 

After  a  long  lull,  VCs  are  opening  their  wallets 


Corey  S.  Goodman,  chief  executive  of 
Renovis  Inc.,  a  45-person  biotech 
outfit  near  San  Francisco,  is  feeling 
pretty  good  about  the  prospects  for  the 
psychiatric  drugs  that  his  company  is 
developing.  On  Jan.  9,  the  neuroscien- 
tist's  two-year-old  company  raised  $34.3 
million  in  venture  financing,  more  than 
twice  its  take  in  a  prior  round.  What's 
more,  the  funding  means  that  Renovis  is 
worth  more  than  $40  million,  or  40% 
more  than  in  July,  2000 — when  it  got 
its  last  chunk  of  venture  cash. 

What  gives?  Late  last  year,  in  tan- 
dem with  the  33%  rebound  in  the  Nas- 
daq since  its  post-Septem-  SMMIJHMB 
ber  11  low,  U.S.  venture 
capitalists  loosened  the 
purse  strings  for  the  first 
time  in  four  quarters.  Ex- 
perts say  firms  have  writ- 
ten off  much  of  the  dead- 
wood  from  the  Internet 
frenzy  and  are  under  pres- 
sure from  their  investors 
to  spend  the  $51  billion 
that  has  been  lying  fallow 
for  the  last  two  years. 
"People  have  wallets  so 


thick  that  they're  leaning  to  one  side," 
says  Gilbert  H.  Kliman,  a  partner  at  In- 
ter West  Partners  in  Menlo  Park,  Calif- 
It's  not  that  venture  capitalists  are 
putting  more  total  dollars  to  work.  It's 
that  they  are  putting  more  money  into 
the  most  promising  deals,  many  of  them 
in  the  healthcare  sector.  That  is  pushing 
up  valuations — the  worth  of  an  entire 
company  based  on  the  price  the  VCS 
pay  for  the  shares  they  get.  According 
to  researcher  Venture  Economics,  the 
median  valuation  for  private  biotech 
outfits  grew  55%,  to  $52.5  million,  in 
the  final  quarter  of  2001  from  the  pre- 
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vious  quarter  and  41%  from  a  yeal 
her.  In  the  fourth  quarter,  the  rj 
valuation  in  life  sciences  rose  froml 
million  the  quarter  before  to  $50  rl 
while  for  IT  companies,  it  grew  ! 
more  modest  15%,  to  $32  million 
life  signs  are  there,"  says  Venture  [ 
nomics  Vice-President  Jesse  E. 

The  data  are  encouraging.  BJ 
perts  caution  that  such  figures  sh<  I 
viewed  as  no  more  than  signj 
venture  funding  may  have  fina 
tomed.  "It's  not  the  beginning 
bubble,"  says  Tracy  T.  Lefteroff] 
aging  partner  for  private   equj 
PricewaterhouseCoopers.  "Rati 
might  be  the  beginning  of  an  upl 
Things  had  gotten  so  gloom-andj 
that  there  was  nowhere  to  go  bi; 
As  venture  firms  gutted  out 
precedented  four  straight  money-l 
quarters,  they  scaled  back  inve^ 
from  a  high  of  $91.6  billion  in  2\ 
$32.1  billion  last  year,  says  San  i 
Cisco's  VentureOne  Corp. 

Biotech  and  life  sciences  st«j 
are  leading  the  uptick,  in  part  b^ 
of  breakthroughs  in  genetics  re^ 
Health  care's  share  of  the  ventv 
swelled  from  9%  in  2000  to  11 
$5.6  billion,  in  2001,  according  tcj 
tureOne.  Companies  such  as  Rt 
for  example,  use  cutting-edge  ge 
technologies  developed  at  top 
ties.  And  its  founders  include  I 
known  scientists  such  as  Chiror 
co-founder  Edward  E.  Penhoetj 
success  reflects  in  large  part 
ability  and  reputation  of  our  '  I 
our  technology,  and  our  goals.  | 
Goodman. 

Some  Internet-technology  stj 
that  fill  that  bill  are  getting  fund 
Jan.  28,  Neoteris  Inc.,  a  Sun| 
(Calif.)  neophyte,  said  it  had  ra 
million — more  than  tripling  the  <| 
ny's  value,  which  it  won't  disclc 
less  than  a  year.  Its  technology 
secure  remote  access  to  corpora^ 
works  through  Web  browsers, 
that  became  more  pronounced  foil 
September  11.  What's  more,  ceoI 
na  Kolluri  says,  Nj 
will  be  profitable  in  f 
Provided  that  th<| 
market  doesn't  tanj 
ture  investors  ex{| 
pay  more  for  younj 
panies  in  2002. 
poised  to  see  it,] 
Chris  Ehrlich,  a  seil 
sociate  at  InterWeif 
entrepreneurs  sh| 
bank  on  it. 

By  Linda  Himeh\ 
San  Mateo,  Calif. 
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COMMENTARY 

By  Joseph  Weber 


HARLEY  INVESTORS  MAY  GET  A  WOBBLY  RIDE 


• 


■  or  much  of  the  past  year, 
I  Harley-Davidson  Inc.  was  the 
stock  market  equivalent  of  an 
el  Knievel  act.  With  a  couple  of 
lis  along  the  way,  shares  careered 
tween  $32  last  spring  and  a  cur- 
it  dizzying  $53.  Are  they  riding 

•  a  fall  again?  Troublingly  for  folks 

admire  the  gleaming,  chrome- 
;<  machines,  signs  are  growing 
it  Harley  investors  could  soon  suf- 

•  another  heart-stopper. 
Consider  Harley  customer  Bob 
hnson,  52,  vice-president  of  an 

m  (Utah)  maker  of  oil-industry 
.Is.  Back  in  2000,  when 
inson  bought  his  Softail 
t  Boy,  he  had  to  wait 
e  months  and  pay 

000  over  suggested  re- 
I.  Even  then,  he  con- 
»ered  himself  lucky:  In 
xas,  Harleys  were 
ching  $4,000  to  $5,000 
er  list.  But  last  De- 
nber,  he  snared  an 
^ctra  Glide  Classic  for 
200  below  retail  and 

1  le  away  on  his 
cked-out  $16,770 
iring  machine.  "They 

1  inventory,  and 
.'y  were  actually  dis- 
nting,"  he  crows. 

I  Johnson's  good  for- 
te may  grind  the 
irs  for  Barley's  in- 
>-tors.  The  marvel  of 

■  aukee,  which  roared  back  from 
t  ir-ruin  in  1986  to  dazzle  investors 

I I  bikers  alike  with  its  marketing 
try,  financial  savvy,  and  sheer 

('stique  may  be  facing  a  patch  of 
•  igh  road.  It's  losing  market  share 
1  Japanese  rivals  such  as  Honda  Mo- 
J  Co.,  seeing  lower  prices  for  some 
[er  bikes  that  used  to  trade  at  a 
fmium,  and  facing  a  peculiar  mar- 
ing  headache  stemming  from  its 
looming  100th  anniversary.  Buyers 
m  to  be  hanging  back,  awaiting 
r  year's  collector-edition  models. 
lAs  dealers  in  places  as  far-flung  as 
nois,  Texas,  and  Delaware  tell  it, 
rrley  has  been  stuffing  showrooms 
l:h  2002  models  in  recent  months, 
because  it  books  shipments  to 
as  sales,  it  was  able  to  report 
gly  recession-defying  26% 
2001  net  income,  to  $437.8 


million,  on  a  15.7%  gain  in  sales,  to 
$3.36  billion.  After  hiking  its  output 
last  year  by  14.6%,  it  plans  to  churn 
out  10%  more— to  a  record  258,000 
bikes — this  year.  Chief  Financial  Offi- 
cer James  L.  Ziemer  says  Harley 
wants  to  "narrow  the  gap"  between 
supply  and  demand  in  order  to  curb 
the  long-standing — but  fast-dimin- 
ishing— practice  of  selling  bikes 
at  a  premium. 


V-ROD:  Nice  wheels,  but  can 
young  riders  afford  them? 


was  close  to  a  year.  All  of  a  sudden, 
for  2002,  it  just  went  away,"  says 
Howard  M.  Brown,  general  manager 
of  Chicago  Harley-Davidson,  which 
has  50  unsold  bikes. 

Even  without  recession  or  over- 
production, Harley's  growth  may  suf- 
fer. The  median  age  of  its  buyers  is 
nearly  46,  up  from  35  in  1987.  Woo- 
ing younger  buyers  is  tough,  es- 
pecially when  the  company's 
sleek,  new  high-performance  V- 
Rod  bike  lists  at  a  wallet- 
busting  $16,995.  What's 
more,  the  company's 
share  of  the  U.  S. 


Since  scarcity  has  long  been  part 
of  Harley's  appeal,  that's  quite  a 
change.  Even  as  Harley  ramped  up 
production  during  the  1990s,  buyers 
waited  months  for  their  dream  ma- 
chines. The  longer  the  waits,  the 
more  Wall  Street  loved  Harley.  At 
about  $53,  the  stock  is  worth  a  dizzy- 
ing 32  times  estimated  2002  earnings 
of  $1.66  a  share,  according  to  Thom- 
son Financial/First  Call.  Even  so, 
each  of  the  dozen  Wall  Street  ana- 
lysts who  follow  the  stock  has  a 
"buy"  or  "strong  buy,"  confident 
Harley  can  expand  earnings  16%  this 
year  and  a  further  15%  in  2003. 

To  hit  those  targets,  Harley's  630 
dealers  will  have  to  clear  out  2002 
models  by  July,  when  the  '03s  come 
roaring  in.  But  buyers  aren't  clamor- 
ing for  them.  "We  had  a  two-year 
waiting  list  at  one  time.  Last  year,  it 


1997 
▲  PERCENT 


new-bike  market  has  dropped  to 
23%,  down  from  a  27%  peak  in  1997 
as  Japanese  rivals  make  inroads. 

With  lots  of  sentiment  and  image 
built  into  Harley  stock,  even  slight 
hints  of  trouble  can  send  it  into  a 
violent  slide.  Last  spring,  shares 
plunged  25%  in  seven  weeks  when 
word  leaked — wrongly,  as  it  turned 
out — that  monthly  sales  were  slip- 
ping. Don  J.  Brown  of  djb  Associ- 
ates LLC,  an  industry  consulting 
firm,  is  again  seeing  "a  modest  de- 
cline" in  sales  on  a  month-to-month 
basis.  Harley's  fans  on  Wall  Street 
will  have  to  hope  that  it  proves 
to  be  short-lived.  Otherwise,  they 
may  be  facing  some  serious  time  in 
the  dirt. 

Weber  covers  financial  markets 
from  Chicago. 
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amuel  J.  Palmisano  was  hopping  mad.  It 
was  October,  1999,  and  he  had  just  taken 
over  IBM's  $13  billion  computer  server  busi- 
ness. But  the  computer  giant's  Unix  ma- 
chines— the  technology  of  choice  for  the 
dot-com  digerati  and  the  backbone  of  cor- 
porate computing — were  pricey  and  poky. 
Rivals  Sun  Microsystems  Inc.  and  Hewlett- 
Packard  Co.  were  eating  IBM's  lunch,  dinner,  and  breakfast. 
"They  were  killing  us,"  says  William  Etherington,  then  senior 
vice-president  of  IBM's  sales. 

So  Palmisano  went  on  the  attack.  He  devised  a  game  plan 
he  called  "Project  Pain."  IBM  was  going  to  put  the  hurt  on  ri- 
vals. He  assigned  his  top  people  to  key  bids  and  freed  the 
sales  staff  to  dazzle  customers  with  discounts  of  up  to  70% — 
untouchable  by  other  computer  makers.  IBM  would  make  up 
the  lost  revenue  from  the  services  and  software  sold  along 
with  the  servers.  And  if  it  took  big  guns  to  close  a  deal,  ceo 
Louis  V.  Gerstner  Jr.,  Palmisano,  and  Etherington  were 
ready  to  board  the  corporate  jet. 

The  plan  worked — a  little  too  well.  Fired  up  by  Palmisano's 
take-no-prisoners  approach  and  a  line  of  powerful  new 
servers,  the  IBM  sales  staff  went  into  overdrive.  In  the  first 
quarter  of  2000,  IBM  hit  Sun  Microsystems  like  linebacker  Ray 
Lewis  during  an  nfl  playoff  game,  claiming  first  place  with  a 
25%  share  of  the  market,  vs.  Sun's  21%.  Then  IBM  hiccuped. 
The  company  underestimated  demand  and  didn't  have  crucial 
parts  to  build  machines.  Again,  Palmisano  stepped  in.  He 
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started  the  coffee  pot  every  morning  at  7  for  the  managers 
who  stumbled  into  his  office  to  review  the  status  of  every  sin- 
gle component — part  number  by  part  number.  He  hit  the 
phone  to  hound  suppliers  to  speed  up  deliveries.  By  the  next 
earnings  report,  problem  solved.  "That  was  a  defining  moment 
for  Sam,"  says  Etherington.  "Hell  roll  his  sleeves  up,  and  hell 
just  work  the  thing  to  death." 

Palmisano  may  never  have  a  chance  to  roll  down  his  sleeves 

again.  On  Jan. 
29,  IBM's  board 
named  him 
the  eighth  ceo 
in  the  compa- 
ny's 91-year  history.  He  officially  takes  over  on  Mar.  1,  when 
Gerstner's  contract  expires.  Managing  IBM — bigger  and  broad- 
er than  any  other  tech  company — is  perhaps  the  most  chal- 
lenging job  in  the  industry.  And  while  Big  Blue  is  in  its  best 
shape  in  a  decade,  Palmisano  steps  in  just  as  the  industry  is 
reeling.  For  the  first  time,  PC  demand  is  shrinking,  economic 
malaise  has  dried  up  corporate  spending,  and  tech  players  are 
scrambling  to  come  up  with  the  Next  Big  Thing  that  might 
spark  a  rebound.  Is  Palmisano,  now  IBM's  president  and  chief 
operating  officer,  daunted?  "The  industry  was  tough  last  year, 
but  we're  spot-on  with  our  strategy,"  says  Palmisano.  Gerstner 
will  stay  on  as  chairman  until  the  end  of  the  year,  although  he 
insists  Palmisano  "doesn't  need  to  learn  a  lot  from  me." 

Indeed,  Palmisano  may  be  just  what  Big  Blue  needs  after 
Gerstner.  Although  he  is  an  IBM  lifer  with  28  years  under  his 
belt,  he's  not  the  typical  Big  Blue  exec.  Instead  of  making 
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safe  bets,  he  has  repeatedly 
challenged  old  thinking  and 
taken  risks.  That  brash  style 
could  be  key  when  the  upturn 
begins  and  computer  makers 
refashion  themselves  to  heed 
customers'  demands.  Palmi- 
sano's  past  may  play  to  a  tur- 
bulent future:  In  1993,  he 
questioned  management's  view 
that  IBM's  nascent  services 
business  didn't  need  to  turn  a 
profit  on  deals  for  several 
years.  Not  only  did  he  make 
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LOU'S  LEGACY  When  Gerst- 
ner  took  over  IBM  in 

1993,  the  company  had 
lost  $16  billion  over  the 
three  previous  years.  In 

1994,  IBM  posted  a  6% 
revenue  gain.  It  kept 
growing,  averaging  5% 
sales  growth  over  the  next 
seven  years. 

SAM'S  CHALLENGE  In 

the  last  two  years, 
IBM's  growth  has 
stalled.  In  2000,  revenue 
grew  1%.  IBM  sales 
declined  3%  last  year 
and  fell  11%  in  the 
latest  quarter.  True,  Big 
Blue  has  fared  better 
than  rivals.  But  when  the 
economy  picks  up,  so 
must  IBM  to  reach  its 
goals  of  high-single-digit 
growth  for  revenues. 


90 


sure  deals  made  money  on 
Day  One  but  he  also  insisted 
they  be  multimillion-dollar  con- 
tracts. Last  year,  services  con- 
tributed 50%  of  IBM's  pre-tax 
profits.  In  1999,  he  pushed  for 
the  company  to  exit  the  mon- 
ey-draining consumer  PC  busi- 
ness. And  he  has  been  the 
chief  advocate  behind  IBM's  $1 
billion  push  into  Linux  soft- 
ware, a  radical  move  away 
from  IBM's  tradition  of  selling 
proprietary  operating  systems. 

Does  Gerstner  worry  that 
Palmisano  might  be  too  bold 
for  tried-and-true  Blue?  "I 
hope  he  throws  out  everything 
that  I  ever  went  for  and  he 
goes  for  a  new  strategy,"  says 
Gerstner,  laughing. 

Gerstner  may  be  laughing, 
but  Wall  Street  isn't.  On  Jan. 
29,  ibm's  stock  price  dropped 
$5.15,  or  5%,  to  $103  a  share. 
That  was  on  a  day  with  a  broad 
sell-off  in  stocks.  It  bounced 
back  a  bit  the  next  day,  hitting  $105.55.  Still,  analysts  worry 
that  while  Palmisano  is  an  operations  whiz,  he  may  not  be  able 
to  match  Gerstner's  skills  as  a  strategic  thinker.  "Does  he 
have  the  strategy  chops  to  lead  IBM  the  way  Gerstner  has?" 
questions  analyst  Steve  Milunovich  of  Merrill  Lynch  &  Co. 

In  the  short  term,  that  won't  be  put  to  the  test.  Palmisano 
says  IBM's  strategy  of  emphasizing  services  to  help  buyers 
cope  with  gaggles  of  complicated  technology  is  a  winner.  In- 
stead, his  first  order  of  business  is  tackling  execution — name- 
ly, better  managing  IBM's  three  problem  children:  PCs,  disk 
drives,  and  semiconductors.  IBM's  PC  and  printer  business 
lost  $153  million  last  year,  while  storage  and  chips  hemor- 
rhaged $374  million.  One  way  to  cut  costs  in  PCs  is  to  sell 
more  machines  over  the  Internet,  doing  away  with  costly 

68  BusinessWeek  /  February  11,  2002 


'97        '98        '99 
A  BILLIONS  OF  DOLLARS 

Data:  IBM 


SMOOTH 
EXECUTION 


CUT 
COSTS 


LOU'S  LEGACY  Before 
Gerstner,  IBM  was  a  lum- 
bering giant  unable  to  ex- 
ecute quickly.  It's  still  far 
from  being  a  tech  speed- 
ster, but  it's  a  lot  more 
responsive  than  it  used 
to  be.  These  days,  IBM 
introduces  a  new  Unix 
server  every  12  months 
instead  of  every  2  years. 

SAM'S  CHALLENGE  Apart 
from  services,  there  are 
always  one  or  two  parts 
of  the  company  that 
stumble.  Nowadays  PCs, 
storage,  and  semiconduc- 
tors are  trouble  spots.  In 
PCs,  for  example,  IBM's 
cost  structure  is  too  high. 
It  has  outsourced  produc- 
tion of  desktops,  but  it 
may  have  to  outsource 
laptops,  too,  or  slash  jobs. 
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sales  teams.  Today,  about  50% 

of  IBM's  U.  S.  PCs  are  sold  over 

the  Web.  "We've  made  good 

progress,  but  we  need  to  go 

further,"  says  Palmisano. 
Palmisano    aims    to    drive 

costs  down  across  the  board 

at  IBM.  He's  hoping  to  do  that 

by  tapping  further  into  the 

power  of  the  Web,  using  it  to  buy  and  sell,  link  wit 

pliers,  and  develop  products — saving  time  and  monej 

year,  IBM  purchased  about  $45  billion  of  its  good  and 

ices — some  90% — over  the  Net,  saving  $400  millioi 
only  25%  of  IBM's  products  and  services  were  sold  onlun 
ing  $500  million.  "You  will  see  us  continue  to  drive  ou 
ductivity  and  effectiveness"  through  the  Web,  says  Gei 

Palmisano  must  contend  with  concerns  over  the  qua 
IBM's  earnings.  Critics  say  that  IBM's  earnings  have 
puffed  up  by  booking  nonoperating  gains  from  stock  buy 
an  overfunded  pension  fund,  and  the  sale  of  assets 
Tool-Reed,  director  of  corporate  ratings  for  Stand: 
Poor's,  however,  says  that  IBM  is  financially  sound  bee* 
oozes  cash  and  has  a  conservative  balance  sheet.  Last 
IBM  generated  more  than  $7  billion  in  free  cash  flow,  a 
ure  of  operating  cash  flow  minus  capital  expenditures. 

Then  there's  ibm's  perennial  growth  problem.  When  Ge 
arrived  at  Big  Blue  in  1993,  the  company  had  suffered  th 
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ion  in  revenues 
jntract  backlog  of 
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HALLENGE  For  the 

»,  IBM's  services 
fell  in  the  fourth 
-to  $9.06  billion 
U9  billion  a  year 
BM  must  sign  up 
•all-to-midsize 
rs  and  get  ahead 
;xt  shift  in  corpo- 
puting:  delivering 
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PICK  HARDWARE 
HOT  SPOTS 

LOU'S  LEGACY  Gerstners 
faith  in  the  mainframe 
paid  off  as  e-commerce 
drove  sales  of  Big  Iron. 
For  the  first  time  since 
1989,  IBM's  mainframe 
business  grew  in  the 
fourth  quarter.  Gerstner 
invested  wisely  in  high- 
end  server  technology  and 
became  a  custom-chip 
supplier  to  the  rest  of  the 
industry. 

SAM'S  CHALLENGE  He 

must  stay  a  step  ahead  of 
rivals  in  the  server  busi- 
ness while  extending  the 
life  of  the  mainframe.  To 
do  that,  he  must  find  a 
way  to  push  mainframes 
as  a  less  expensive  alter- 
native to  buying  scores  of 
smaller  servers. 
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three  years  of  declining  rev- 
enues. He  dumped  manufactur- 
ing plants,  closed  offices,  and 
focused  on  services.  Over  the 
next  eight  years,  IBM  grew,  on 
^^  average,  5%  a  year.  Under  Ger- 

^^   ^^  stner's  tenure,  if  an  investor 

had   put   $10,000  into   IBM   it 
would  be  worth  $73,400  today. 
But  IBM  has  slowed  with  the 
times.   In  2000,  it  grew  1%, 
while  sales  declined  3%  last 
year.  That's  better  than  most 
but  nothing  to  be  proud  of. 
(Bisano  must  get  the  engine  revving  again.  The  emphasis 
le  on  software  and  services,  potentially  high-growth  sec- 
*lBM's  $13  billion  software  business  grew,  on  average,  3%  a 
upver  the  past  decade.  That's  measly  compared  with  Oracle 

(and  Microsoft  Corp.,  which  have  achieved  growth  rates  of 
:o  30%.  To  reach  those  heights,  Palmisano  will  have  to 
more  share  in  markets  such  as  databases  and  fix  the  ail- 
i  lotus  Notes  business — collaborative  software  that  cus- 
a  *s  say  doesn't  work  well  on  the  Web.  "They  are  not  a 
i  lating  force,"  says  Hasso  Plattner,  ceo  of  rival  sap. 

*  tere  IBM  is  dominant  is  in  tech  services.  The  hallmark  of 

•  ner's  remarkable  turnaround  of  IBM  was  his  decision 
5i  ce  the  company  away  from  its  roots  as  a  hardware 
i  P.  Now,  services  is  the  business  that's  most  crucial  to  the 
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tech  giant's  future.  Today,  the 
$35  billion  Global  Services  unit 
does  everything  from  consult- 
ing on  the  design  of  corporate 
systems  to  running  tech  oper- 
ations for  AT&T.  IBM's  service- 
heavy  business  model  is  the 
envy  of  the  industry.  Services 
account  for  40%  of  IBM's  rev- 
enue, compared  with  17%  for 
EMC  and  20%  for  Compaq.  "I'm 
jealous,"  confesses  Compaq 
CEO  Michael  Cappelas.  "Have 
you  noticed  that  they've  skirt- 
ed through  the  downturn?" 

Skirted,  but  not  skipped.  In 
the  most  recent  quarter,  serv- 
ices revenues  declined  for  the 
first  time  due  to  the  recession, 
to  $9.06  billion,  down  from 
$9.19  billion  in  the  year-ago 
quarter.  Worse,  services  is  peo- 
ple-intensive, which  means  if 
the  downturn  is  protracted, 
IBM's  150,000-person  services 
organization  is  vulnerable. 

Palmisano  isn't  worried 
about  that  possibility.  Instead, 
he's  preparing  IBM's  services 
group  to  take  advantage  of 
computing's  next  wave:  deliv- 
ering technology  over  the  In- 
ternet much  like  a  power  com- 
pany dishes  up  electricity  to 
its  customers.  In  tech  parlance, 
it's  called  "computing  on  tap." 
IBM  is  investing  in  technologies 
that  automatically  find  and  fix 
flaws  on  the  Net  so  tech  serv- 
ices are  not  disrupted.  "Even 
in  the  tough  environment  we 
had  in  2001,  we  continued  to 
invest  in  those  future  growth 
businesses,"  says  Palmisano. 

Experts  say  Palmisano's  pri- 
orities are  right,  but  much  de- 
pends on  execution  and  how 
quickly  customers  move  to 
computing  on  tap.  "We're  com- 
ing into  a  period  where  it's 
about  growth,"  says  Neil  Is- 
ford,  CEO  of  Web  consultant 
Plural  Inc.,  who  worked  for 
Palmisano  at  IBM.  "Sam's  com- 
pletely suited  to  that.  The  guy  is  a  salesman  at  heart." 

The  IBM  Palmisano  inherits  is  more  solid  than  it  has  been  in 
years.  In  2001,  it  earned  $7.7  billion  on  sales  of  $85.9  billion. 
Revenues  fell  3%  last  year,  but  IBM  looks  like  granite  next  to  ri- 
vals such  as  Sun,  whose  sales  tanked  25%.  "They  are  fantasti- 
cally positioned  for  the  future,"  says  Rosabeth  M.  Kanter,  a  pro- 
fessor of  business  administration  at  Harvard  Business  School. 
What  gives  Palmisano  a  leg  up  is  that  he  helped  put  IBM  in 
this  cushy  spot.  He  joined  Big  Blue  out  of  college  and  has  man- 
aged every  major  division  save  software  and  microelectronics. 
Like  pre-Gerstner  ceos,  Palmisano  rose  through  the  sales  and 
marketing  ranks.  But  in  the  past  eight  years,  he  has  managed 
PCs,  servers,  and  services,  which  was  by  far  his  greatest  suc- 
cess. He  further  sharpened  his  management  skills  after  be- 
coming president  and  chief  operating  officer  in  September, 
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LOU'S  LEGACY  The  1995 
purchase  of  Lotus  Corp. 
didn't  make  IBM  a  big 
application-software  mak- 
er. But  in  late  1999,  Ger- 
stner emphasized  heavy- 
duty  software  such  as 
databases  and  server  pro- 
grams. And  IBM's  Web- 
Sphere server  software, 
which  dishes  up  e-com- 
merce programs,  is  No.  2 
in  the  market. 

SAM'S  CHALLENGE  Despite 
some  bright  spots,  IBM's 
software  division  has  aver- 
aged only  3%  growth  since 
1993  and  has  fallen  to 
No. 2  in  software  from 
No.  1.  Palmisano  will  have 
to  make  his  $1  billion  bet 
on  Linux  software  for  big 
corporate  jobs  to  pay  off. 


IBM'S  SOFTWARE 
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BOLD  BOSS 

While  IBM  execs 
are  known  for 
taking  moderate 
steps,  Palmisano 
is  bold.  He 
backed  IBM's 
exit  from  the 
consumer  PC 
business.  And  he 
has  been  the  pri- 
mary advocate 
behind  IBM's  $1 
billion  invest- 
ment in  Linux 
software,  a  radi- 
cal move  away 
from  the  compa- 
ny's history  of 
proprietary  com- 
puter operating 
systems. 


DETAIL 
DEMON  He 

doesn't  believe 
in  forecasts 
longer  than  a 
week.  When  he 
became  presi- 
dent, IBM's 
monthly  opera- 
tions meeting 
went  weekly.  Big 
Blue  had  to 
build  new  infor- 
mation systems 
to  handle  the 
stepped-up  time 
frame.  Instead  of 
reviewing  90-day 
sales  forecasts, 
he  asks  man- 
agers what  busi- 
ness they  plan  to 
close  in  a  week. 
He  requires  a 
weekly  e-mail  on 
how  they  did. 


MAKES  THE 
TOUCHDOWN 

Goals  are  para- 
mount. When 
Palmisano  head- 
ed the  Personal 
Computer  Div., 
he  was  strug- 
gling to  make 
his  numbers  for 
the  fourth  quar- 
ter of  1997.  So 
he  turned  up  the 
heat  on  his 
worldwide  sales 
team.  Starting 
on  Dec.  26, 
Palmisano  insist- 
ed on  holding 
conference  calls 
twice  a  day,  at  7 
a.m.  and  9  p.m., 
and  every  day 
until  month's 
end.  He  made 
his  sales  goal. 


CUSTOMER- 
OBSESSED 

Customer  needs 
are  No.  1.  When 
the  office  of 
Franklin-Temple- 
ton  subsidiary 
Fiduciary  Trust 
was  destroyed  on 
September  11, 
Palmisano  made 
sure  Fiduciary 
got  all  the  tech 
gear  it  needed. 
IBM  even  sent 
one  of  its  em- 
ployees to  a  hos- 
pital to  check  on 
a  missing  em- 
ployee. "You 
won't  find  a 
more  customer- 
focused  guy," 
says  Franklin  co- 
President  Al 
Gula. 


HATES 
MEETINGS  He 

keeps  meetings 
to  15  minutes 
and  tries  to 
schedule  them 
in  the  early 
evening  when 
business  winds 
down.  When  he 
headed  outsourc- 
ing, Gerstner  put 
him  on  a  task 
force  to  meld 
various  service 
offerings  into 
one  organization. 
"Sam  came  to 
almost  none  of 
the  meetings," 
says  Neil  Isford, 
a  former  IBM 
exec.  "He  always 
found  an  excuse 
to  make  a  client 
call." 


MAN  OF 
THEPEOI 

While  Gerstr 
tends  to  be 
aloof,  Palmij 
is  approach; 
When  IBM 
shipped  its 
mainframe 
storage  devil 
two  weeks  ej 
in  the  fourth 
quarter,  he 
ed  the  Pougj 
keepsie  (N. 
plant,  spenc 
hours  walkir 
the  shop  flod 
buying  empl| 
ees  coffee, 
shaking  theii 
hands.  "Youl 
guys  saved  tj 
quarter,"  he[ 
workers.  "Yol 
the  heroes." 
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2000.  "Sam  has  demonstrated  that  he's  able  to  manage  a  whole 
spectrum  of  technology  companies,"  says  G.  Richard  Thoman,  a 
former  Xerox  ceo  who  has  worked  with  Palmisano  at  IBM. 

The  new  IBM  CEO  is  a  hands-on  guy  who  eschews  the 
trappings  of  rock-star  CEOs.  He  doesn't  believe  in  big  staffs  or 
executive  perks.  He  has  never  had  an  executive  assistant  and 
he  answers  his  own  e-mail.  Until  he  became  president, 
Palmisano  insisted  on  driving  his  own  car  to  work  from  his 

home  in  Southport, 
Conn.,  refusing  a  com- 
fy ride  in  one  of  the 
Lincoln  Town  Cars 
made  available  to  Gerstner  and  other  IBM  brass. 

Palmisano  also  channels  his  temper  differently  than  his 
boss.  While  Gerstner  telegraphs  disgust  by  ignoring  or  shut- 
ting people  out,  Palmisano  speaks  his  mind — sometimes  at 
high  volume,  with  table-pounding.  But  the  storms  pass  as 
abruptly  as  they  arrive.  "He  can  get  up  in  your  face  and  then 
afterward,  put  an  arm  around  you  and  forget  about  it,"  says 
Plural's  Isford. 

One  thing  to  bet  on:  Palmisano  will  shake  up  the  troops. 
When  he  took  over  daily  operations,  one  of  his  first  moves 
was  to  make  the  monthly  sales  forecast  meetings  weekly.  This 
was  no  easy  switchover.  IBM  had  to  build  a  new  sales-man- 
agement system  for  Palmisano's  stepped-up  schedule.  Now, 
IBM  collects  sales  data  every  day,  and  Palmisano  gets  weekly 
reports.  One  trick  he  uses  to  make  managers  squirm:  He'll 
ask  for  a  list  of  deals  they  plan  to  close  in  the  next  week. 
Forget  monthly  or  90-day  sales  forecasts.  He  wants  a  follow- 
up  e-mail  in  seven  days.  "I  watched  guys  just  get  shat- 
tered," says  Etherington.  "You  can  hide  in  a  90-day  forecast. 
You  can't  hide  in  a  weekly  discussion." 

Palmisano  gets  the  tough  work  ethic  from  his  father,  who 
owned  an  auto-repair  shop  in  Baltimore.  Friends  and  classmates 
remember  him  as  a  popular,  outgoing,  and  happy  kid  who  ex- 
celled in  the  classroom  and  on  the  football  field.  Palmisano 


was  an  "A"  student  and  played  a  mean  center.  While 
football  at  Calvert  Hall  College  High  School,  a  private 
boys  school,  he  got  hit  in  the  nose  and  was  bleeding  pi| 
Instead  of  asking  to  leave  the  game,  Palmisano  stuffe(| 
in  his  nose  and  kept  playing,  says  Tom  Bateman,  the  fij 
football  coach.  In  his  senior  year,  he  was  named  the 
scholar-athlete  in  the  National  Football  League  banqv 

Palmisano  entered  Johns  Hopkins  University  in  \i 
height  of  the  antiwar  movement.  But  he  was  no  rabbi 
ing  lefty;  he  was  there  to  get  an  education  and  play  I 
At  graduation  time,  Palmisano  wasn't  sure  what  he  wtl 
do.  He  passed  on  an  offer  to  try  out  for  the  Oakland  11 
"I  came  to  the  conclusion  that  I  wasn't  going  to  mi 
mark  running  into  people  who  were  twice  my  size,"  1] 

That  left  business.  He  joined  IBM  in  August,  19"i| 
marketing  trainee  associate  in  the  data-products 
Baltimore.  The  division  handled  IBM's  Big  Iron  mair 
and  other  servers.  The  first  sign  that  Palmisano  woul| 
IBM  standout  came  in  1988.  He  was  working  on  the  la 
a  new  computer,  the  AS/400.  At  the  time,  Digital 
ment  Corp.  was  clobbering  IBM.  Digital  had  a  solid  fo 
among  software  developers  who  wrote  programs  for  ll 
chines.  Until  the  AS/400,  IBM  would  unveil  a  new  macf 
throwing  it  over  the  wall  and  praying  for  the 
developers.  Palmisano  and  the  AS/400  team  decided  I 
time  for  a  change.  He  went  into  high  gear,  meetiij 
software  companies  until  he  signed  up  1,000  develoj 
create  applications  for  the  computer  before  it  was  roll 
"It  was  one  of  the  most  successful  product  announcl 
that  IBM  ever  had,"  says  William  O.  Grabe,  then  viol 
dent    for    marketing    at    the    data-products    grot| 
Palmisano's  boss. 

That  success  put  Palmisano  on  the  radar  screen, 
spring  of  1989,  then-CEO  John  F.  Akers  asked  Palmisanl 
come  his  executive  assistant.  Palmisano  was  now  officl 
employee  with  high  potential — a  "hi-po"  in  IBM  lingo. 
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Akers:  "He  handled  [the  job]  better  than  anyone  else  had 
done  it  for  me." 

In  1992,  Palmisano  got  the  call  that  changed  everything. 
Dennie  Welsh,  a  senior  exec  who  was  pushing  IBM  into  serv- 
ices, asked  him  to  become  president  of  Integrated  Systems 

Solutions  Corp.  (issc), 
the  group  that  became 
the  core  of  Global  Ser- 
vices. Welsh  is  credit- 
ed with  creating  IBM's  services  business.  But  it  was  Palmisano 
who  figured  out  how  to  make  the  business  grow — profitably. 
"He  sat  us  down  and  said  we  had  to  change  the  way  we  paid 
people,"  recalls  George  Samenuk,  CEO  of  Network  Associates 


Cover  Story 


Inc.,  who  sold  IBM's  outsourcing  services  to  the  bar 
dustry.  At  the  time,  IBM  paid  sales  commissions  baseJ 
deal's  size.  Palmisano  decided  to  base  pay  on  how  pre] 
the  deal  was.  From  1993-96,  when  Palmisano  was  presi<[ 
issc,  revenues  grew  from  $14.9  billion  to  $22.9  billion 
The  services  stint  catapulted  Palmisano  to  IBM's  upp 
elons.  Until  now,  Palmisano  has  had  every  key  job 
chief  strategist.  That  won't  come  until  Mar.  1.  Thanks 
stner's  powerful  vision  of  selling  technology  solutions 
tomers,  Palmisano  can  afford  to  gaze  into  his  crystal  ball 
time  being.  Soon,  he'll  have  to  make  some  hard  choiej 
craft  his  own  game  plan.  He'd  better  start  planning. 

By  Spencer  E.  Ante  and  Ira  Soger  in  Arm*      I 


PALMISANO:  FROM  BACKUP  BAND  TO  FRONT  MAN 


Samuel  J.  Palmisano  was  named 
ceo  of  IBM  on  Jan.  29,  replacing 
Louis  V.  Gerstner  Jr.  Although 
Palmisano  has  been  at  IBM  for  28 
years,  he's  not  well-known  in  the 
computer  industry.  He  revealed  bits 
of  his  personal  life  and  the  chal- 
lenges he  faces  at  IBM  in  an  inter- 
view with  BusinessWeek  editors 
Spencer  E.  Ante  and  Ira  Soger. 

What  was  your  childhood 
like? 

I  was  from  a  typical 
middle-class  family.  I  had 
a  wonderful  set  of  parents 
and  siblings.  And  you 
were  expected  to  work 
hard  and  do  well  in  school 
and  behave.  There  was  a 
little  more  discipline  in 
the  household  than  per- 
haps there  is  in  mine. 

Is  it  true  you  played  the 
saxophone  with  the  Temp- 
tations' backup  band? 

That  is  a  true  state- 
ment. In  those  days  it 
was  referred  to  as  a  studio  musician. 
So  when  the  Temptations  would 
come  to  town,  they  hired  union  musi- 
cians to  stand  there  and  play.  For  a 
high  school  kid,  I  made  $1,000  in  five 
days.  I  went  out  and  I  bought  a  car. 

Was  it  your  dream  to  become  the  ceo 
of  IBM? 

No,  I  mean,  c'mon.  Like  anybody, 
you  come  to  this  place,  you  work 
your  butt  off,  and  you  try  to  do  your 
best.  I  didn't  have  a  clue.  Probably 
my  first  inclination  was  18  months 
ago  when  I  was  named  president.  I 
was  as  shocked  as  anyone  when  I 
got  called  into  Lou's  office  one  day 
and  he  said,  "I'm  going  to  name  you 
president."  Believe  me,  it  was  a  star- 
tling moment. 
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Lou  has  done  a  remarkable  job  turn- 
ing around  the  company.  How  do  you 
follow  that  act? 

Lou  has  been  able  to  establish  a 
strategy  for  the  corporation  that's 
really  working  well.  The  customers' 
desire  for  productivity  and  strategic 
gain  through  e-business  is  driving 
them  to  solutions.  We'll  stay  focused 
and  keep  executing  and  see  if  we  can 


V 


ngn 


LOU'S  LESSON:  Focus  intensely  on  users  and  the  market 


gain  as  much  share  in  2002  as  we  did 
in  2001. 

What  did  Lou  teach  you? 

There's  one  thing  I  think  he  in- 
grained in  all  of  us  at  IBM,  which  is 
the  intense  focus  on  the  customer 
and  the  market.  So  when  things 
come  along  like  Linux,  we  don't  say, 
"Well,  jeez,  we  don't  like  that  be- 
cause of  our  business  model."  If  it 
plays  with  our  customers  we  em- 
brace it. 

What  challenges  do  you  face? 

There  are  some  big  initiatives  that 
we  are  very  excited  about — building 
off  the  open-standards  world,  grid, 
autonomic  computing — that  will  over 
the  long  term  lead  a  dramatic  shift 


in  the  computing  model.  We  have| 
protected  those  investments.  We 
think  those  are  going  to  be  big  pi 
Whether  every  one  is  a  home  rur  j 
you  just  don't  know. 

How  do  you  get  growth  going  aga 

We're  going  to  assume  that  th 
dustry  doesn't  have  a  huge  reboi 
in  2002.  If  we  keep  taking  share 
when  there's  an  uptick 
spending,  it's  a  pretty  ^ 
assumption  we're  going 
continue  to  do  well. 

b; 

You've  made  past  decis  ngot 
to  get  out  of  commodit 
businesses  like  memory 
chips.  Will  you  conside  1^. 
that  for  hard  disk  drive 
Our  problem  has  bet 
execution.  We're  No.  1 
mobile  and  No.  2  in  ser 
share.  So  we're  in  the 
spaces  we  want  to  be  v 
the  low-end  consumer 
desktop  space.  We  do  h 
an  issue  that  we  haven 
been  able  to  execute  so 
of  the  new  technologies  of  a  year 
ago.  We  have  a  new  team  that's 
making  progress.  But  you  know, 
there's  more  work  to  be  done. 


Gerstner  drove  a  cultural  revolutio 
through  ibm  to  make  it  less  burea 
cratic.  Yet  critics  say  ibm  still  m 
too  slowly.  Are  you  planning  any 
changes  to  cut  the  red  tape  more 
None  of  us — Lou,  myself,  or  an 
body  in  IBM — enjoys  bureaucracy. 
When  we  see  things  that  don't  h 
us  run  a  disciplined  business,  we 
address  it.  The  culture  change  in 
large  institution,  when  you're  tryi 
to  drive  a  winning  scenario,  nevei 
stops.  Whenever  we  see  things  th 
aren't  helping,  whether  in  sales  o; 
development,  we'll  address  them 
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EXECUTIVE  SUITE 


WHAT'S  THE  TRUTH 
ABOUT  WALTER  HEWLETT? 

Hewlett-Packard  sees  an  "academic."  Supporters  see  a  smart  shareholder  advocatel 


Last  Labor  Day  weekend,  Walter 
B.  Hewlett  almost  resigned  from 
the  board  of  Hewlett-Packard  Co. 
The  eldest  son  of  HP  co-founder 
William  R.  Hewlett  was  at  a  vacation 
home  in  the  Sierra  Nevada  mountains, 
wrestling  with  how  to  cast  his  vote  the 
following  Monday  on  HP's  proposed  pur- 
chase of  Compaq  Computer  Corp. 

He  hated  the  deal.  But  he  had  been 
told  it  would  be  completed  with  or 
without  his  vote,  and  he  worried  that  a 
protest  vote  would  allow  Compaq  to  de- 
mand a  higher  price  from  HP.  "I  ago- 
nized all  weekend,"  Hewlett  says.  "I 
could  vote  yes,  vote  no,  or  I  could  re- 
sign— and  resigning  meant  I  wouldn't 
have  to  vote  against  my  convictions. 
But  I've  been  involved  with  this  com- 
pany in  some  way  for  50  years,  and  I 
felt  it  was  important  for  me  to  stay  in- 
volved. The  employees  couldn't  resign 
from  their  jobs  so  I  wasn't  going  to 
abandon  my  duties." 

In  the  end,  Hewlett  made  the  deci- 
sion to  vote  with  the  board,  setting  the 
stage  for  high  tech's  very  own  Peyton 
Place.  Two  months  after  the  September 
vote,  with  HP's  market  cap  cut  by  $12 
billion  and  the  Hewlett  family's  stock 
down  $600  million,  Hewlett  declared  his 
opposition  to  the  $24  billion  purchase  of 
Compaq.  He  said  he  would  vote  the  5% 
stake  owned  by  the  family  and  the 
Hewlett  Foundation  against  the  merger 
because  foundation  officials  and  his  own 
financial  advisers  felt  it  would  hurt  the 


company  by  giving  it  too  much  exposure 
to  the  lousy  PC  business.  Since  then,  the 
dispute  between  Hewlett  and  the  com- 
pany's first  outside  CEO,  Carleton  S. 
"Carly"  Fiorina,  has  escalated  into  a  pub- 
He  battle  for  the  soul  of  one  of  Silicon 
Valley's  legendary  companies. 

When  the  dust  settles,  only  one  will 
probably  be  left  standing.  If  Hewlett 
wins,  Fiorina  has  hinted  that  she  will 
leave  HP.  If  Hewlett  loses,  there's  little 
chance  he  will  be  renominated  to  the 
board  of  the  combined  companies,  even 
though  the  foundation  he  chairs  would 
still  be  one  of  the  largest  shareholders. 
Fiorina  declines  to  comment,  but  Michael 
D.  Capellas,  Compaq's  ceo,  says  he  does- 
n't want  Hewlett  to  remain  a  director  if 
the  merger  goes  through.  "This  thing 
has  gotten  a  little  ugly,"  Capellas  says. 
"The  battle  lines  are  drawn." 

And  it's  getting  uglier  by  the  day. 
Hewlett  has  accused  HP's  management 
of  railroading  him  into  voting  for  the 
deal  by  making  unanimous  board  sup- 
port part  of  the  terms.  He  says  an  HP 
lawyer  gave  him  the  impression  that  a 
no  vote  could  cost  the  company  money. 
HP  shot  back  with  a  "Dear  Walter"  let- 
ter, filed  with  the  Securities  &  Exchange 
Commission,  accusing  him  of  fabricat- 
ing the  story.  And  in  a  January  letter  to 
shareholders,  the  company  portrayed 
Hewlett  as  a  "musician  and  academic," 
suggesting  he  lacked  credentials  to 
question  a  board  with  300  years  of  com- 
bined management  experience. 


So  what's  the  truth  about 
He's  a  man  of  many  interests  and 
many  contradictions,  making  him| 
sinner  nor  saint  in  this  boardrc 
Friends  say  he  has  a  sharp 
business  and  is  waging  his  fight 
grounds  of  shareholder  value  rat 
emotion.  And  some  investors 
pressed.  "This  clearly  isn't  some<J 
is  acting  because  [the  deal]  isn't 
his  daddy  would  have  done  it," 
of  America  Capital  Managementl 
Kevin  A.  Fujimoto.  While  Hej 
soft-spoken  and  private,  he's  not 
back  off  this  fight.  "This  is  a 
ran  marathons.  He  has  the  body 
mind  for  this  kind  of  thing," 
brother-in-law,  Jean-Paul  Georges  | 
"When  he's  convinced  of  somet] 
not  going  to  be  shut  up." 

Hewlett's  passion  for  HP  go<J 
to  his  childhood.  The  second  of 
Flora  Hewlett's  five  children, 
close  to  his  father,  who  took 
HP  regularly.  But  Walter  chose  t| 
deeply  into  academics  instead 
ing  at  HP.  "I  had  other  interest 
wanted  to  develop  an  indepenc 
reer,"  he  says.  After  graduati 
Harvard  in  1966,  he  spent  12  y] 
Stanford,  collecting  a  doctorate  ij 
and  two  master's  degrees,  in  opq 
research  and  engineering. 

Sound  like  a  renaissance  man  I 
The  57-year-old  plays  10  instn| 
his  favorite  being  the  cello, 
forms  with  several  amateur 


APnmnrQfo   Qnon  Hr^orQ  Hewlett  says:  "I  don't  know  why 

\J\Jiy\JKll\j  QUdjJ  VyJJCld.  you  guys  want  to  make  a  crisis 

Hewlett-Packard's  reputation  for  dignity  is  being  eroded  as  the  out  of  this,"  according  to  a  per- 

fight  between  Walter  Hewlett  and  HP  management  intensifies.  son  at  the  meetm& 


E~^      '  NOVEMBER,  2000 
MM  Hewlett  buys 
f    "#^  I  200,000  shares 
,Jj  of  HP  after  CEO 
|       ~ttW  Carly  Fiorina 
1    v^3jB  raises  growth 
I    ^M  targets.  But  HP 
begins  to  falter  as  the  economy 
slows.  That  begins  the  erosion  of 


Hewlett's  faith  in  top  manage- 
ment, his  colleagues  say. 


JULY  19.  2001  Hewlett  misses 
the  first  day  of  a  two-day  board 
meeting  where  the  Compaq  deal 
is  discussed  in  detail.  The  next 
day,  when  all  the  other  directors 
agree  drastic  action  is  needed, 


AUG.  31.2001  Hewlett  sees 
that  the  merger  agreement 
claims  unanimous  board  sup- 
port and  protests.  An  HP  lawyer 
tells  him  the  deal  will  be  done 
even  if  he  votes  against  it. 
Hewlett  concludes  the  terms 
may  have  to  be  renegotiated, 
possibly  costing  HP  money. 


HP  denies  it  suggel 

SEPT.  1-2.  2001  He 

ers  resigning  befon| 
vote  is  taken  but 
On  Sept.  3,  he  votesj 
board  but  says  he  fc| 
that  he  planned  to 
shares  against  the  I 
government  filings,  [ 
Hewlett  said  no  sucj 

NOV.  6.  2001  Hewle 
with  his  opposition ' 
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IDES:  Hewlett  may  be  a 
•taw, "  but  he  also  turns  out 
formidable  foe 


nsembles,  among  them  a  quintet 
Juded  Condoleezza  Rice  on  piano 
le  left  for  Washington  to  become 
al  Security  Adviser.  He  carries 
•hbook  with  him  regularly.  And 
ing  is  in  his  genes.  He  frequent- 
es  code  all  night  at  the  Center 
nputer  Assisted  Research  in  the 
lities  (ccarh),  a  lab  he  created 
lford  University  in  1984  to  digi- 
issical  music  for  easy  access  by 
ts  and  others.  Yet  he  avoids  e- 
referring  letters  and  the  phone, 
lett  approaches  the  outdoors  with 
ne  vigor  he  applies  to  his  intel- 

pursuits.  In  college,  he  was  a 
class  marathoner  who  finished 

the  1964  Boston  Marathon  with 
of  2:32.  Even  now,  Hewlett  trains 


six  months  of  the  year  for  the 
Markleeville  Death  Ride,  a  139-mile  bi- 
cycle race  over  six  Sierra  Nevada  peaks. 

In  some  ways,  Hewlett  lives  an  in- 
herited life  in  the  long  shadow  of  his  fa- 
ther. He  resides  near  the  Palo  Alto 
(Calif.)  garage  where  HP  was  founded 
and  still  has  the  1965  Volvo  his  father 
gave  him  for  his  21st  birthday.  He  and 
his  four  siblings  have  adopted  their  fa- 
ther's homespun  ways.  "People  used  to 
say  my  father  was  as  common  as  an  old 
shoe,"  he  says  with  a  smile.  "He  had  a 
very  good  sense  for  what's  important  in 
life."  While  the  family  owns  two  moun- 
tain homes  and  shares  a  ranch  south  of 
Silicon  Valley  with  the  Packard  clan,  Wal- 
ter shuns  ostentation.  He  drives  a  Ford 
minivan  and  a  $17,000  electric  car. 

Although  he  has  rarely  sought  the 
limelight,  Hewlett  is  the  public  face  of 
this  publicity-shy  family.  His  elder  sister, 
Eleanor  Hewlett-Gimon,  is  a  homemak- 


er  and  expert  bridge  player  in  Green- 
wich, Conn.  Younger  brother  William 
Jr.,  who  got  his  father's  name  since  Wal- 
ter was  named  after  his  paternal  grand- 
father, is  a  psychiatry  professor  at  Van- 
derbilt  University.  James  Hewlett  does 
volunteer  work  in  Silicon  Valley.  And 
Mary  Hewlett-Jaffe  is  an  amateur 
botanist  in  Portland,  Ore.,  where  she  is 
active  in  environmental  matters. 

Much  of  Walter's  time  is  spent  car- 
rying on  his  parents'  commitment  to 
philanthropy  and  education.  He  chairs 
the  William  &  Flora  Hewlett  Founda- 
tion, which  last  May  gave  a  $400  million 
gift  to  Stanford  in  his  father's  name, 
the  largest  given  to  a  school  at  the  time. 
He  has  purchased  thousands  of  acres 
in  the  Sierras  for  preservation.  And  just 
as  his  father  saved  a  beloved  valley  in 
Lake  Tahoe  from  development,  so  has 
Walter.  In  the  mid-1980s,  he  quietly  put 
up  $660,000  to  buy  560  acres  that  were 


[v  es  Fiorina  30 
e. 

i  Hewlett  sends  a 
ooard  asking  HP 
rterger  since  18%  of 
e been  pledged 
against  the  deal. 

DEC.  16,  2001 

Because  Fiorina 
and  board  mem- 
ber Richard 
Hackborn  hint 


they  may  quit  if  the  Compaq  deal 
is  scrapped,  Hewlett's  attorney 
asks  HP  to  disclose  whether 
they  or  others  plan  to  resign. 

JAN.  7,  2002  In  a  letter  to  the 
SEC,  HP  accuses  Hewlett  of  lying 
in  his  SEC  filings  when  he 
claimed  to  have  been  railroaded 
into  voting  for  the  Compaq 
merger.  Hewlett  says  HP's  filing 
is  filled  with  "half-truths." 


JAN  17,  2002  HP  runs  print  ads 
suggesting  that  HP  founders  "Bill 
and  Dave"  would  have  blessed 
the  Compaq  merger.  Some  HP  in- 
siders are  irked.  "There  are  a  lot 
of  people  who  are  really  offend- 
ed by  this,"  says  Hewlett  Founda- 
tion director  Jim  Gaither. 


JAN  18,  2002  HP  sends  a  letter 
to  shareholders  characterizing 
Hewlett  as  an  "academic  and  a 
musician"  and  questioning  his 
business  acumen. 


JAN  23,  2002 

David  Woodley 
Packard,  son  of 
co-founder  Dave 
Packard,  takes 
out  an  ad  in 
The  Wall  Street 
Journal  criticizing  Fiorina's  at- 
tempt to  invoke  the  HP  legacy  in 
her  pro-Compaq  ads.  The  final 
sentence:  "There  is  now  a  real 
danger  that  HP  will  die  of  a  bro- 
ken heart." 
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slated  to  become  part  of  a  ski  resort. 
The  land  is  now  part  of  Dormer  Memo- 
rial State  Park.  Asked  once  what  his 
life's  motivation  is,  he  responded:  "I'm 
really  very  simple.  The  privilege  of  my 
life  is  to  be  my  father's  son." 

Although  his  critics  argue  that 
Hewlett  opposes  the  Compaq  deal  be- 
cause he  wants  to  preserve  HP  as  his  fa- 
ther's company,  his  backers  insist  that's 
not  true.  They  point  out  that  until  the 
Compaq  deal,  Hewlett  had  supported 
all  of  Fiorina's  moves — including  her 
aborted  $18  billion  bid  for  the  consulting 
arm  of  PricewaterhouseCoopers  and  HP's 
recent  $1  billion  acquisition  of  high-end 
printer  maker  Indigo  Technologies  Inc. 
"There's  no  reaching  back  for  the  good 
old  days,"  says  former  Verizon  Commu- 
nications President  James  Cullen,  who 
sits  with  Hewlett  on  the  board  of  HP 
spin-off  Agilent  Technologies  Inc. 

The  big  question  is  Hewlett's  busi- 
ness experience.  He's  been 
on  HP's  board  since  1987. 
And  he  is  chairman  of  Ver- 
mont Telephone  Co.,  a 
21,000-line  local  phone  out- 
fit based  in  Springfield,  Vt., 
that  he  started  with  a  Stan- 
ford friend  in  1994.  But 
that's  not  enough,  says  Fior- 
ina. "Walter  Hewlett  is  a 
good  man.  But  remember,  it 
is  he  who  is  asking  investors 
to  accept  his  business  judg- 
ment over  that  of  HP's  board 
and  management  team.  We 
believe  comparative  business 
experience  is  germane."  EARLY 

Still,  Hewlett  is  proving  a  DAYS:  On 
formidable   opponent.   The   a  fishing 
Hewlett  and  Packard  fami-  trip  with 
lies  have  pledged  their  18%   his  father 

combined  stake  in  HP  against  

the  deal.  Now,  Hewlett  has  to  win  over 
only  40%  of  the  remaining  shareholders 
who  vote.  While  Fiorina  has  won  over 
some  investors,  so  has  Hewlett.  Banc  of 
America's  Fujimoto  was  leaning  towards 
voting  with  Fiorina,  but  a  Jan.  24  meet- 
ing with  Hewlett  has  him  rethinking. 

So  how  did  the  current  mess  come 
to  be?  His  critics  say  Hewlett  cavalierly 
refused  to  consider  the  merits  of  the 
deal.  For  starters,  he  missed  part  or  all 
of  three  of  the  eight  meetings  to  con- 
sider the  deal.  During  a  July  12  board 
meeting,  Hewlett  was  in  the  mountains 
for  the  Death  Ride.  Hewlett  says  the 
meeting  wasn't  scheduled  when  he  went 
on  vacation  and  though  he  had  left  a 
phone  number,  HP  couldn't  reach  him. 

Then  there  was  the  two-day  board 
meeting  that  started  on  July  19.  The 
first  day,  everyone  but  Hewlett  spent 


more  than  six  hours  debating  the  ac- 
quisition. Hewlett  was  playing  cello  in  a 
concert  at  Bohemian  Grove,  a  high-pow- 
ered, male-only  retreat  north  of  San 
Francisco.  The  next  morning,  with  a 
chill  in  the  air  over  Hewlett's  absence, 
the  board  members  were  asked  whether 
they  believed  HP  needed  to  take  drastic 
action,  such  as  buying  Compaq.  As  they 
went  around  the  table,  all  of  Hewlett's 
peers  said  yes.  When  it  came  to 
Hewlett,  he  said:  "I  don't  know  why 
you  guys  want  to  make  a  crisis  out  of 
[HP's  situation],"  according  to  one  at- 
tendee. "Nobody  said  anything  rude, 


a  board  meeting  following  Hewle 
vember  surprise,  Keyworth  an<j 
born  asked  him  to  talk  with  rJ: 
vately.  They  went  to  Bill  Hewl^ 
office,  which  HP  maintains  as  a 
of  sorts.  There,  they  posed  a 
to  Hewlett,  says  one  critic: 
you  know  what  happens  if  you  lj. 
what  happens  if  you  win?"  Th{ 
ing,  the  critic  says,  was  that  FioJ 
some  board  members  might  quiti 
HP  rudderless.  "He  turned  ashenl 
clear  he  had  not  thought  it  tr 
says  the  critic.  Hewlett  says  he 
fully  considered  the  impact  of  hisl 


WALTER  HEWLETT 


BORN  June  23,  1944  in  Washing- 
ton, D.C. 

EDUCATION  Lots  of  it.  After  getting 
his  BA  in  physics  from  Harvard  in 
1966,  he  spent  12  years 
gathering  three  degrees 
from  Stanford:  an  MA  in 
engineering,  an  MA  in 
operations  research,  and 
a  doctorate  in  music. 

FAMILY  Hewlett  is  mar- 
ried, with  three  kids.  He's 
♦>      the  eldest  son  of  HP  co- 
-^  founder  William  Hewlett's 
five  children.  Sister 
Eleanor  is  married  to  for- 
mer HP  board  member 
Jean-Paul  G.  Gimon.  Bill 
Jr.  is  a  psychiatry  profes- 
sor at  Vanderbilt.  James  does  volun- 
teer work  in  the  Silicon  Valley  area. 
Mary  Hewlett-Jaffe  is  an  environ- 
mentalist in  the  Portland  (Ore.)  area. 

THE  FRUGAL  BILLIONAIRE 

Hewlett  owns  $25  million  in  HP 
and  Agilent  stock  and  administers 
the  $4  billion  Hewlett  family  trust. 
But  like  his  father,  Walter  eschews 
the  trappings  of  wealth.  He  shops  at 
Costco  and  drives  a  cherry-red  EV1, 
GM's  electric  car. 

but  there  were  .ots  of  white  eyeballs 
looking  at  the  ceiling."  Hewlett  says  he 
only  questioned  why  the  board  was 
rushing  into  a  big  deal  so  quickly. 

His  relationship  with  the  rest  of  the 
board  only  got  worse  after  the  Sept.  3 
vote.  His  critics  at  HP  say  Hewlett  re- 
peatedly refused  to  talk  in  detail  about 
his  concerns  when  approached  by  board 
members  Richard  A.  Hackborn  and 
George  A.  "Jay"  Keyworth  in  October. 
"The  thing  that  hurts  the  most  is  [his] 
self-righteousness,"  says  Keyworth.  At 


RENAISSANCE  MAN  He  create 

the  Center  for  Computer  Assistel 
Research  in  the  Humanities  at  i 
ford  in  1984  to  digitize  the  sco( 
of  great  composers.  He  loves  co| 
puter  programming  so  much  tha 
often  works  through  the  night  at 
lab.  He  also  plays  10  instrumer 

MARATHON  MAN  Finished  16: 
the  1964  Boston  Marathon  witr| 
time  of  2:32,  nearly  fast  enougrj 
qualify  for  the  Olympics.  Still  ri«k 
in  the  annual  Markleeville  Deatrl 
Race,  a  139-mile  biking  compef 
tion  over  high  Sierra  peaks. 

FAVORITE  CAUSES  He  chairs 
William  &  Flora  Hewlett  Founda: 
the  19th-largest  private  foundatij 
in  the  U.S.  In  1986,  he  put  up 
$660,000  to  buy  560  acres  in  (I 
Stream  Canyon  in  the  Sierras  tof 
residents  block  development  of 
resort.  The  land  is  now  part  of  a| 
state  park. 

BUSINESS  EXPERIENCE  He  h<| 

served  on  HP's  board  since  1981 
He  also  serves  on  Harvard's  Boaj 
of  Overseers  and  on  the  board  ol 
Agilent,  an  HP  spin-off.  He  chail 
Vermont  Telephone,  a  $100  mil  | 
a-year  local  phone  company. 

He  certainly  didn't  back  off. 
November,  he  was  visiting  shal 
ers  to  garner  support.  So  is  therl 
ing  left  of  the  chivalrous  old  HP?[ 
a  bit:  During  HP's  Jan.  17  bos 
ing,  Hewlett  offered  to  recuse 
when  board  members  wanted  to  I 
how  to  win  their  proxy  war  wil 
As  HP  and  Hewlett  take  the  gk| 
over  the  next  few  weeks,  that 
as  gracious  as  things  get. 

By  Peter  b\ 
in  San  Matec 
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When  you're  young,  disadvantaged  and  in  trouble,  opportunity  doesn't  always 
knock  at  your  door.  In  Santa  Ana,  California,  a  group  of  Catholic  nuns  keeps 
the  door  of  opportunity  open  to  the  city's  youth  through  Taller  San  Jose, 
a  state-of-the-art  education  and  job-training  center. 

"Taller"  means  "workshop"  in  Spanish,  and  that's  exactly  what  the  center  is  - 
a  life-changing  workshop  where  practical,  hands-on  education  in  building  trades, 
computers,  nursing  and  other  professional  skills  are  the  tools.  And  where  a  skilled, 
motivated  workforce  is  the  finished  product. 
Please  call  714  543  5105  today 
and  see  how  you  can  help  build  the  future  of  Southern  California. 


% 


TALLER  SAN  JOSE 


Sponsored  by  the  Sisters  of  St.  Joseph  of  Orange 
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How  to  tell 

a  cry  for  help 

from  an  act 

of  defiance. 


I 


j's  not  easy,  and  sometimes  it  takes 
a  professional  team  to  recognize  a 
signal — like  unmatched  socks. 

Amy  (not  her  real  name)  was  a 
veteran  of  homeless  street  life  where 
you  steal  to  survive.  She  was  eight 
when  she  was  abandoned  by  her 
addict  mother. 

She  was  hard  to  be  around.  Not 
that  she  was  vicious  or  violent  or 
anything  like  that.  Instead,  she  was 
uncomfortably  odd.  She  made  strange 
faces  and  hand  gestures,  had  a  stilted 
walk,  peculiar  mannerisms  and  an 
unnerving  way  of  talking  too  close  to 
your  face. 

Her  deliberately  assembled  daily 
costumes  (always  including  her 
trademark  mismatched  socks)  were  over  the  top.  Eight-year-old  girls 
are  entitled  to  wide  latitude  for  fashion  peculiarities,  but  the 
aggressive  nature  of  Amy's  personal  dress  separated  her  from  the  rest 
of  the  world.  She  managed  to  disturb  people  before  she  ever  spoke  a 
word,  and  adults  and  children  alike  did  their  best  to  avoid  her. 

Enter  Sunny  Hills  Children's  Garden 

That  was  when  Amy  came  to  our  Group  Home  Program.  Each  year, 
Sunny  Hills  Children's  Garden  gives  a  full  spectrum  of  services  to 
400  emotionally  traumatized  children,  teens  and  their  families. 
They  come  from  nine  Bay  Area  counties  and  all  over 
California,  for  reasons  as  varied  as  the  individuals 
themselves.  We  help  them  rebuild  their  lives  in  a  program 


5-  y 

-to 


that  includes  group  homes,  scho| 
day  treatment.  The  one  commor 
is  a  stable,  homelike  environmer 

The  breakthrough 

For  Amy,  our  answer  came  wher 
recognized  her  behavior  as  talenj 
struggling  to  come  out.  We  enrol 
a  local  drama  program  and  covej 
cost  out  of  our  Special  Needs  Ful 
channeled  her  "oddities"  into  acli 
almost  miraculously,  the  light  bij 
on  over  her  head. 

She  changed  her  attitude  aboij 
tried  to  fit  in.  She  told  her  teacht 
longer  needed  to  be  different  anti 
modified  her  dress  and  behaviorl 
suddenly  ready  to  do  what  she  h  | 

to  move  on  from  the  program  and  re-enter  the  world. 

She  went  back  to  public  school.  Last  May,  she  graduated  I 

Sunny  Hills  Children's  Garden  and  is  now  happily  reunited 

relatives  after  years  of  separation.  Her  public  school  teacher! 

that  she  gets  along  just  fine.  The  socks?  Pretty  much  history'. 

puts  it,  "I  only  wear  socks  that  don't  match  when  I  feel  I  doij 

A  painless  way  to  help  400  other  Amys,  right  non 

Just  clean  out  your  closet,  unmatched  socks  and  all.  Bring  ] 
you're  passing  along  to  our  Bargain  Box  Thrift  Shop  in  Sa 
and  while  you're  there,  check  out  whatever  we  have 
Yes,  there  are  other  thrift  shops  around,  and  there  | 
one  closer  to  you.  But  none  of  them  can  do  what  we  die 


Sunny  Hills  Children's  Garden 

300  Sunny  Hills  Drive  in  San  Anselmo,  with  additional  facilities  in  San  Rafael  and  Novato.  The  Bargain  Box  is  at  508  Irwin  in  San  Ri 
If  you'd  like  to  know  more  about  Sunny  Hills  Children's  Garden,  call  us  at  415-256-1580  or  log  on  to  www.shcg.org  to  find  other  ways  fl 
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Buy  a  full  fare  Economy 
s  ticket  to  Asia  on  Malaysia 
ines  and  we'll  upgrade  you  to 
;  award-winning  Business  Class 
ill  Business  Class  fare  entitles 
■  to  our  luxurious  First  Class 
In.  Fly  aboard  our  B747-400s 


must  originate  from  North  America  and  must  be 

6/30/02  with  travel  completed  by  12/31/02. 
!are  subject  to  seat  availability  at  time  of  reservation. 


direct  to  Kuala  Lumpur  from 
Los  Angeles,  via  Taipei  or  Tokyo. 
Continue  on  to  any  of  our  more 
than  MO  destinations  worldwide. 
Call  your  travel  agent 
or  Malaysia  Airlines 
at  (888)  627-8477. 
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Some  restrictions  apply.  Partners  in 

Northwest  Airlines'  WorldPerks5  and  Delta  SkyMiles: 

frequent  flyer  programs.  ©2002  Malaysia  Airlines. 


www.malaysiaairlines.com 
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Internetworld  Spring  2002 


Conference:  April  22-26 
Exhibits:  April  24-26 
Los  Angeles  Convention  Cer 
Los  Angeles 


r  /  J 
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Providing  solutions  for  ten  years 


Internet  World  has  been  bringing  people  together  to 
share  technology  solutions  for  10  years.  Don't  miss 
this  opportunity  to  network  with  your  peers  and  find 
solutions.  Internet  World  is  your  solution  this  Spring. 

Internet  World's  conference  program  covers  leading 
industry  trends  and  developments. 

-^  Web  Services 

-^  Security 

-*  CRM 

-^  Content  and  Knowledge  Management 

-^  E-Learning 

-^  Media  and  Entertainment 

->  Interactive  Intelligence 

->  Web  Marketing  &  Online  Advertising 

-^  Webmasters 

-^  Wireless  Internet 

Find  still  more  solutions  on  the  show  floor  of 
Internet  World,  Streaming  Media  West,  Security  Matters 
and  eCRM,  where  you  can  meet  with  colleagues  and 
experience  the  latest  innovations  from  leading  technology 
companies  including  Microsoft,  AOL,  AT&T,  Sprint, 
RealNetworks,  and  WorldCom. 


INTERNETWORLD 

Spring  2002 


www.internetworld.com/spring2002 


www.internetwortd.com/registerspring  j 

e-mail  eventsalesfaiw.com  or 
call  203-559-2866 


Producer: 

TECHNOLOGY  MEDIA 

Official  Sponsors: 


Co-Located  Events: 

[  ]  Matters 
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Where  does  the  CFO  turn 
when  everyone  is  turning  to  the  CFO? 

Best  Financial  Practices  for  a  New  Era  of  Risk,  April  24  -  26,  2002. 

BusinessWeek's  11th  Annual  CFO  Forum  at  the  Four  Seasons  Resort  Aviara,  Carlsbad,  California. 

For  sponsorship  opportunities,  please  contact  Jim  Richardson  at  (212)  512-4435. 

Space  is  limited.  To  register  call  Jenny  Dantone  at  (212)  512-4006 
or  visit  us  at  www.conferences.businessweek.com 
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COMMENTARY 


By  Louis  Lavelle 


SWING  THAT  AX  WITH  GARE 


As  the  tech  sector  collapsed 
last  year  and  rivals  hun- 
kered down  for  the  long 
recessionary  winter,  Palm  Inc. 
forged  ahead.  A  new-product 
announcement  whetted  con- 
sumer appetites  for  the  next 
big  handheld,  but  a  delayed 
launch  slowed  sales  of  existing 
Palms  to  a  crawl.  By  March, 
demand  had  dried  up  so  much 
that  Palm  had  to  cut  15%  of 
its  workers.  Wall  Street's  re- 
sponse was  vicious:  Palm 
shares  lost  nearly  half  their 
value  in  one  day  and  never  re- 
covered. Says  Chief  Financial 
Officer  Judy  Bruner:  "There 
were  a  lot  of  questions  about 
the  viability  of  the  business." 

With  the  economy  in  the 
doldrums,  the  temptation  to 
swing  the  layoff  ax  has  never 
been  stronger.  But  managers 
need  a  better  plan  than  just 
reducing  payroll  or  they  risk 
seeing  their  stocks  whacked. 
Companies  with  slash-and- 
burn  approaches  to  cost-cut- 
ting will  be  punished  by  Wall 
Street  because  such  layoffs 
are  only  stopgap  measures 
that  can't  fix  a  fundamentally 
flawed  business  strategy. 

During  the  1990-91  reces- 
sion, layoffs  often  were  criti- 
cal in  helping  U.S.  business 
wring  out  inefficiency  and 
boost  productivity.  Neverthe- 
less, by  undertaking  deep, 
across-the-board  payroll  re- 
ductions, many  companies 
were  left  temporarily  ill-pre- 
pared to  pull  out  of  the  slump 
when  the  downturn  was  over. 
According  to  recent  Bain  & 
Co.  research,  companies  with  the 
deepest  layoffs  underperformed  the 
market  by  as  much  as  8%  over  the 
next  three  years.  This  time  around, 
too  many  managers  are  making  the 
same  short-sighted  mistake.  They're 
opting  for  deep  layoffs  without  mak- 
ing them  part  of  a  larger  strategy  to 
boost  long-term  performance. 

Indeed,  in  an  analysis  of  payroll 
reductions  at  companies  in  the  Stan- 
dard &  Poor's  500-stock  index  for  the 


HOW  TO  WRITE  A  PINK  SLIP 

Wall  Street  punishes  companies  that  cut  jobs 

solely  to  reduce  costs  but  rewards  those  whose 

layoffs  are  part  of  a  strategic  plan. 

SEARS  Cut  2,400  jobs  in  January,  2001,  as 
part  of  a  restructuring  that  included  closing  89 
stores.  Shares  rose  30%  in  six  months. 

PRAXAIR  Cut  900  jobs  in  September,  2001, 
in  response  to  the  economic  slowdown,  while 
investing  in  new  plants  designed  to  pull  it 
out  of  the  slump.  Shares  rose  30%  in  three 
months. 

PALM  Trimmed  250  jobs  in  March,  2001,  to 
cut  costs  after  a  delayed  product  launch  slowed 
demand.  Shares  lost  nearly  half  their  value  in 

one ;._v;  its  key  aviation  market 


well  be  necessary,  but 
they're  never  sufficient 
solve  long-term  performJ 
problems,"  says  Bain  dnj 
Darrell  Rigby.  Investors 
want  some  evidence  thai 
management  is  addressii] 
those  underlying  probler 

It's  a  lesson  Providiar 
nancial  Corp.  learned  th| 
hard  way.  Providian,  the! 
tion's  fifth-largest  credit-] 
company,  grew  fat  appef 
to  high-risk  borrowers — I 
the  economy  soured  andf 
loans  surged,  knocking  itj 
share  price  down  more 
90%.  Layoffs  in  Noveml 
did  nothing  to  lift  the  stJ 

Contrast  that  with  Sel 
Roebuck  &  Co.,  where  cj 
Alan  J.  Lacy  announced 
structuring  in  January,  2| 
that  cut  2,400  jobs,  close-I 
stores,  and  backed  away  I 
several  smaller  business*! 
Wall  Street  bid  shares  u;J 
30%  over  the  next  six 
months,  even  as  earning.j 
plunged.  Says  Kurt  Bj 
of  Barnard's  Retail  Tren\ 
Report:  'There  was  an 
ence  at  least  that  major 
changes  would  be  taking  I 
place  at  Sears  of  which  1 1 
offs  were  only  a  small  pa 
Praxair  Inc.,  a  $5  billion 
plier  of  specialty  gases 
coatings,  cut  900  jobs  on  j 
Sept.  28,  citing  a  slowdo\ 


PROVIDIAN  FINANCIAL  Reduced  payroll  by 
550  jobs  in  November,  2001,  to  cut  costs,  but 
investors  weren't  convinced.  Shares,  down  90% 
in  four  months,  never  recovered. 

12  months  through  last  August,  Bain 
found  that  layoffs  that  were  part  of  a 
broader  business  plan  generally  got 
Wall  Street's  blessing.  When  they 
were  part  of  a  merger,  shares  rose 
10%.  When  they  were  part  of  a  re- 
structuring, the  stock  spiked  13%. 
But  companies  whose  layoffs  were 
n.  inly  for  cost-cutting  saw  price  de- 
clines of  an  average  of  2%,  from  30 
days  before  the  announcement  to  90 
days  after.  Why?  "Layoffs  may  very 


it  also  announced  initiatii 
to  pull  it  out  of  the  slum;! 
eluding  two  new  plants  fi| 
products  where  demand 
on  the  rise.  The  result: 
value  of  its  shares  increased  moi| 
than  30%  in  three  months. 

Managers  should  take  note.  Irl 
vestors  are  quicker  than  ever  toj 
ward  "good"  layoffs  and  punish 
ones.  If  the  business  is  strugglinl 
Wall  Street  wants  to  see  a  coherl 
strategy  for  fixing  the  problem— [ 
just  a  wad  of  pink  slips. 

Lavelle  covers  management  | 
New  York. 
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Get  ready  to  enjoy  the  best  online 
experience  ever! 

Get  FREE  customer  service  24- hours  a  day, 
on  the  phone  or  online. 

Get  your  favorite  music  when 
you  want  it  with  Radio@AOL 

Get  local  news,  weather,  movie 
show  times  and  more  -  every       * 
time  you  sign-on.  Mk, 

There's  never  been  a  better 
time  to  join! 


3k 


AMERICA 

faumc< 

So  easy  to  use, 
no  wonder  it's  #1 


Call  I-800-4-0NLINE  today  for  FREE  AOL  7.0  software 
and  1000  hours  to  try  it  outL^ys 

Or  pick  up  your  FREE  AOL  7.0  software  at  these  retailers: 

Barnes  &  Noble  •  BLOCKBUSTER  •  Circuit  City  •  CompUSA  •  Kinko's  •  Office  Depot  •  SCARS  •  Target 


m 


"Just  order  the 
standard  computers. 


## 


Translation:  By  standard  I  mean  configured  just  like  mine. 


/ 


At  CDW,  we  understand 

what  it  can  be  like 
for  your  IT  department. 


we  offer  all 
y  solutions  yen 
are,  PCs,  storage,  n« 

telephony  and  more  Plus,  all  the  ser 
support  them  You  name  it  and  we\ 


•Stop    Solution:    From    syster 
are  to  networking,  no  mattf 
what  you  need,   CDW  is  your 
stop  solution.   In  a   flash,   we'll 
you   what    you    need,    and    get    it 
shipped  out     usually  the  same  day 


assigns  an 
Of  PR 

business.  So  we 
understand  your  it  needs  and 
how  to  make  your  day  a  little  easier 


le  Resource:  CDW  is  your  Dir( 

ions  Provider .  delivering  cor 

puting  solutions  at  competitive 

every  purchase  and  the  backing  anc 

reliability  of  a  Fortune  S00'  company 


Computing  Solutions 
Built  for  Business 


MAKING   LIFE    RICHER 


•I? 


Investors 


I  Wireless 
Networks 
At  Home 


I  Closed-End 
Funds 
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Wireless  Networking: 
Misery  Awaits  You 

Expect  hours  of  hassle  to  get  your  PCs  talking 


BY  DAVID  ROCKS 

Different  brands 
of  gear 

don't  always     ' 
communicate 
smoothly.  And  the 
distance  computers 
can  be  from  each 
other  is  vastly 
less  than 
manufacturers 
claim 


At  any  given  time,  I  may  have  almost  as 
many  computers  in  my  house  as  I  have 
rooms.  The  no-name  desktop  and  Toshiba 
laptop  are  mine,  and  up  to  a  half-dozen 
others  are  assorted  Windows-based  and 
Macintosh  units  I'm  reviewing  for  my 
job.  For  me,  creating  a  network  that  al- 
lows me  to  swap  files  and  hook  all  the  PCs  to  my 
high-speed  cable  modem  makes  a  lot  of  sense. 
But  running  wires  through  my  75-year-old  house 
would  be  impossible. 

So  I  decided  to  try  something  potentially  bet- 
ter: a  wireless  network.  Such  a  setup  offers  the 
added  bonus  of  letting  you  surf  the  Web  not 
just  from  any  computer  but  from  any  room  in 
your  house — or  even  the  backyard.  It's  some- 
thing lots  of  other  people  are  discovering  as 
well.  Now  that  a  standard  known  as 
WiFi  (or  802.11b)  has  opened  wire- 
less-networking technology  to  at- 
home  users,  tech  research  firm  Cah- 
ner's  In-Stat/MDR  expects  4.5  million 
U.S.  homes  to  use  such  systems  by 
the  end  of  this  year — triple  the  number  today. 

After  spending  many  hours  over  several 
weeks  getting  my  network  up  and  running, 
though,  I  can  tell  you  the  process  is  not  for  the 
faint-hearted.  Not  only  did  I  have  to  make  nu- 
merous calls  to  various  tech-support  hotlines, 
but  I  became  far  more  conversant  with  net- 
working technology  than  I  had  ever  aspired  to. 
Some  of  the  problems  I  encountered:  Even 
with  the  WiFi  standard,  different  brands  of  gear 
don't  always  communicate  smoothly.  And  when 
the  pieces  do  work  together,  there's  no  consistent 
look  and  feel  to  the  software  that  controls  them. 
So  configuring  the  system  gets  more  complicated 
if  you  mix  and  match  equipment.  Finally,  manu- 
facturers exaggerate  when  they  say  you  can 
connect  computers  as  far  as  300  feet  from  each 
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other.  My  Compaq  laptop  sits  downst 
kitchen,  just  30  feet — as  the  termite 
bore — from  the  network  antenna  upsta 
office.  But  reception  is  iffy,  and  it  disapj 
together  when  I  move  20  feet  farther 
kitchen  to  the  dining  room. 

Still,  when  the  network  works,  it's 
you  decide  to  press  ahead,  the  first 
you'll  need  is  high-speed  Internet  accesJ 
Otherwise,  there's  little  reason  to  bother.! 
Sure,  it's  nice  when  your  computers  can 
share  a  printer  and  exchange  files.  But 
getting  online  from  any  PC  in  your  house 
is  what  makes  setting  up  a  network 
worth  the  hassle. 

Next,  you'll  need  a  wireless  adapter 
card  for  each  machine.  These  cards, 
from  manufacturers  such  as  Linksys, 
U.  S.  Robotics,  2Wire,  Apple  Computer, 
and  a  host  of  others,  function  as  the  an- 
tenna and  radio  that  let  your  computer 
communicate  with  the  network.  Inter- 
nal units  for  a  desktop — which  you 
have  to  open  up  the  case  to  install — 
cost  about  $50.  If  you  don't  want  to  do 
surgery  on  your  PC,  you  can  buy  a 
$100  stand-alone  card  that  connects  to 
your  USB  port — the  slot  where  you 
plug  in  most  digital  cameras.  For  a 
laptop,  you  can  get  a  $100  credit-card 
size  unit  that  slides  into  the  PC  slot.  Or, 
if  you're  in  the  market  for  a  new  lap- 
top, spend  an  extra  $100  to  $150  more  fij 
in  wireless  capability. 

Now  comes  decision  tim«| 
you're  doing  is  sharing  a  M 
nection — and  you  don't  car] 
swapping  files — a  simple  wirtj 
cess  point  ought  to  suffice, 
cess  point  plugs  into  your  cable  or  DSL 
and  lets  the  computers  communicate 
modem.  It  works  well  and  will  set  y( 
$150  to  $200,  although  you'll  have  to  us«l 
or  floppy  disks  to  move  files  from  one  cc| 
to  another.  Linksys  makes  a  $150  unij 
easy  to  configure.  With  it  I  was  able  tof 
get  online  from  any  PC  in  my  house. 

But  I  wanted  more — and  that's  when 
lems  really  started.  The  best  way  to  shd 
among  your  machines  is  with  a  routerl 
lets  computers  on  your  network  comrrl 
with  one  another.  You  could  add  a  starl 
router  to  your  access  point,  but  many  nl 
turers  sell  access-point-and-router  combij 
which  should  be  easier  to  set  up  and  c| 
than  two  individual  devices. 


i  Home  Wireless  Checklist 

|     If  you  want  to  take  the  plunge  and 


I 


install  a  wireless  network  in  your  home, 
here's  what  you'll  need 


FAST  INTERNET  ACCESS  Sure,  it's  nice  to  s 
or  retrieve  files  from  other  computers.  But 
online  from  anywhere  in  your  house  that  rrl 
up  a  network  worthwhile.  For  most  people,  f 
mean  high-speed  cable  or  DSL  service,  co:| 
$50  to  $60  per  month  plus  $100  or  so  for 


i 
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ays  made  the  $180  unit  I  finally 
on.  But  it  took  a  good  deal  of 
cratching  and  time  on  the  phone 
jch  support  to  get  it  working  right. 
^  my  Internet  connection  among  my  com- 
— including  an  Apple  iBook — was  no  trou- 
all.  Within  a  half-hour  of  opening  the 
s  box,  I  was  online.  The  problem  was,  I 
t  get  the  computers  to  communicate  with 
other.  I  called  Linksys  support,  and  after 
mtes  on  hold,  finally  got  through  to  a 
who  told  me — politely  but  firmly — that 
mpany  doesn't  help  customers  configure 
etworks.  As  long  as  I  was  able  to  get  to 
ternet,  Linksys  was  of  the  opinion  that 
irk  was  working.  Anything  else,  and  I 

1  *i  my  own. 
directed  me  to  a  Web  site  on  networking, 

:  at  was  no  help.  I  finally  called  someone  I 
it  Linksys,  who  got  another  techie  to  call 
i  >ent  nearly  an  hour  going  through  all  of 
ttings,  with  no  luck.  Then  I  happened  to 
>n  that  I  was  running  the  Norton  Internet 
ty  2002  firewall  to  protect  against  hackers. 


"Oh,  that's  a  real  network 
killer,"  he  told  me.  Bin- 
go! As  soon  as  I  disabled 
Norton's  firewall — which 
was  redundant  since  the  router  provides  similar 
security — I  was  in  business. 

The  lesson  here  is  that  myriad  tiny  issues  can 
stymie  your  wireless-networking  efforts.  And 
that's  going  to  keep  many  customers  from  get- 
ting WiFi  despite  its  benefits.  You  may  not  run 
into  the  problem  I  had  with  the  Norton  pro- 
gram, but  chances  are  something  else  will  come 
up.  Before  I  settled  on  Linksys,  I  had  tried 
equipment  from  three  other  manufacturers — Ac- 
tionTec,  Apple,  and  U.  S.  Robotics — and  ran  into 
small  problems  that  kept  me  poring  over  instal- 
lation manuals  for  hours. 

The  good  news  is  that  things  will  get  easier. 
My  Toshiba  laptop  with  Windows  XP  was  far 
simpler  to  hook  up  to  the  network  than  ma- 
chines running  Windows  98  or  2000.  Sure,  I  still 
had  to  fuss  with  the  computer  for  10  minutes  or 
so.  But  in  the  complex  world  of  wireless  net- 
working, that's  no  time  at  all.  ■ 


ARDS  You'll  need  one  for  each        ACCESS  POINT  If  you  only  want  to  share 


cards  for  desktops  cost  about 
ts  that  plug  into  a  USB  port  are 
:or  laptops,  credit-card-size  PC 
Highly  $100,  while  a  built-in 
about  $150  on  a  new  machine. 


an  Internet  connection — and  don't  need  to 
swap  files  among  computers — then  a  sim- 
ple wireless  access  point  is  enough.  They're 
easy  to  configure  and  run  from  about 
$150  to  $200. 


WIRELESS  ROUTER  This  is  a  combo  access 
point  and  router,  which  lets  computers  in 
your  network  communicate  with  one  another. 
They  cost  around  $200.  You  can  also  buy  a 
stand-alone  router  for  less  than  $100  and 
combine  it  with  an  access  point. 


2 
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Let  Your  PC  Turbocharge  Your  T 

Personal  video  recorders  such  as  TiVo  cost  a  lot;  why  not  build  one  yourselj 


BY 

LARRY  ARMSTRONG 


It  took  me  just 
half  an  hour  to 
install  the  circuit 
board,  load  the 
software,  and 
hook  up  all  the 
cables  to  the 
computer  monitor, 
speakers,  and  TV 


For  avowed  couch  potatoes,  the  biggest  ad- 
vance in  video  in  recent  years  has  been  the 
personal  video  recorder  (pvr).  Set-top  box- 
es from  TWo,  ReplayTV,  and  Microsoft's  Ul- 
timately bring  such  VCR-Iike  features  as 
pause  and  instant  replay  to  live  TV.  They 
also  let  you  search  through  electronic  pro- 
gram guides  for  titles,  actors,  and  directors — even 
keywords — to  record  hours  of  TV  on  their  hard- 
disk  drives.  So  when  you  finally  hit  the  sofa  at  the 
end  of  a  long  day,  it's  not  just  for  hit-or-miss 
channel  surfing;  there's  always  stuff  on 
your  PVR  that  you  really  want  to  watch. 
But  sales  of  PVRs,  also  called  digital 
video  recorders,  have  yet  to  take  off  be- 
yond the  million  or  so  rabid  fans,  like 
me,  who  consider  them  today's  must-have  video 
appliance.  For  one  thing,  they're  expensive  com- 
pared with  a  $99  dvd  player  or  $69  vcr.  They 
start  at  about  $300  and  go  up  to  a  cool  two  grand 
for  models  that  can  store  hundreds  of  hours  of  TV 
shows.  Many  of  them  incur  a  $10  monthly  service 
fee  on  top  of  the  purchase  price — the  last  straw 
for  many  consumers. 

To  get  around  the  hefty  price  tag  and  recurring 
fees,  I  set  out  to  see  if  1  could  build  my  own — a 
do-it-yourself  TiVo,  as  it  were.  After  all,  a  PVR  is 
nothing  more  than  a  special-purpose  computer 


with  a  big  hard  drive,  and  I  already  ha\| 
eral-purpose  computer  with  a  big  hard 
sonalized  TV  listings,  the  presumed  reaso^ 
$10  subscription  fee,  are  widely  available 
from  such  Internet  sites  as  tvguide. 
zap2it.com.  All  I'd  need  to  add  is  a  littlj 
board  to  receive  TV  signals  and  some  sof 
manipulate  them. 

My  conclusion:  It  will  cost  you  a  lit< 
than  $200,  a  free  evening  or  weekend,  arJ 
alert — the  guts  to  open  up  your  compif 

tinker  a  bit  to  install  the  spec] 

card.  It's  easier  than  you  think. 

still  intimidated,  I'll  suggest  a  (| 

ways  to  get  around  it. 

Gizmos  that  you  can  install  t| 
TV  on  your  PC  have  been  available  fol 
What  made  me  take  a  second  look,  besl 
new  TiVo-like  functions,  was  that  thesf 
systems  now  come  with  all  the  connect 
essary  to  separate  out  the  television  sijl 
send  it  across  the  room  to  a  conventil 
And  they  now  come  with  remote  cont| 
you  can  watch  pc-tv  on  the  big  sci 
longer  tethered  to  a  keyboard  and  rrl 
change  channels  or  turn  up  the  volume." 
signal  is  scrambled,  say,  from  a  cable 
have  to  use  your  cable  box's  remote  tol 


84  BusinessWeek  /  February  11,  2002 


. 


r  some  companies,  long  term  planning  means  an  annual  plan. 
at  Omron,  we  just  finished  our  decade  plan. 


called  Grand  Design  2010.  And  it's  our  roadmap 
developing  and  applying  our  core  competencies  in 
sing  and  control  technologies  toward  the  needs  of 
century  society.   It's  not  a  crystal  ball,  but  a  tool  to 
js  our  vision  of  creating  a  better  tomorrow,  today, 
nanufacturing,  healthcare,  automotive  systems, 
jrity  and  electronic  components,  Omron  is 
nessing  the  power  of  intelligent  information 
sing,  networks  and  controls  to  deliver  innovative 
jtions  that  offer  greater  comfort,  convenience, 
•ty,  productivity  and  quality  and  enhance  the  way 
live  and  work. 


Omron  is  a  $5  billion  global  technology  leader  with 
nearly  70  years  of  experience  in  developing 
innovative  products  and  services.  With  operations  in 
nearly  every  part  of  the  globe  we  can  work  closely 
with  our  local  customers  while  providing  global 
expertise.  Odds  are  that  an  Omron  product  has 
touched  your  life  today  -  and  made  it  better. 
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Putting  tomorrow's  technology 
within  your  reach. 


ensing  Tomorrow 


A  <fc--*ST 


omRon 


www.omron.com 


rtrial  Automation 

i  Electronics  LLC 
)5-0MR0N 


Electronic  Components 

Omron  Electronics  LLC 
800-55-OMRON 


Healthcare 

Omron  Healthcare,  Inc. 
847-680-6200 


Automotive 

Omron  Automotive  Electronics,  Inc. 
248-539-4700 


Social  Systems 

Omron  Transaction  Systems.  Inc. 
847-843-0515 
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channels,  but  you  will  still  get  the  pvr  features. 
I  looked  at  two  new  systems,  nvidia's  $200 
Personal  Cinema  and  ATI  Technologies'  $400  All-in- 
Wonder  Radeon  8500dv.  The  former  doesn't  sell 
under  its  own  brand  at  retail,  so  I  installed  a 
version  marketed  by  Compro  Technology.  A  more 
widely  available  brand,  VisionTek's  Xtasy  Every- 
thing, is  identical,  according  to  NVIDIA. 

ATI  now  has  a  cheaper  version  than 
the  one  I  tested,  the  $200  All-in-Won- 
der Radeon  7500,  announced  on  Jan.  22. 
It  operates  exactly  like  the  top-of-the- 
line  model,  minus  a  few  features.  There's  no  digi- 
tal connection  for  capturing  video  from 
digital  camcorders,  a  drawback  for  those 
wanting  to  edit  home  movies  on  the  com- 
puter. But  I'm  interested  in  using  my  PC  as  a 
pvr,  and,  between  the  ATI  and  nvidia  sys- 
tems, ATI  came  closest  to  duplicating  the 
features  of  TiVo  and  Replayrv. 

Both  are  basically  graphics  cards  de- 
signed to  replace  the  one  that  came 
with  your  computer.  There  are  others 
on  the  market  that  I  didn't  try  out, 
such  as  the  Marvel  G450  eTV,  about 
$230  from  Matrox  Graphics.  Hauppauge 
Computer  Works  takes  a  different  ap- 
proach: Its  $250  WinTV-PVR  is  a  TV  card 
that  slips  inside  your  computer  and  works 
with  the  graphics  card  that's  already  there. 
Hauppauge  has  a  $200  version  that 


Want  My  PC-TV 
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BRAND/MODEL 

PRICE 

COMMENTS 

ATI  TECHNOLOGIES  (ati.com) 

ALL-IN-WONDER  RADEON  8500DV 
ALL-IN-WONDER  RADEON  75Q0 

$400 
200 

Best  all-around  performers,  with  all  TV  recorder  features  and 
more,  such  as  zoom;  its  integrated  program  guide  is  fully  search- 
able. High-end  model  has  added  features  for  gamers.  For  record- 
ing TV,  lower-priced  model  is  fine. 

NVIDIA  (nvidia.com) 

COMPRO  6EF0RCE2  MX400 
PERSONAL  CINEMA 
VISIONTEK  XTASY  EVERYTHING 
5564  PERSONAL  CINEMA 

200 
200 

Compro  and  VisionTek  brands  are  identical.  They're  an  0.  K.  sec- 
ond choice,  but  the  remote  control  is  rudimentary,  and  program 
listings  are  difficult  to  search,  although  a  search-by-title 
feature  is  expected  soon. 

plugs  into  the  usb  port  that  comes  on  all  new 
pes.  You  don't  have  to  open  up  the  computer  to  in- 
stall it,  and  it's  the  only  way  to  get  TV  and  pvr 
features  on  a  laptop. 

You'll  need  a  pretty  powerful  computer  to 
take  full  advantage  of  these  systems'  ability  to 
record,  compress,  and  play  video  signals  in  real 
time.  The  kitmakers  recommend  at  least  a 
processor  that  runs  at  800  or  900  Megahertz, 
and  80  gigabytes  of  hard-drive  space  to  store 
all  your  TV  programs. 

If  you're  in  the  market  for  a  new  computer,  it's 
simple:  Tell  the  retailer  you  want  the  upgraded  TV 
and  pvr  capability,  and  it  will  come  already  in- 
stalled. Or,  if  you  buy  the  kit  from  CompUSA,  the 
store  will  install  it  in  your  computer  for  free. 


Other  retailers,  such  as  Best  Buy,  char 
$40  for  the  same  service. 

If  you're  at  all  handy,  you  can  install  it 
With  the  two  systems  I  tried,  it  took  aboi 
hour  to  swap  in  the  new  circuit  board, 
software,  and  hook  up  all  the  cables  that 
the  picture  from  your  cable  TV  or  ant< 
send  the  audio  and  video  to  y 
puter  monitor,  speakers,  and  TV. 
never  done  something  like  thi 
the  only  scary  part  is  the  amoun) 
it  takes  to  get  the  new  card  to 
place.  Tip:  A  quarter-inch  nut  driver,  a 
Home  Depot,  works  much  better  than 
driver  for  taking  off  the  computer  case 
tening  the  one  screw  that  holds  the  cir 
in  the  PC. 

Besides  the  internal  graphics  card,  botl 
have  a  separate  box  the  size  of  a  cigar 
connected  to  the  back  of  the  computi 
short  cable.  Mostly,  it  is  jam-packed  wi 
different  connectors  you  need  to  hook 
consumer-electronics  gear,  such  as  a  TV 
for  archiving  shows  you've  recorded, 
also  burn  the  shows  onto  a  CD  if  your 
has  a  writeable  CD  drive.)  A  key 
nvidia's  remote  control  uses  infrared  li 
means  that  its  connector  box  must  be 
of  sight  of  the  remote.  ATI's  radio-frequen 
works  even  when  the  box  is  hidden  b 
computer  or  in  another  room. 

Once   you're 

running,  you'll  b 

at  how  powerful 

ing  a  little  comp 

er  to  a  TV  can 

can  pause  the  pi, 

a  trip  to  the  kit 

start  up  the  sh<| 

when  you  reti: 

jump  back  10  se 

an  instant  replj 

you're  watching 

show,  jump  ahe 

onds  to  skip  a 

cial.   You   can 

show  to  watch 

start  watching 

beginning    bef<| 

recording    is 

While  the  ATI  system  handles  these  TWo 

tures  flawlessly,  nvidia  still  has  some  rot 

You  lose  the  picture  for  about  five  secorl 

you  go  from  live  TV  to  the  pvr  mode,  for  | 

And  while  ATI's  program  guide  is  fully 

and  is  searchable  a  week  in  advance,  j| 

connect  to  the  Internet  every  time  yov 

see  TV  listings  on  nvidia's  system  and 

a  grid  to  find  programs  you  want  to  rec 

Does  this  mean  I'm  ready  to  junk 

(and  its  $10  fee)  and  hook  my  PC  up  tcl 

Not  quite  yet.  While  ATI  comes  close,  it'  I 

tightly  integrated,  elegant  setup  that  Ti\| 

pc-tv  sure  is  a  nifty  way  to  outfit  a  s<| 

with  all  those  pvr  tricks  that  I've  come  t| 

This  time,  though,  they're  virtually  free. 
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Harold  W 
McGraw  Jr. 


Freeman  A.  Hrabowski.  Ill  Mary  Catherine  Swanson  Carl  A.  Cohn 


DR.  FREEMAN  A.  HRABOWSKI,  III  As  an  educator, 
administrator,  researcher,  and  civil  rights  advocate. 
Dr.  Freeman  A.  Hrabowski,  III  has  demonstrated  an 
unwavering  commitment  to  educational  excellence  and 
minority  achievement,  particularly  in  math  and  science. 
Dr.  Hrabowski  became  president  of  the  University  of 
Maryland.  Baltimore  County  (UMBO  in  1992  and  has 
rigorously  promoted  excellence  in  undergraduate 
teaching,  research,  and  graduate  education. 

Through  Dr.  Hrabowski's  Meyerhoff  Scholars  Program. 
UMBC  has  become  an  elite  school  for  aspiring  African- 
American  scientists,  engineers,  and  mathematicians. 
As  a  result  of  the  program,  which  each  year  awards 
scholarships  to  50  high  school  graduates  who  have 
shown  promise  in  math  or  science.  UMBC  is  among  the 
nation's  leaders  in  the  numbers  of  undergraduate 
degrees  awarded  to  African -American  students  in  the 
life  sciences  and  computer  and  information  science. 
Nearly  all  Meyerhoff  students  have  gone  on  to  graduate 
or  medical  school. 
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Once  a  year,  we  honor  educators  whose  innovations  and  efforts 
have  raised  the  standards  of  the  field  of  education  and  greatly- 
improved  the  prospects  of  the  students  in  their  charge.  This  year's 
panel  of  judges  selected  a  trio  ofhonorees  whose  careers  have  been 
dedicated  to  eliminating  education's  achievement  gap. 

As  part  of  The  McGraw-Hill  Companies'  support  for  education,  The 
Harold  W.  McGraw,  Jr.  Prize  in  Education  was  established  in  1988 
to  mark  the  corporation's  100th  anniversary  and  to  honor  its 
Chairman  Emeritus  for  his  lifelong  commitment  to  education.  The 
award  salutes  those  who  have  had  a  meaningful  impact  on  others. 

Each  of  this  year's  honorees  has  found  ways  to  improve  education 
for  students  who  have  been  traditionally  overlooked.  Through  their 
unique  programs,  high  expectations,  incessant  support  and  plain 
old  hard  work,  their  students  have  been  exceeding  people's 
expectations  for  years. 

We  are  honored  to  salute  them. 


MARY  CATHERINE  SWANSON  As  founder  of  the 
secondary  school  program  AVID  (Advancement  Via 
Individual  Determination),  Mary  Catherine  Swanson 
has  touched  the  lives  of  thousands  of  students  around 
the  world,  especially  low-income  and  underserved 
students. 

A  former  high  school  English  teacher.  Swanson 
created  the  AVID  program  in  1980  to  help  prepare 
underachieving  students  for  four-year  college  entry. 
Through  rigorous  curriculum,  study  skills,  tutoring 
support,  study  groups  and  role  models,  AVID  classes 
provide  underserved  middle  and  high  school  students 
with  the  academic  and  motivational  support  to 
succeed.  A  program  that  began  with  32  students  in  one 
high  school  is  now  implemented  in  over  1.200  schools 
in  21  states  and  14  foreign  countries.  More  than  92 
percent  of  AVID  students  enroll  in  college,  a  figure 
nearly  one-third  higher  than  national  averages. 

DR.  CARL  A.  COHN  As  America's  longest  serving 
urban  superintendent.  Dr  Carl  A.  Cohn  has  made  the 
Long  Beach  Unified  School  District  (LBUSD)  a  model 
for  high  academic  standards  and  accountability.  In 
Long  Beach,  with  the  most  diverse  population  of  any 
large  city  in  America,  Dr.  Cohn  has  focused  his  efforts 
on  transforming  the  district  into  a  place  where  high 
expectations  are  set  and  students  and  teachers  are  given 
the  resources  to  succeed. 

Dr.  Cohn's  district-wide  accomplishments  in  the  Long 
Beach  public  schools  include  record  attendance,  the 
lowest  rate  of  student  suspensions  in  a  decade,  a 
decrease  in  both  the  student  failure  and  dropout  rates, 
an  end  to  social  promotion,  an  increase  in  the  number 
of  students  taking  college  preparatory  courses,  higher 
student  achievement  and  significantly  safer  schools. 
His  efforts  have  inspired  leaders  across  the  country  to 
pursue  meaningful  school  reform. 


The  McGraw-Hill  Companies 

Keeping  the  world  up  to  speed" 
www.mcgraw-hii1.com/pr12e200 1/ 


ioai 


■ 


vaawmamsm 


BusinessWeek  Investor 


Ul 

:  . 


hi  1.1      \3A          M 

\mmm 

J 

L                          O 

Too  Much? 

Share  prices  for 

most  stocks  reflect 

anticipated  growth 

in  the  double  digits 
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BY  LEWIS  BRAHAM 

Investors  often  accuse  Wall  Street 
inflating  earnings  estimates  to  hj 
But  guess  what?  Investors  are  guilt 
rageous  expectations,  too.  Just  look 
Semiconductor,  the  telecom-chip  ma 
lysts  estimate  a  33.1%  annual  growth 
the  company's  earnings  for  the  next  fl 
But  if  you  run  the  stock  through  a  comjl 
ation  model  that  incorporates  earninjf 
prices,  volatility,  and  interest  rates,  Vitej 
rent  share  price  of  $12.47  assumes  that  f 
will  grow  at  a  hefty  56.1%  a  year  over 
period. 

Nor  is  Vitesse  the  only  company  for 
vestors  have  set  such  a  high  hurdle.  We 
all  of  the  companies  in  the  Standard 
500-stock  index  with  the  same  valuatic 
and  the  results  are  eye-opening.  Twenj 
companies  have  expected  annual  earning 
rates  in  excess  of  40%  priced  into  the| 
(table);  81  have  expectations  of  20%  to 
tal,  investors  are  anticipating  that  nea 
the  500  will  experience  annualized  doij 
earnings  growth  over  the  next  five  yes 
realistic?  By  the  bull  market  standarc 
1990s,  yes.  By  historical  yardsticks,  it's 
Earnings  growth  for  large-capitalizatic] 
has  averaged  only  4.75%  a  year  from  li 
2000,  according  to  Ibbotson  Associates,  aj 
based  investment-research  firm. 

The  growth  rate  incorporated  into| 
price — known  as  the  "implied  growth 
useful  for  evaluating  a  stock's  prospect.' I 
rived  these  growth  rates  from  the  divij 
count  model  (ddm)  designed  by  Bloor 
nancial    Markets    for    institutional    ul 
Investors  typically  use  DDMs  to  estimat 
stock's  price  should  be  given  its  estimat 
growth  rate,  its  volatility,  and  current 
rates.  But  we  turned  the  model  on  its  I 
started  with  the  current  price  and  therl 
backward  to  figure  out  what  the  grof 
should  be  to  justify  this  price.  That's  th| 
growth  rate. 

Results  from  a  ddm  can  sometimes  be 
ing  because  they're  dependent  on  ce\ 
sumptions.  The  model  compares  the 
growth  rate  and  historical  volatility  of  i 
the  yield  and  volatility  of  long-term 
bonds.  Since  financial  theory  holds  that 
need  to  be  compensated  for  the  risk  oj 
stocks,  technology  and  other  volatile  st<| 
erally  wind  up  with  higher  implied  gro\j 
than  low-volatility  stocks,  such  as  uti 
instance,  shares  of  semiconductor  makei 
Micro  Circuits  are  almost  three  times  as  ^1 
the  average  U.S.  stock,  so  its  impliecl 
rate  is  high  to  reward  investors  for  til 
risk.  Yet  if  analysts'  earnings  estimates  [ 
be  too  low  or  the  stock  suddenly  beccl 
volatile  in  the  future,  then  the  DDM  modif 
lations  will  be  wrong. 

Supposing  the  ddm's  assumptions  artl 
you  can  then  ask,  for  example,  whelj 
plied  Micro  Circuits  can  really  grow  aj 
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rowth  rate  of  60J%  when  analysts  are 

ing  36.9%.  If  you  think  the  answer  is 

-tock  is  a  buy;  if  not,  stay  away. 

pher  Wolfe,  an  equity  strategist  at  J.  P. 

hase,  is  a  nonbeliever.  "Applied  Micro 

is  a  struggling  midsize  company  in  a 

mpetitive  industry,"  he  says.  "It's  in- 

ble  that  it  will  hit  the  growth  rate  built 

Mock  price." 

signs  the  highest  implied  growth  rates  to 

,  and  telecommunications  companies  be- 

ey  have  several  strikes  against  them: 

i lings  are  either  depressed  or  nonexist- 

their  shares  are  extremely  volatile.  Most 

a  good  runup  off  their  bear  market 

their  prices  already  reflect  a  lot  of  good 

it  may  or  may  not  happen.  Some  of  the 

need  ones  include  Palm,  with  an  implied 

rate  of  88.6%;  AT&T  Wireless  at  58.1%; 

Sierra  at  51.0%. 

iDM  can  also  spot  cheap  stocks.  They're 

n*s  with  extremely  low  implied  growth 

such  as  old-fashioned  electric  utility 

-    including  First 

I    and  DTE  Energy, 

high  dividends 

not  very  volatile. 

plied  rate  is  so 

mse  much  of  the 

is  going  to  in- 

in  the  form  of 


in  revenues  and  $13  billion  in  profits.  Analysts 
estimate  ge's  earnings  will  increase  15.5%  a  year 
for  the  next  five  years.  But  maintaining  that 
growth  rate  will  be  an  enormous  feat.  Other 
blue  chips  with  high  implied  growth  rates  for  the 
next  seven  years  include  giant  retailer  Wal-Mart 
Stores  (20.3%)  and  insurer  American  Interna- 
tional Group  (15.6%). 

As  with  any  investment  tool,  professional  in- 
vestors don't  all  take  the  same  view  of  the  use- 
fulness of  a  DDM  or  of  calculating  implied  growth 
rates.  Edmond  Choi  of  Grantham,  Mayo,  van 
Otterloo,  a  Boston  investment-management  firm, 
says  he  doesn't  think  the  DDM  is  good  for  pro- 
jecting values  of  individual  companies,  but  he 
does  believe  it  works  well  for  ranking  stocks 
within  a  group  or  index  to  identify  the  relative 
values  among  them.  So  even  if  the  tech  stocks 
in  our  table  don't  have  implied  growth  rates 
exceeding  40%,  relative  to  other  companies  in 
the  s&p  500,  they  still  look  expensive.  That 
should  be  enough  of  a  concern  for  investors  to 
stay  away.  ■ 


We  turned  a  model 
that  estimates 
what  a  stock's 
price  should  be  on 
its  head,  working 
backward  to  see 
what  a  company's 
growth  would  have 
to  be  to  justify  its 
stock  price 


Investors9  vs.  Analysts'  Estimates 

The  implied  growth  rate  is  the  annualized  earnings  growth  rate  a  company  needs  over  the  next 

five  years  to  justify  its  current  stock  price.  The  higher  the  implied  rate,  the  riskier  the  stock. 

Using  a  valuation  model  from  Bloomberg  Financial  Markets,  we  calculated  implied  rates  for 

S&P  500  stocks  and  identified  the  highest,  the  lowest,  and  those  for  the  largest  companies. 

We've  also  included  Wall  Street  analysts'  earnings  estimates  for  the  companies. 
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Cyclical  companies 

Ford  Motor,  U.  S. 

vi  s,  General  Motors, 

ow   Chemical    all 
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THE  LOWEST  RISK 
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STOCK/ 

SYMBOL 


RECENT 
PRICE 


ANALYSTS' 
IMPLIED  ESTIMATE  OF 
GROWTH     EARNINGS 
RATE        GROWTH 


PALM  PALM  $3.90       88.6%     25.2% 

APPLIED  MICRO  CIRCUITS  AMCC  10.89       60.7        36  9 
TEXAS INSTRUMENTS  TXN  27.45       59.3        20.4 

lestions.  "A  lot  of     ""M^MI  I11:64!!58!1!  ImI 


U.S.  AIRWAYS  GROUP  U 
CMS  ENERGY  CMS 
FIRSTENERGY  FE 
NIS0URCENI 


ire  cheap  because      VIACOM  VIA.B  39.45       57.6        22.4  DTE  ENERGY  DTE  41.15       0.05        7.1 


ed 

i  hould    be,"    says 
er  id  McCaffrey,  port- 

IcapgValue  Fund5      PMC-SIERRA  PMCS  24.15       51.0        36.7  CUMMINS  CUM 

CIENA  CIEN 1142 50.8 27.6 


$5.10 
23.59 
36.24 


0.05%      7.4% 
0.05        7.8 

0.05        6.6 
6.05 7.2 


POWER-ONE  PWER 

VITESSE  SEMICONDUCTOR  VTSS 


10.78 

1247 


57.4 
56.1 


21.6 
._ 
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-tock  with  tough 
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■stos      liability 
it." 
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BROADCOM  BRCM 
JDS  UNIPHASE JDSU 
NETWORK  APPLIANCE  NTAP 
TERADYNETER 


45.46 

7.16 

19.20 

29.05" 


49.5 

"tin 
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37.1 

25.6 

30.3 
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TEC0  ENERGY  TE 

TXUTXU 

AMERICAN  ELEC.  POWER  AEP 
FORD  MOTOR  F 
ALLEGHENY  ENERGY  AYE 


UNIVISION  COMM.  UVN 


35.94      41.8        31.7 
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MICROSOFT  MSFT 
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o  P  500  through  the 
-tile  also  took  a  look 
■i\  very  largest  com- 
ilii  to  see  how  they 
erJp.  According  to 
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PRICE 

GROWTH     EARNINGS 
RATE        GROWTH 

CITIGROUP  C 

$49.62 

11.8%     14.3% 

INTEL  INTC 

33.68 

24.9        17.6 

AMERICAN  INTL.  GROUP  AIG 

78.01 

15.6        14.4 

IBM  IBM 

109.28 

14.7        12.2 

JOHNSON  &  JOHNSON JNJ 

57.65 

10.5        13.9 

Prices,  implied  growth  rates,  and  estimates  as  of  Jan.  25,  2002 


Data:  Bloomberg  Financial  Markets,  l/B/E/S  International 
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BusinessWeek  Investor 


Personal  finance  books 


The  Good, 
the  Bad,  and 
the  Worse 


Dishing  out  investment  advice 
isn't  easy  in  today's  climate 


BY  ROBERT  BARKER 


Opportunities  lurk 
in  unlikely  places. 
I  found  lots  of 
good  stuff  in  the 
new  books  not 
decorated  with 
plunging  stock 
charts  or  feral 
bear  claws 


Two  years  after  the 
Dow  Jones  industri- 
al average  rolled 
over,  the  nation's 
publishers  are  push- 
ing loads  of  books 
on  how  to  survive 
recession  and  bear  mar- 
kets. I  can  safely  state 
that,  year  after  year,  most 
personal  investing  books 
aren't  worth  much,  and 
packaging  them  around 
fears  of  financial  insecurity 
hasn't  changed  that  sad 
fact.  Just  the  same,  oppor- 
tunities lurk  in  unlikely 
places.  I  found  lots  of  good 
stuff  amid  the  new  books 
that  are  not  decorated 
with  plunging  stock  charts 
or  feral  bear  claws. 

My  favorite  title  this  season  surprised  me — 
since  I  didn't  buy  the  bullish  argument  at  the 
heart  of  James  Glassman's  (and  co-author  Kevin 
A.  Hassett's)  last  book,  Doiv  36,000.  Glassman's 
latest,  The  Secret  Code  of  the  Superior  Investor 
(Crown  Business,  $25),  lays  out  a  47-step  recipe 
for  your  portfolio.  A  fellow  at  the  American  En- 
terprise Institute,  Glassman  has  absorbed  the 
fundamental  lessons  of  such  great  investors  as 
Warren  Buffett  and  Sir  John  Templeton,  and  he 
restates  them  here  in  easy-to-digest  portions: 
Don't  bother  shorting  stocks.  Don't  try  to  time 
the  market.  Keep  an  eye  on  your  expenses. 
Avoid  trading.  He  also  applies  the  lessons  to  to- 
day's markets.  Glassman  likes  the  odds  offered 
by  Treasury  inflation-indexed  securities,  he's  bull- 
ish on  drug  stocks,  and  he  makes  a  reasonable 
case  why,  if  you  could  buy  only  one  stock,  it 
should  be  General  Electric.  Glassman  succeeds  in 
his  ambition  to  be  to  intelligent  investing  what 
Julia  Child  has  been  to  French  cooking:  one  who 


makes  the  difficult  thing  doable  withoi 
ing  its  essence. 

Another  very  good  choice  is  Magic 
The  33  Key  Ratios  That  Every  Investd 
Know  (Wiley,  $29.95)  by  Peter  Temple,  \ 
financial  writer  and  former  investment 
just  a  few  pages,  each  written  and  laic 
admirable  clarity,  Temple  walks  us  thr«J 
such  financial  measures  as  "net  tangil 
value"  and  "free  cash  flow"  are  built,  w| 
nancial  statements  they  may  be  found, 
they  mean.  Temple  mixes  in  real-wo:| 
and  he  fluently  translates  the  jargony  t| 
can  differ  from  country  to  country.  I  vij 
had  this  book  years  ago.  (Alert:  The 
swears  that  small  computational  errors! 
pie  of  the  tables  will  be  fixed  in  a  freslj 
due  by  March.) 

Investing  Bible  (Hungry  Minds,  $:| 
Lynn  O'Shaughnessy  and  CNBC  Guide 
&  Markets  (Wiley,  $16.95)  by  Jeff  Wl 
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Sji't  Miss  the  Industry's  Premier  Business 
technology  Conference  and  Exhibition 


Justry's  leading  IT  professionals  attend  COMDEX  to  network, 
nd  make  important  technology  purchase  decisions.  You  can't  afford 
the  future  of  business  technology  at  COMDEX  Chicago  2002. 

X  Keynote  Presentations  from  industry  luminaries: 


\rs 


RCH5,  9-10AM         TUES.,  MARCH  5,  12-1 PM       TUES,  MARCH  5,  3-4PM       WEDS.,  MARCH  6,  12-1PM 


Kumar 

and  CEO 
■r  Associates 


Dean  Douglas 

General  Manager, 
Wireless  eBusiness 
IBM  Global  Services 


Jim  Balsillie 

Chairman  and 
Co-CEO 
Research  In  Motion 


Bill  Clift 

CTO 

Cingular  Wireless 


EX  Educational  Programs  deliver  the  exact  knowledge  you  need: 

COMDEX  eMobility  Conference 

vlobile  solutions  that  drive  business  efficiency 

High-Velocity  Computing  Conference 

Selecting  and  managing  new  technologies 

Contingency  and  Security  Management  Conference 

A/hat  if  the  unthinkable  happens? 

Extreme  Knowledge  Conference 

Hard-core  technical  education  for  developers 

)MDEX  Exhibition  showcases  the  latest  business  IT  solutions,  including: 
ity     ♦  Devices     ♦  Services     ♦  Applications     ♦  Content    ♦  Infrastructure 


l3        PRESENTS 


REGISTER  NOW  for  your 
REE  EXHIBITS  PASS 

(A  $100  Value!) 


Get  ahead. 

Get  to  COMDEX  Chicago  — 

the  Business  IT  Marketplace 


....  Jo  GO. 
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COMDEX  Educational  Programs 

copresented  by  


BusinessWeek 


www.businessweek.com 


\TIONAL  PROGRAMS  MARCH  4-7,  2002    EXHIBITION  MARCH  5-7,  2002    McCORMICK  PLACE  CHICAGO 


I  and  get  a  FREE  PASS  for  the  Exhibits 

and  all  Keynote  Presentations... a  $100  value! 

Www.comdex.com/chicago2002 

I  egistering,  use  Priority  Code  BWA  and  Coupon  Code  159 


Official  C«/W  o/  COMDEX 


Digital  Island 


The  Official  Web 
Services  Provider 
for  Key3Media 


Scf^y  Mercedes-Benz 

Cm  kill  Automotive  Sponsor 


NYSE 


New  York  Slock  Exchange. 


'J02  Key3Media  Events,  Inc.,  117  Kendnck  Street.  Suite  600,  Needham,  MA  02494-2728.  All  Rights  Reserved.  SP02-10875  01/02  Key3Media,  COMDEX,  eMobility.  and  associated  design  marks und  li 
-s  owned  or  used  under  license  by  Key3Media  Events,  inc.,  and  may  be  registered  in  the  United  States  and  other  countries  Other  names  mentioned  may  be  trademarks  of  their  respective  owi 
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Personal  finance  books 


A  Roundup  of  Titles 


two  more  fair  bets.  The  first  is 
thick  (570  oversize  pages),  com- 
prehensive, and  easy  to  dip  into 
for  the  basics  on  everything 
from  annuities  to  zero-coupon 
bonds.  The  cnbc  guide  is  not  so 
encyclopedic,  but  it  struck  me 
as  the  better  value.  A  trim  vol- 
ume, it  gets  to  the  point  and 
boasts  a  good  glossary. 

The  imperative  to  be  a  skep- 
tical investor  is  a  lesson  most 
of  us  learn  the  hard  way.  That's 
why  you  might  do  a  favor  for 
any  friends  who  still  use  a 
stockbroker  by  giving  them  Bro- 
kerage Fraud:  What  Wall  Street 
Doesn't  Want  You  to  Know  (Dearborn,  $24.95). 
The  authors,  Tracy  Pride  Stoneman,  a  lawyer 
specializing  in  securities-fraud  cases,  and  Douglas 
Schulz,  a  former  broker  at  Merrill  Lynch  who 
now  acts  as  an  expert  witness  in  arbitrations, 
battle  stockbrokers  for  a  living.  In  fact,  their 
brief — that  the  industry  is  so  riddled  with  con- 
flicts of  interest  and  rules  tilted  in  its  favor  that 
many  clients  can't  help  but  be  suckered — may  be 
read  as  an  elaborate  advertisement  for  their 
services.  Yet  they  make  enough  of  a  case  to  get 
even  very  trusting  investors  to 
(wisely)  think  thrice  about  any 
broker's  advice. 

The     quintessential     market 


TO  CONSIDER.. 


skeptic — a  man  who  reveled  in 

bull  and  bear  markets,  notably 

Brokerage  Fraud:  What  Wall  Street  the  1929  crash— was  Jesse  Liv- 

Doesn't  Want  You  to  Know  ermore.  Most  current  investors 

by  Tracy  Pride  Stoneman  and  who  ^ow  of  Livermore  met  him 

Douglas  J  Schulz  through  the  thinly  veiled  charac- 

- ter  Larry  Livingstone  in  the  1923 

CNBC  Guide  to  Money  &  Markets  book  Reminiscences  of  a  Stock 

by  Jeff  Wuorio  Operator,  since  reissued  (Wiley, 

; ; $19.95).  That  still  remains  worth- 

Investmg  Bible  while,  but  now  writer  and  trader 

by  Lynn  O'Shaughnessy  Richard  Smitten  has  produced 

Jesse  Livermore:  World's  Greatest  if*  L^rmore:  World's  Greatest 

Stock  Trader  Stock    Trader   (Wllev>   $19-95)- 
.    n.  ,      .  0    ...  Where  the  earlier  book  tells  its 
by  Richard  Smitten  .             ,,     «    ,                0    ., 
.' story  in  the  first  person,  Smit- 

Magic  Numbers:  The  33  Key  Ratios  That  ten  steps  back  as  an  omniscient 

Every  Investor  Should  Know  narrator  to  add  much  new  ma- 

by  Peter  Temple  terial.  This  ranges  from  Liver- 

: -  more's  youth  on  a  Massachusetts 

The  Secret  Code  of  the  Superior  Investor  farm  to  his  suicide  in  the  cloak- 
by  James  K.  Glassman  room    of    Manhattan's    Sherry 

Netherland  Hotel.  Some  of  the 

imagined  dialogue  is  hokey,  and  it 

Financial  Security  in  Trou,  fj1  initially  struck  me  as  akin  to 

by  Ric  Edelman  JJe .  co^f on    of  *  fclf  slfc 
black-and-white  movie.  But  Smit- 

Money  Cards-.  Words  That  Lead  to  Wealth  ten  has  contributed  more,  ex- 

by  Suze  Orman  tending  Livermore's  account  and 

making  his  market  smarts  newly 

The  New  Rules  of  Personal  Investing  accessible. 

by  Financial  Correspondents  of  Naturally,  some  books  surprise 

The  New  York  Times  by  disappointing,  including  The 

New  Rules  of  Personal  Investing 


AND  AVOID 


(Times  Books,  $25),  bj 
New  York  Times  financij 
ers.  After  Floyd  Nor 
tionary  overture,  his  col 
weigh  in  with  generallf 
enthusiastic      discussic 
stocks,  funds,  bonds,  forJ 
uities,  and  so  on.  Most| 
advice  they  give  is  unol 
able  but  tedious,  suffer 
a  product-by-product  ail 
An  exception  is  Gretchil 
genson's  take  on  traps,! 
and  myths,  with  a  keen| 
tion  of  how  inadequate 
age-account  insurance 
industry's  Securities  1 
Protection  Corp.  truly  is. 

Two  of  the  field's  most  heavily  mi 
names — Ric  Edelman  and  Suze  Ormanj 
do  much  for  more  experienced  investors! 
cial  Security  in  Troubled  Times  (HarperB| 
$14.95)  is  the  latest  from  Edelman.  He 
this  one  on  Sept.  28,  with  an  eye  to 
fears  after  the  terrorist  attacks  sentl 
plunging.  A  weekend  later,  he  was  done, 
few  weeks  the  book  hit  stores — my  local] 
&  Noble  had  it  propped  right  behind  \ 
This  slim  item  is  a  Cliffs  Notes  to  Ec 
earlier  books.  It  provides  much  advice 
ably  don't  need,  such  as  how  to  endorse 
properly.  Moreover,  if  you  were  curioi 
portfolio  moves  Edelman  suggests  i 
tember  11,  forget  it — he  makes  none. 

The  Queen  of  Personal  Finance,  Suze 
is  in  no  danger  of  being  toppled  as  she 
extends  herself  from  being  just  your  chec 
Oprah  Winfrey  to  a  cross  between  Cc 
and  Martha  Stewart.  Her  Money  Cards 
That  Lead  to  Wealth  (Hay  House,  $15.91 
epigrams — "The  courage  to  be  rich  hatl 
with  vision" — on  decorous  3.75-inch-squarl 
that  could  double  as  coasters.  Less  expel 
investors  who  may  be  attracted  to  EdelJ 
Orman  would  do  much  better  with  tht 
edition  of  Andrew  Tobias'  venerable  The 
vestment  Guide  You'll  Ever  Need  (Harcoi 
with  new  parts  on  college-saving  plan^ 
tion-indexed  bonds,  and  estate  plans. 

Tobias  has  long  counseled  against  tJJ 
anyone  but  yourself  with  your  money, 
like  me,  wonder  how  Enron's  former  ce»| 
neth  Lay,  could  advise  employees  that 
pany  was  in  good  shape  just  weeks  be!j 
shares  crashed,  then  I  have  one  final 
mendation.  The  Rise  of  Mr.  Ponzi  (Inkwe| 
is  infamous  financial  schemer  Charles 
republished  memoir,  which  he  wrote  in  11 
ter  his  deportation  to  Italy.  It  offers  <| 
ties — he  called  his  scam  the  Securities  E>| 
Company,  or  sec.  And  it  illuminates,  si 
how  the  chief  of  a  rapidly  failing  entj 
thinks.  "We  all  crave  easy  money,"  Ponzi  J 
"And  plenty  of  it."  Knowing  that,  and  kl 
to  guard  against  it,  is  perhaps  the  best  s 
tip  you  can  get. 
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Start  with  the  right  investment  company, 
and  picking  the  funds  becomes  much  easier. 


Choosing  the  right  investments  is 
iever  easy,  and  right  now  it  may  be 
arder  than  ever.  But  for  the  long  term, 
ne  market  has  been  the  place  to  be. 

Fidelity  funds  offer  you  money  man- 
gement  expertise  and  breadth  of 
westment  choice,  backed  by  what  we 
ielieve  to  be  the  most  extensive 
esearch  capabilities  in  the  industry. 


Which  explains  why  we  have  more 
than  75  funds  rated  four  stars  or 
higher  by  Morningstar* 

The  market  has  been  our  home  for 
over  50  years.  We  believe  in  it  and 
want  you  to  be  comfortable  with  it.  So 
put  the  experience  and  service  of 
Fidelity  to  work  on  your  portfolio  to 
help  you  see  yourself  succeeding. 


Fidelity  Mutual  Funds 


\  selection  of  funds  for  your  IRA. 


Morningstar 

Rating™' 

quity  Funds 

Overall 

3-Year 

5-Year 

10-Year/Life 

idelity  Diversified  International  Fund23 

*•*•• 

**** 

***** 

N/A 

idelity  Dividend  Growth  Fund3 

•  ••*• 

**** 

***** 

N/A 

idelity  Equity-Income  Fund 

•  •** 

**• 

**** 

**** 

idelity®  Fund 

•••• 

**• 

**** 

**** 

idelity  Value  Fund 

*•*• 

**** 

*** 

**** 

tend  Funds 

idelity  Ginnie  Mae  Fund4 

*••• 

**** 

**** 

**** 

idelity  Intermediate  Bond  Fund 

•  *•* 

***** 

**** 

**** 

idelity  Investment  Grade  Bond  Fund 

•  *** 

**** 

**** 

*•** 

idelity  Short-Term  Bond  Fund 

***** 

***** 

***** 

**** 

ast  performance  is  no  guarantee  of  future  results.  Visit  Fidelity.com  or  call  Fidelity  for  current  performance  figures  and  Morningstar 
atings.  As  of  1 1/30/01:  Diversified  International  was  rated  against  the  number  of  funds  in  the  Morningstar  International  Equity  Fund 
ategory  1304,  862,  and  163  for  the  3-,  5-,  and  10-year  periods,  respectively;  the  number  of  funds  in  tne  Domestic  Equity  Fund  Category 
as  4699,  3005,  and  887  for  the  3-,  5-,  and  10-year  periods,  respectively,  and  the  number  of  funds  in  the  Taxable  Bond  Fund  Category  was 
822,  1347,  and  440  for  the  3-,  5-,  and  10-year  periods,  respectively. 


Fidelity 


Investments' 


1-800-FIDELITY    Fidelity.com 

mplete  information  on  any  fund  available  through  Fidelity,  including  charges  and  other  expenses  applicable  to  continued  investments,  call  for  a 
ctus.  Please  read  it  carefully  before  you  invest  or  send  money.  TDD  Service  1-800-544-01 18  for  the  deaf  or  hearing  impaired  9  a.m.  -  9  p.m.  ET. 

r  proprietary  ratings  reflect  historical  risk-adjusted  performance  as  of  1 1/30/01  and  are  subject  to  change  every  month.  *Among  the  1 31  Fidelity 

jy  Morningstar,  a  total  of  80  received  a  4-  or  5-Star  Overall  Morningstar  Rating™  as  of  1 1/30/01.  Morningstar  ratings  are  calculated  from  a 

and  1 0-year  average  annual  returns  in  excess  of  the  90-day  Treasury  bilT,  includingioads,  if  appropriate,  and  a  risk  factor  that  reflects  performance 

'0-day  Treasury  bilL  Ten  percent  of  funds  in  an  asset  class  receive  five  stars,  22.5%  receive  four  stars,  35%  receive  three  stars,  22.5%  receive 

">d  10%  receive  one  star.  Overall  risk  adjusted.  2Funds  that  invest  in  foreign  securities  may  involve  higher  risk,  including  political  and  economic 

s  of  foreign  countries  as  well  as  the  risk  of  currency  fluctuation.  3Ten  year  rating  not  available,  the  fund's  inception  is  as  of  1 2/27/91  for  Diversified 

I,  and  4/27/93  for  Dividend  Growth.  Note:  A  rating  is  provided  if  a  fund  has  been  in  existence  for  the  time  period  indicated.  "The  fund's  investments 

securities  are  subject  to  prepayment  risk,  which  can  limit  the  potential  for  gain  in  a  declining  interest  rate  environment  and  increase  the  potential 

sing  interest  rate  environment.  Although  gathered  from  reliable  sources,  data  completeness  and  accuracy  cannot  be  guaranteed.  Morningstar 

ed  trademark  of  Morningstar,  Inc.  and  is  not  affiliated  with  Fidelity  Investments.  Fidelity  Distributors  Corporation.  307427 
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Should  You  Open  Up  To 
Closed-End  Funds? 

A  little  risk  could  bring  a  nifty  payoff 


BY  MARA 

DER  HOVANESIAN 


During  bear  markets,  gaping  discounts  be- 
tween closed-end-fund  share  prices  and 
the  value  of  their  stock  holdings  tend  to 
narrow,  cushioning  investors  against  some 
of  the  falls.  Last  year  was  no  exception: 
Funds  specializing  in  U.  S.  shares  gained 
an  average  6.5%  even  though  their  un- 
derlying assets  lost  1.6%  in  value,  according  to 
the  Closed-End  Fund  Assn.,  based  in  Kansas 
City,  Mo.  That  was  a  much  better  performance 
than  the  Standard  &  Poor's  500-stock  index, 
which  lost  13%. 

Closed-ends  act  like  stocks  because  a  fixed 
number  of  shares  trade  on  an  exchange,  such 
as  the  New  York  Stock  Exchange.  But  their  un- 
derlying portfolio  of  stocks  or  bonds  make  them 
look  like  mutual  funds,  with  net  asset  values 
(navs)  calculated  from  the  market  value  of  their 
holdings.  When  the  share  price  is  above  its  NAV, 
closed-end  funds  are  said  to  sell  for  a  premium. 
With  discounts,  the  opposite  is  true.  So  if  the 
fund's  asset  value  per  share  is  $20  and  it's  trad- 
ing on  the  market  for  $18,  the  discount  is  10%. 
Why  the  discount?  "Because  they're  ineffi- 
cient; nobody  knows  about  them,"  says  analyst 
Kevin  McNally  of  Salomon  Smith  Barney.  Dis- 
counts and  premiums  are  good  guideposts  to 
closed-end  funds.  Naturally,  a  consistent  outper- 
former  can  trade  at  a  premium.  But  for  the 
most  part,  paying  above  a  fund's  nav  isn't  a 
good  idea,  while  heavily  discounted  funds  often 
deserve  their  rock-bottom  prices.  For  example, 


Growth  &  Global:  Laggards  with  Promise? 


2001 
RETURNS 


5-YEAR  ANNUALIZED  RETURNS 
1997-2001 


FUND  CATEGORY 

MARKET 
PRICE 

NET  ASSET 
VALUE 

MARKET 
PRICE 

NET  ASSET 
VALUE 

CONVERTIBLE  SECURITIES 
EMERGING  MARKETS 

2.11% 

-6.85 

8.89% 
0.39 

6.59% 
-0.80 

8.67% 
-0.93 

GENERAL  BOND 

GENERAL  MUNI  (LEVERAGED) 

5.56 
4.79 

5.66 
11.82 

5.65 
5.69 

6.47 

6.56 

GENERAL  U.S.  GOVERNMENT 
GLOBAL  FUNDS 

6.89 
-34.56 

10.95 
-38.80 

6.56 
-6.40 

8.23 
-10.82 

GROWTH  FUNDS 
SECTOR  EQUITY  FUNDS 

-16.76 
-10.72 

-14.08 
8.48 

6.16 
9.65 

9.60 
10.57 

Data:  Upper 

inc. 

the    Equus    II  fund    has 
traded  at  a  31%  discount  for 
five   years   because   many   in- 
vestors are  leery  of  its  penchant 
for  leveraged  buyouts  and 
startups. 

The  moral  is  to  buy 
funds  in  an  asset  class  that  makes  sen* 
otherwise,  discount  or  no,  the  investmeni  d-end 
bargain.  If  you  are  a  bold  contrarian  ar 
growth  is  set  for  a  comeback,  you  migh  fe 
one  of  the  handful  of  growth  closed-enc  ^  m; 
such  as  the  Bergstrom  Capital  fund,  whid  hjt'«  i 
a  discount  of  9%.  But  if  you're  still  we*  the  - 
value  plays,  there's  less  choice  because  fejk  -- 
value  funds  still  trade  at  a  discount.  0|>  - 
does:  the  small-cap  Royce  Value  Trus 
managed  by  veteran  value  manager  < 
Royce.  It  has  a  9.5%  discount  even  thoi 
fund's  shares  gained  15.8%  last  year  and 
rose  20.6%. 

Is  there  still  serious  money  to  be  rijj 
closed-ends?  At  first  blush,  the  answer  > 
More  than  half  of  the  524  funds  tracked 
per  still  trade  below  their  NAV,  includin 
bond  funds.  The  trouble  is,  say  pros,  tho  . 
the  most  potential  for  superior  gains  are  K  § 
specialists  in  the  sectors  investors  lov 
emerging-market,  foreign,  and  growth 
"But  if  you  know  what  you're  doing,  J 
make  unbelievable  money,"  says  McNall 

The  best  buys  right  now  require  tai 
some  risk.  Posting  some  of  the  largest  kj 
last  year  was  the  international-markets  cir 
down  an  average  3.9%,  while  NAVfell  9. 
ports  the  Closed-End  Fund  Assn.  Los;  ai- 
discounts  narrowed  sharply  from  200C 
shares  and  nav  lost  23.5%  and  22.2f>. 
tively.  Analysts  say  global  and  emergiiii, 
ket  funds  could  move  toward  premiums  • 
good  places  to  park  some  money.  It  h  j 
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pened  before:  When  investors  soured  on 
ing  markets  in  1998,  closed-end  foreigi 
were  trading  at  large  discounts — some  ov 
But  after  the  market  rebounded  the  ne 
those  same  funds  sold  at  double-digit  pr 
as  share  prices  jumped  54.9%  and  portfoli*  fc 
gained  58.2%.  Share  prices  and  nav  f< 
only  funds  rose  63.7%  and  69.5%,  resp 
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■  d-end  bond  funds  are  another  way  to 

international  market.  In  general,  dis- 

closed-end  bond  funds  have  an  extra 

ey  pay  higher  yields  than  open-end  bond 
k  hat's  because  the  interest  on  the  bonds  is 

1  the  share's  lower  nav,  not  the  market 

le  yield  on  the  underlying  bond  portfolio 

8%,  but  because  the  fund  sells  at  a  10% 
its  effective  yield  jumps  to  8.88%.  For 
Morgan    Stanley 

Witter's     Emerging 

Debt  Fund,  which  in- 

government  and  cor- 

lebt,  sells  at  a  8.6% 

It,  which  boosts  the 

ing  yield  of  11.4%  to 

2.5%. 

s  that  invest  in  U.S. 

re  trickier  to  assess. 

the  bond  market  has 

discounts  and  the  po- 

for  returns  have  fall- 


Stocks  and  Bonds 
at  a  Discount 

Closed-end  funds  that  trade  below 
their  asset  value 


FUND 


EQUUS  II  FUND 

meVC  DRAPER  FISHER  FUND  I 

JARDINE  FLEMING  CHINA  FUND 


formance  can  offer  attractive 
yields,  too.  Although  they 
rose  12%  last  year,  they 
still  have  an  average  tax- 
free  yield  of  6.25%,  a  full 
percentage  point  more 
than     10-year    taxable 
Treasuries.  Even  mod- 
erate   Fed    tightening 
this  year  will  have  a 
negligible    impact    on 
yields,     says     William 
Fitzgerald,  a  managing 
director   at   John    Nu- 
veen,  who  oversees  $32 
billion  in  muni  closed-end 
assets.   "Investors   have 
been  hedging  against  risk 
in  the  equities  markets  by 
moving  into  money  market 
funds,"  he  says.  "But  munici- 
pal closed-end  funds  are  much 
more  effective." 

The  one  sector  that  is  se- 
verely overvalued  is  high-yield. 
On  average,  high-yield  funds  trade  at  18.4%  pre- 
miums, though  some  are  as  high  as  35.7%.  These 
funds  have  rallied  in  anticipation  of  a  rebound  af- 
ter two  years  in  the  tank.  But  even  if  high-yield 
bonds  do  recover  this  year,  closed-end  funds  are 
unlikely  to  share  in  the  spoils  since  they're  al- 
ready overvalued.  Investing  in  diversified  high- 
yield  funds  that  buy  abroad  might  be  a  better 
bet.  Despite  its  24.6%  premium,  Salomon  Broth- 
ers High  Income  is  a  possi- 
bility. It  has  a  third  of  its 
assets  in  emerging-market 
debt — and  it's  consistent, 
having  beaten  most  of  its 
peers  since  its  January,  1993, 
launch. 

Another  way  to  buy  high- 
yield  debt  without  paying  a 
high  premium  and  exposing 
yourself  to  volatile  price 
swings  is  through  multisec- 
tor  funds.   They   diversify 


DISCOUNT* 


-38.5% 

-37.3 

-19.8 


tread   lightly.    Paul      SCUDDER  NEW  ASIA  FUND  —19.8        into  government  and  corpo- 


director  of  closed- 
ids  at  Morgan  Stan- 
Dmmends  focusing  on 
that  could  do  well  as 
nomy  recovers.  He's 
on  mortgage  funds, 
3  Blackrock  Income 
rtiich  has  a  decent  5% 
t  and  a  7.6%  yield. 
7c  discount  on  acm  In- 
und  looks  attractive 
It  yields  10.4%  main- 
ause  it  invests  in 
ig-  and  global-market 
well  as  U.S.  govern- 
ebt. 

raged  municipal  funds 
Drrow  to  juice  per- 


INDIA  GROWTH  FUND 
LATIN  AMER.  EQUITY  FUND 
LATIN  AMER.  DISCOVERY  FUND 
INDIA  FUND 


-19.6 
-19.6 
-19.4 
-18.2 

D 

ND 

FIC 

S.  TELECOM.  FUND  - 

FUND 

tAGON  FUND 
ING  INDIA  FUND       - 
FUND 

MARKETS  FUND       - 
UND 

FUND 

*As  of  Jan  25,  2002  Data  Upper  Inc. 


MALAYSIA  FUND 

-18.2 

SINGAPORE  FUND 

-18.2 

M.S.  ASIA-PACIFIC 

-18.1 

EMERGING  MKTS.  TELECOM.  FUND 

-17.6 

NEW  GERMANY  FUND 

-17.6 

TEMPLETON  DRAGON  FUND 

-17.1 

JARDINE  FLEMING  INDIA  FUND 

-16.7 

M.S.  INDIA  INV.  FUND 

-16.4 

M.S.  EMERGING  MARKETS  FUND 

-16.3 

THAI  CAPITAL  FUND 

-16.2 

BRAZIL  FUND 

-16.0 

NEW  IRELAND  FUND 

-15.6 

rate  debt  and  tend  to  avoid 
borrowing,  mfs  MultiMarket 
Income  Trust,  with  a  yield 
of  7.8%  and  a  discount  of 
5.1%,  or  Putnam  Premier 
Income  Trust,  which  sells  at 
a  4%  discount  and  yields 
8.7%,  are  options. 

Making  good  returns  in 
closed-end  funds  by  betting 
on  a  narrowing  of  discounts 
depends  on  a  rebound  in 
their  sector  or  in  the  econo- 
my. But  unlike  smart  buys 
in  the  stock  market,  bar- 
gains in  closed-end  funds  are 
clearly  marked  as  early-bird 
specials.  ■ 


"Investors  have 
been  hedging 
against  risk  in 
the  equities 
markets  by  moving 
into  money  market 
funds,"  says  one 
pro.  "But 
municipal  closed- 
end  funds  are 
much  more 
effective" 
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The  Barker  Portfolio 


TRYING  TO  WAKE  UP  A 
TIRED  OLD  TECH  FUND 

Few  mutual  funds  have  disappointed  so  many 
careful  investors  for  so  long  as  T.  Rowe 
Price  Science  &  Technology.  Once  the  na- 
tion's largest  tech  fund,  ending  1999  with  assets 
of  $12.3  billion,  it  seemed  to  have  just  what  a 
smart  fund  picker  could  want:  a  solid  long-term 
record,  low  fees,  and  a  big  research  crew  led 
since  1991  by  one  of  techdom's  most  experienced 
hands,  Chip  Morris.  Yet  it  failed  to  perform. 
Each  year  since  1996,  even  when  it  earned  dou- 
ble-digit returns,  it  still  trailed  tech  fund  peers. 
Its  assets  have  since  dwindled  to  $5  billion. 

Now,  Morris  is  leaving  trp  to  join  his  prede- 
cessor, noted  tech  investor  Roger  McNamee,  at 
Integral  Capital  Partners,  which  runs  venture 
capital  and  hedge  funds.  What 
can  the  T.  Rowe  Price  fund's 
363,000  holders  expect  from  new 
manager  Michael  Sola?  More  di- 
versification, with  a  higher  num- 
ber of  stocks  in  the  portfolio  and 


BY  ROBERT  BARKER 

rb@businessweek.com 

Under  a  new 
taskmaster, 
T.  Rowe  Price's 
Science  &  Tech 
Fund  hopes  to  run 
with  the  big  dogs 
again  by  lowering 
risk  in  favor  of 
solid,  steady  gains 


MIKE  SOLA 

NEW  JOB  Manager,  T.  Rowe  Price 
Science  &  Technology  Fund 


Wrong.  As  the  marke 

ASSETS  TO  INVEST  $5  billion  stoc^  &ew  worse'  the,fi 

smaller  concentrations  m  any  giv- trailing  its  peer  group,  lo 

en  industry.  Also,  less  sudden     AGE  32  in  2000  and  41%  last  yea 

swapping  of  stocks.  "I  tend  to  be     m."..*™*  d c~uniii7™ »  u^7  declined  to  comment,  1 

f       ■  a.  i- ±     u      t     EDUCAT  ON  B.S.,  William  &  Mary;  .,    Inx7     ,.,       .    ,  ' 

more  of  an  incrementalist  when  I     ,,  n  «    .■  •  x^L  said:    We  did  not  do  n 

trade,"  Sola  told  me  the  other     M.:B:A''.UniVerSlty.of  ChlCa2° good  a  job  at  recogniJ 


day.  "We  just  have  to  be  better 
at  identifying  the  trend  and  then 
sticking  to  it." 

Sola  comes  to  the  job  after 
serving  under  Morris  since  1995 


SECTORS  WHERE  HE  SEES 
LONG-TERM  GROWTH  Software, 
semiconductors 


bubble  after  looking  at  it 
You  get  caught  up  in  it 

ative  performance H 

we've  learned  our  lesson 
Sola  doesn't  expect  i 


SEMICONDUCTOR  STOCK  HE 

(table).  Already  he  has  gotten  a     DOESN'T  OWN  Intel  markets  ahead — at  leas 

taste  of  running  his  own  show  pi  rnccc  ALLEGIANCE  TO  Boston  2002.  "The  days  of  seeinj 
managing  the  $26  million  T.  Rowe     pe(j  cox  ment  [returns]  of  30%  ar 

Price  Developing  Technologies     us,"  he  told  me.  While  n 

Fund  since  its  August,  2000,  in-     HIS  VIEW  "If  the  March  quarter  is      semiconductors  and  softv 

strong,  then  we're  safely  out  of 

the  woods  with  the  economy.  But 

it  doesn't  mean  we're  out  of  the 

woods  [this  year]  with  tech." 


ception.  The  fund  focuses  on 
smaller-cap  stocks  than  Science 
&  Technology.  Last  year,  it  lost 
31%  while  rivals  fell  39%  on  av- 
erage, according  to  Morningstar. 

That  solo  performance  is  too  short  to  draw 
any  meaningful  conclusions.  But  to  get  a  sense  of 
changes  to  come,  it  may  help  to  look  at  Science 
&  Technology's  performance,  which  Sola  wit- 
nessed up  close.  The  fund,  Morningstar  analyst 
Scott  Cooley  said,  had  a  stellar  long-term  record 
untii  the  wild  tech-stock  years  of  1998  and  '99.  It 
posted  handsome  returns  of  42%  and  101%  in 
those  years,  respectively.  Yet  the  average  rival 
fund  returned  even  more,  56%  and  143%,  as 
Morris  hewed  to  trp's  custom  of  keeping  a  sharp 
eye  on  risk.  In  Cooley's  view,  "Morris  had  been 
so  burned  in  the  past  by  not  being  exposed  to 
more  speculative  stuff  that  he  thought  it  was  a 
buying  opportunity"  in  2000  when  tech  stocks 
first  sold  off.  The  fund  dumped  such  steadier 
companies  as  Microsoft  and  plunged  into  a  bunch 
of  racier  techs,  including  Ariba  and  DoubleClick. 


face  weak  demand  this  y 
is  bullish  on  both  area; 
term.  In  chips,  he  favors 
nies  with  a  diversified  j 
end  users,  such  as  Am 
vices,  over  big,  familiar  Intel.  "It  has  lc 
growth  issues,"  Sola  thinks,  as  the  growt 
PC  shipments  slows.  Sola  also  sees  m. 
network-security  software,  such  as  "V 
winding  up  with  a  nice  chunk  of  corpor? 
puting  budgets. 

Morris  spread  his  bets  over  50  or  sc 
Sola  says  his  portfolio  will  expand  to  pe: 
names.  Morris  told  me  a  couple  of  yei 
that  the  fund's  aversion  to  outsize  risks 
was  unlikely  ever  to  lead  the  pack  of  tec 
He  aimed  instead  to  keep  it  solidly  ahes 
average  rival.  That  job  now  is  up  to  Soi 


BusinessWeek  online 


For  more  on  Michael  Sola,  go  to  barker.onlir 
www.businessweeK.com/investor/  and  click  on " 
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Inside  Wall  Street 


LIFTOFF  AFTER 
SEPTEMBER  11 


EAPONS  CAPTURE? 


With  the  war  on  terrorism,  most  defense 
stocks  have  rocketed  up.  Even  tiny  Unit- 
ed Industrial  (uic)  has  taken  wing.  The 
company,  which  makes  the  U.S.  Army's  Pioneer 
unmanned  aerial  vehicle  and  training  and  elec- 
tronic test  systems,  is  little-known  on  Wall 
Street.  Soaring  from  13  on  Sept.  10  to  20  in 
early  October,  the  stock  drifted  down  to  15  by 
mid-December.  But  it  has  since  headed  up — to 
more  than  18.  This  latest  upturn,  however,  may 
be  due  to  nonmilitary  events:  takeover  talk. 

Steel  Partners  II,  a  New  York  investor  group, 
which  owns  10.5%  of  United,  is  pushing  for  a 
sale.  Reliable  sources  say 
Steel  has  talked  to  an  in- 
vestment bank  about  find- 
ing a  buyer:  At  yearend, 
an  agreement  expired  that 
barred  Steel  Partners  from 
trying  to  change  manage- 
ment control  at  United. 
Steel  Partners'  ceo  Warren 
Lichtenstein,  who  sits  on 
United's  board,  had  signed 
the  pact  on  Mar.  7,  2001. 

The  scuttlebutt  is  that  two  major  defense  con- 
tractors are  interested,  and  that  a  buyout  price 
could  be  22  to  28  a  share.  Charles  LaLoggia, 
editor  of  The  SuperStock  Investor  in  Rochester, 
N.  Y.,  says  United  would  be  "even  more  enticing 
if  it  sold  its  nondefense  businesses,  which  are  a 
drag  on  results."  United  produces  equipment  for 
steam  heating  and  generating  plants  and  also 
makes  electric  trolley  buses.  Selling  these  units 
would  boost  earnings  and  add  to  its  working 
capital  of  $5  a  share,  he  says.  The  defense  busi- 
ness accounts  for  78%  of  sales.  Value  Line  ana- 
lyst Mario  Ferro  expects  United  to  earn  $1.10  a 
share  in  2002  on  sales  of  $310  million,  up  from  an 
estimated  75<2  in  2001  on  sales  of  $295  million. 
United  and  Steel  Partners  didn't  return  calls. 
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ALL  SET  TO  SHAKE  UP 
PENTON  MEDIA 
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INVESTORS  ARE 
NOT  PLEASED 
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nvestor  Mario  Gabelli  has  reason  to  fume  at 
Penton  Media  (PME),  in  which  he  has  a  19% 
stake:  The  trade-mag  publisher  and  trade-show 
operator  has  been  losing  money — and 
making  no  special  effort  to  enhance 
shareholder  value.  And  its  stock 
plunged  from  15.50  in  July  to  3.38  on 
Oct.  2,  before  rebounding  along  with 
the  market;  it's  now  at  6.75.  Penton 
puts  out  62  trade  magazines,  such  as 
,4//-  Transport  World  and  Internet 
World;  holds  185  trade  shows  a  year; 
and  operates  139  Web  sites.  All  have 
been  badly  hurt  by  the  recession  and 
the  collapse  in  ad  revenues.  In  particu- 


lar, Gabelli  is  irked  at  the  poison  pill  management 
has  put  in  place  to  thwart  a  takeover  of  the  debt- 
ridden  company.  Gabelli  says  poison  pills  under- 
mine the  free-market  system.  In  a  filing  with  the 
Securities  &  Exchange  Commission,  Gabelli  says 
that  unless  the  board  removes  the  pill,  he  will 
try  to  do  so  in  a  proxy  statement  at  the  next 
shareholder's  meeting.  Gabelli  has  sought  the  sup- 
port of  institutional  investors,  and  some  of  his 
supporters  say  that  he  may  push  for  the  sale  of 
Penton.  Gabelli  says  Penton's  assets  are  worth 
much  more  than  the  current  stock  price.  Penton  is 
worth  12  to  15  in  a  buyout,  says  Sven  Monberg, 
special-situations  analyst  at  Starr  Securities. 

Asa  Graves  of  Wachovia  Securities  says  a  "re- 
turn to  more  normalized  operating  levels  in  2003 
should  result  in  a  very  attractive  valuation  at 
current  prices."  The  analyst  says  Penton  is  a 
lot  leaner  because  of  efforts  to  cut  costs  and  re- 
duce debt.  Although  the  first  half  of  2002  will  be 
difficult,  Penton  expects  a  modest  recovery  in  its 
businesses  in  the  second  half.  Graves  rates  the 
stock  a  buy  with  a  12-month  price  target  of  9, 
based  on  11.9  times  his  2002  earnings  before  in- 
terest, interest,  taxes,  and  amortization  of  $52.7 
million.  He  expects  Penton  to  lose  80(2  a  share  in 
2001  and  61tf  in  2002.  Penton  declined  comment. 

HORSE  RACING- 
AND  MORE-AT  MAGNA 

Can  U.S.  racetracks,  wiiere  betting  is  in  a 
downswing,  reinvent  themselves  as  enter- 
tainment centers?  "That's  the  vision  of 
Magna  Entertainment,"  says  Morton  Cohen,  who 
heads  Cleveland  hedge  fund  Clarion  Manage- 
ment. Magna  (MlEc),  in  wThich  Clarion  has  been 
accumulating  shares,  owns  and  operates  Thor- 
oughbred racing  at  Santa  Anita  Park  near  Los 
Angeles — in  addition  to  tracks  in  Florida,  Michi- 
gan, Pennsylvania,  and  other  states.  Cohen  says 
Magna,  w7hich  is  controlled 
by  Magna  International, 
plans  to  install  a  variety  of 
gambling  devices  at  the 
racetracks,  including  slot 
machines,  video  games,  lot- 
tery systems,  and  screens 
for  live  video  streaming  of 
races.  California  recently 
granted  Magna  licenses  to 
let  Californians  set  up  ac- 
counts at  Magna  for  bet- 
ting on  horse  races  from  home.  Cohen  says 
Magna's  properties  alone  are  worth  more  than  its 
stock  price,  currently  at  9  a  share.  His  target  is 
20  for  the  next  12  months.  He  figures  Magna  will 
earn  25(2  a  share  on  sales  of  $500  million  in  2002, 
and  35?  on  $600  million  in  2003. 
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Read  Gene  Martial's  Inside  Wall  Street  Online  column  Tuesday 

afternoons  at  www.businessweek.com/today.htm.  And  see  him 

Fridays  at  1:30  p.m.  est  on  CNNfn's  The  Money  Gang. 
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COMMENTARY 

Investors  responded  positively  to  the 
Federal  Reserve's  decision  to  forgo  a 
rate  cut  on  Jan.  30,  sending  the  Dow 
Jones  industrial  average  soaring  145 
points,  or  1.5%.  The  jump,  however, 
came  on  the  heels  of  a  2.5%  drop  a 
day  earlier,  despite  signs  the  economy 
is  improving.  For  the  week,  Dow  rose 
0.3%,  while  the  S&P  500  and  Nas- 
daq slid  1.3%  and  0.5%,  respectively. 

Data:  Bloomberg  Financial  Markets 
Bridge  Information  Systems,  Inc. 


Figures  of  the  Week 


%  change 


U.S.  MARKETS 


Jan.  30 


Year  to    Last  12 
Week      date    months 


S&P  500 

Dow  Jones  Industrials 
Nasdaq  Composite 
S&P  MidCap  400 
S&P  SmallCap  600 
Wilshire  5000 


1113.6 

9762.9 

1913.4 

503.8 

230.7 

10,425.4 


SECTORS 

BusinessWeek  50*  690.2 
BusinessWeek  Info  Tech  100**     398.9 

S&P/BARRA  Growth  585.6 

S&P/BARRA  Value  527.3 

S&P  Energy  204.2 

S&P  Financials  342.9 

S&P  REIT  93.4 

S&P  Transportation  207.5 

S&P  Utilities  134.9 

GSTI  Internet  98.9 

PSE  Technology  676.7 


-1.3 

11  0.3 

-0.5 

0.5 

0.9 

-0.9 


-2.8 

-1.5 

-0.6 

-2.0 

-0.4 

-3.4 

0.0 

2.4 

-3.7 

-1.9 

0.1 


-3.0 
-2.6 
-1.9 
-0.9 
-0.6 
-2.6 


-18.9 
-10.3 
-32.6 
-4.8 
0.7 
-18.0 


-5.4 

-34.6 

-4.9 

-39.8 

-1.5 

-17.9 

-4.5 

-20.6 

-3.4 

-11.1 

-3.5 

-14.3 

-0.1 

5.6 

5.3 

1.8 

-7.5 

-31.1 

-5.8 

-57.7 

-1.6 

-27.4 

*Mar.  19.  1999  =  1000 


•Feb.  7,  2000=1000 


GLOBAL  MARKETS 


Jan.  30     We 


S&P  Euro  Plus  (U.S.  Dollar)         1006.8 


London  (FT-SE  100) 
Paris  (CAC  40) 
Frankfurt  (DAX) 
Tokyo  (NIKKEI  225) 
Hong  Kong  (Hang  Seng) 
Toronto  (TSE  300) 
Mexico  City  (IPC) 

FUNDAMENTALS 


5089.3 
4407.3 
5052.2 
9919.5 
10,757.0 
7548.8 
6750.8 

Jan.  29 


S&P  500  Dividend  Yield  1.42% 

S&P  500  P/E  Ratio  (Trailing  12  mos.)  53.7 
S&P  500  P/E  Ratio  (Next  12  mos.)*  21.0 
First  Call  Earnings  Surprise*  1.10% 

*First  Call  Corp. 
TECHNICAL  INDICATORS       Jan.  29 

S&P  500  200-day  average  1166.4 
Stocks  above  200-day  average  55.0% 

Options:  Put/call  ratio  0.64 

Insiders:  Vickers  Sell/buy  ratio  2.72 


BEST-PERFORMING 
GROUPS 


Last 
month  % 


Last  12 
months  % 


Trucking  10.8 

Food  Wholesalers  10.1 

Gold  Mining  10.0 

Computer  Stge.  &  Perphs.  9.9 

Office  Electronics  9.8 


Metal  &  Glass  Containers  63.3 

Homebuilding  41.9 

Trading  Cos.  &  Distribs.  41.4 

Oil  &  Gas  Refining  34.6 

Steel  31.2 


WORST-PERFORMING    Last 


GROUPS 


month  % 


Wireless  Services 
Multi-Utilities 
Conglomerates 
Gas  Utilities 
Entertainment 


-27.0 
-20.6 
-15.8 
-14.8 
-14.2 


Multi-Utilitie 
Computer ! 

Telecomms 
Wireless  Se 
Internet  Sof 


Mutual  Funds 


Week  ending  Jan.  29 
■  S&P  500    ■  U.S.  Diversified   BAH  Equity 

4-week  total  return 


% 


Week  ending  Jan.29 
■  S&P  500    ■  U.S.  Diversified    MAN  Equity 

52-week  total  return 


EQUITY  FUND  CATEGORIES 

4-week  total  return % 

Leaders 

Precious  Metals  10.0 

Pacific/Asia  ex-Japan  4.1 
Diversified  Emerging  Mkts.       3.7 

Real  Estate  -0.4 
Laggards 

Communications  -8.7 

Health  -8.5 

Japan  -6.3 

Utilities  -5.9 


52-week  total  return 


% 


Leaders 

Precious  Metals 
Real  Estate 
Small-cap  Value 
Mid-cap  Value 
Laggards 
Communications 
Technology 
Japan 
Large-cap  Growth 


EQUITY  FUNDS 

4-week  total  return 


%      52-week  total  return 


32.6 
8.7 
8.5 
1.0 

-47.2 
^*4.3 
-33.5 
-27.7 


% 


%      -20      -15      -10       -5        0        5 
Data:  Standard  &  Poor's 


Leaders 

American  Heritage  87.5 

U.S.  Glob.  Inv.  World  Gold  15.3 

First  Eagle  SoGen  Gold  14.7 

Tocqueville  Gold  14.1 
Laggards 

World  GenomicsFund.com  -24.6 

Amerindo  Hlth.  &  Biotech.  D  -23.0 

Fidelity  Select  Wireless  -21.0 

Montry.  M.  N.  Wrld.  Biotech.  -19.0 


Leaders 

CGM  Focus  117.2 

Pilgrim  Russia  A  67.2 

Schroder  Capital  Ultra  Inv.  65.0 

Matthews  Korea  61.2 
Laggards 

ProFunds  UltraOTC  Inv.  -77.1 

Merrill  Lynch  Focus  20  B  -73.6 

Berkshire  Focus  -73.5 

Berkshire  Technology  -73.1 


■  Interest  Rates 

KEY  RATES 

Jan.  30    WeJ 

MONEY  MARKET  FUNDS 

1.66%       1 

90-DAY  TREASURY  BILLS 

1.75           1 

2-YEAR  TREASURY  NOTES 

3.09 

10-YEAR  TREASURY  NOTES 

5.01 

30-YEAR  TREASURY  BONDS 

5.43 

30-YEAR  FIXED  MORTGAGEt 

6.96 

tBanxQuote.  Inc. 

BLOOMBERG  MUNI  YIELD  EQUIVAL 

Taxable  equivalent  yields  on  AAA-rated,  tax- 
bonds,  assuming  a  31%  federal  tax  rate. 

10-yr. 


GENERAL  OBLIGATIONS 

4.31' 

TAXABLE  EQUIVALENT 

6.25 

INSURED  REVENUE  BONDS 

4.44 

TAXABLE  EQUIVALENT 

6.43 

z 
z. 

_ 


I  THE  WEEK  AHEAD 

FACTORY  INVENTORIES  Tuesday,  Feb.  5, 
10  a.m.  est*  Manufacturing  inventories 
probably  fell  0.8%  in  December,  after  a 
0.9%  reduction  in  November.  That's  indi- 
cated by  the  drop  in  factory  output. 

PORCHASING  MANAGERS'  INDEX  Tuesday, 
Feb.  5,  10  a.m.  est*  The  Institute  for 
Supply  Management's  index  of  nonmanu- 
facturing  activity  likely  rose  to  55  in  Jan- 
uary, from  54.2  in  December.  The  gain 
suggests  that  the  service  sector  is  turning 
around  more  quickly  than  manufacturing. 


PRODUCTIVITY  &  COSTS  Wednesday  Feb.  6, 
8  a.m.  est*  Output  per  hour  worked  dur- 
ing the  fourth  quarter  is  projected  to 
have  risen  at  an  annual  rate  of  1.3%, 
while  unit  labor  costs  are  forecast  to 
have  grown  by  2.5%.  That's  according  to 
the  median  forecast  of  economists  sur- 
veyed by  Standard  &  Poor's  mms,  a  divi- 
sion of  The  McGraw-Hill  Companies.  Dur- 
ing the  third  quarter,  productivity  rose 
1.5%,  while  unit  labor  costs  increased 
2.3%.  Productivity  is  proving  resilient 
during  this  recession. 


INSTALLMENT  CREDIT  Thursday, 
p.m.  est*  Consumers  likely 
additional  $9.5  billion  of  de 
ber,  after  a  record  increase  c 
lion  during  November.  A  fou 
surge  in  vehicle  sales  promp 
makers'  0%  financing  offers 
revolving  debt  up  by  $14.4  i 
vember  on  top  of  the  $14.7 
rowed  in  October.  Revolving 
— consisting  primarily  of  ere 
debt — rose  $5.4  billion  in  N 
largest  increase  since  April, 


I 
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clung  to  the  BW  50:  Tyco  International's  revelation  that  it  paid  $20  million  to  a  director  in 
i  CIT  Group  acquisition  and  news  that  Merrill  Lynch  execs  invested  in  a  limited  partnership 
from  Enron's  shareholders,  sent  shares  of  the  companies  tumbling  22.9%  and  10.4%,  re- 
nte weak  earnings  stung  AOL  Time  Warner,  down  8.3%.  For  the  week,  the  BW  50  fell  2.8%. 


I 


COMPANY  PERFORMANCE 

%  change 


%  change 


Week 


Since 
3/1/01 


Rank      Company 


Week 


Since 
3/1/01 


ional 

roleum 


i 


j  rials 

jancial 

jWoleum 


m  Iters  Holdings 

l  itories 

;  Financial 
rology 

4s 


nunications 

inancial 

leum 

es 

es 

th 


-22.9 
-1.6 

-14.9 
-2.9 
4.7 
-2.0 
-0.4 
-0.6 
-1.0 

-0.8 
-0.6 
13.3 
-8.6 
-0.8 

-5.2 
2.4 
9.5 
2.0 

-3.8 

3.7 
-7.9 
-0.6 

3.6 
-2.0 
-3.9 


-36.4 
-26.2 
-75.2 
-49.1 

-4.8 
-92.0 
5.1 
-12.9 
-19.6 
-22.2 

-7.0 
-61.5 
-74.7 

23.1 
-19.5 

-9.7 

7.1 

-18.0 

-17.2 

-54.7 

-14.2 

9.3 

5.6 

-24.6 

-1.7 


26 

Verizon  Communications 

-6.2 

-4.9 

27 

Citigroup 

-4.0 

-2.4 

28 

Sun  Microsystems 

-3.5 

-45.8 

29 

Merck 

1.0 

-26.2 

30 

El  Paso 

-6.4 

-50.0 

31 

Altera 

9.7 

0.4 

32 

Marsh  &  McLennan 

-3.8 

-6.6 

33 

Household  International 

-7.5 

-15.5 

34 

ChevronTexaco 

-5.3 

-4.3 

35 

SBC  Communications 

-0.1 

-20.2 

36 

Mercury  Interactive 

7.8 

-34.5 

37 

AOL  Time  Warner 

-8.3 

-40.0 

38 

Washington  Mutual 

-0.6 

2.1 

39 

General  Dynamics 

7.8 

27.2 

40 

Comcast 

-0.1 

-18.4 

41 

Morgan  Stanley  Dean  Witter 

-5.2 

-17.3 

42 

Tellabs 

-2.8 

-65.5 

43 

Exxon  Mobil 

-0.5 

-4.9 

44 

Scientific-Atlanta 

4.7 

-44.3 

45  U.S.  Bancorp 

46  Paychex 

47  Merrill  Lynch 

48  Bed  Bath  &  Beyond 

49  Texas  Instruments 

50  Teradyne 


-2.7 

0.1 

-10.4 

4.4 

18.2 
5.1 


-12.5 
-9.0 

-18.0 
34.4 
-5.2 
-4.1 


uction  Index 


Change  from  last  week:  0.2% 
Change  from  last  year:  -10.8% 


index  posted  its  fourth  consecutive 
ilation  of  the  four-week  moving  aver- 
ted 160.2,  from  159.2.  After  seasonal 
but  two  components  ended  the  week 
mblies  posted  the  largest  increase,  as 
urers  restore  inventories.  Also  finish- 
steel,  lumber,  crude-oil  refining,  au- 
ht  traffic.  Only  coal  and  electric  pow- 
shed  the  week  lower. 

HN  index  components  is  at  www.business- 
1ex  Copyright  2002  by  The  McGraw-Hill 


I  Online  Resources 

BW50  Track  the  index  and  the  com- 
panies in  it  all  day  long.  Plus:  our 
exclusive  Info  Tech  100  index. 

BUSINESSWEEK  INVESTING  Real  time 
market  coverage  and  investment 
tools  in  partnership  with  Standard 
&  Poor's. 

MUTUAL  FUNDS  Search  for  funds,  view 
BW  ratings,  and  read  Q&A's  with 
fund  managers. 

COLUMNS  Hot  stocks,  takeover  plays, 
and  the  latest  strategies  for  manag- 
ing your  money. 


BusinessWeek  online 


For  more  investment  data  and  the 

components  of  the  production  index,  visit 

www.businessweek.com. 


—John  C.  Danforth, 
Former  U.S.  Senator 
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Crasnproof 


Your  I  if 
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A  Comprehensive,  Three-Part  Plan 

for  Protecting  Yourself 
from  Financial  Disasters 


Thomas  A.  Schweich 


"Could  there  be  a  more  rele- 
vant book  for  the  financial 
challenges  of  the  twenty-first 
century?  I  doubt  it.  Schweich 
does  a  fabulous  job  outlining 
how  to  take  care  of  your 
career  and  finances  in  good 
times  and  bad." 

— Joseph  Ryan,  Executive  Vice  President, 
Marriott  Intl.,  Inc. 

Crashproof  Your  Life  helps  you 
protect  your  financial  future 
from  unforeseen  disaster  by 
minimizing  and  eliminating 
your  exposure  to  devastating 
risk — whether  it's  a  downturn 
in  the  market,  personal  liability 
at  home,  or  your  own  actions 
at  work. 


Available  Everywhere 
Books  Are  Sold 

Visit  us  at 
www.books.mcgraw-hill.com 


A  Division  ofTheMcGraw-HilK'ompamcs 
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Index  to  Companies 

This  index  gives  the  starting  page,  for  a  story  or  feature  with  a  significant 
reference  to  a  company.  Most  subsidiaries  are  indexed  under  their  own  names. 
Companies  listed  nnly  in  tahles  <»re  not  included. 
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DraftPro  •  DesignJet  •  Ruggedwnter 

Electrostatic  Plotters 

9000/3000  Workstations  &  Personal  Computers 

Demo  &  Refurbished  Equipment 

800-638-4833 

Email:  sales@dasher com 


Legal  Services 


Asset  Protection 


Domestic  &  Offshore  Strategies 

Companies,  Trusts,  Private  Banking 

•  Maximum  Privacy  •  Tax  Savings 

•  Estate  Planning  •  Global  Investments 

'Professional  •  Confidential 


Steven  Sears,  CPA  •  Attorney  at  Law 
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Business/Career  Opportunities 


No  Competition 

Lifetime  Revenues 

Exclusive  Territories 

for  Commercial  Kitchens 

visit:  www.rhinoeco.com 

email:  sales@rhinoeco.com 

1-877-746-6224 


SIX  FIGURE  POTENTIAL 

FROM  HOME  (part/full  time) 

26-year-old  international, 

multi-billion  dollar  technology 

company  with  5A1  D&B  rating. 

For  details  on  our  internet  based 
marketing  approach,  visit: 

www.myautomaticbiz.com/bgm 


Become  a 


\rrange 
equipment  leases  •  Factoring  •  Business 
loans  of  ALL  tvpes  •  No  experience  needed. 

-saw 

SEE  FOR  YOURSELF! 

Visit  us  at  www.viewTLC.com  where  making 
money  is  as  easy  as  receiving  your  E-mail! 
RECEIVE  A  COLOR  INFO  KIT 
AND  FREE  VIDEO  SEMINAR 
The  Loan  Consultants,  lnc 
since  1983 


CALL 
800-336-3933 


Offshore + E  -Commerce 
=  Profit 


Own  an 

Offshore  Bank  Free 

800-733-2191  Eeeecl 


Fine  Wine  Auctions 


MORRELL  FINE 
WINE  AUCTIONS 


On  February  23,  2002  Morrell  Fine 

Wine  Auctions  will  offer  an 

awesome  collection  of  mature 


GRAND  CRU  BURGUNDY 

DRC,  JAYER,  LEFLAIVE, 

ROUGET,  ETC. 


$800,000  of  impeccably  stored  wines 

spanning  8  decades.  If  you  love 

Burgundy  you  cannot  afford  to  be 

anywhere  else!  To  order  a 

completely  annotated  catalogue, 

call  212-307-4200  or 

fax  us  at  212-247-5242 

1  Rockefeller  Plaza  •  NY,  NY  10020 


Financial  Books/CD  Roms 


Determined  to  improve 
your  financial  position? 


1-800-234-3445  for  a  FREE  booklet! 

www.stowers-innovations.com/freeideas.html 


Golf  Shoes 


'THE  BEST  GOLF  SHOE 
I'VE  EVER  WORN" 

-  Gene  Sullivan 


www.gripgolf.com      fz^. 
888-887-471 1 
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Education/Instruction 


Get  Your  NBA 
Through  Distance  Learning 


CX3  University  of 

xir  Leicester 

Prestigious  British  University 
World  Leader  in  Distance  Learning, 

mo  GMAT  required 
Local  support  center 
Flexible  Education  Financing 
available 

Work  experience  Qc  qualifications 

considered 

Member  of  the  Association  of 

Business  Schools 

Accredited  by  the  Association  of  MBAs 

Offered  under  Royal  Charter 


800-874-5844 

email:  info@Tdi-usa.com 

www.rdi-usa.com 
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ABSOLUTELY  FREE 
EVALUATION 


Bachelor's  --  Master's  -- 
Ph.D.  Degrees 

Based  on  life  and  work  experience. 

Confidential  -  Fast  -  Student 

Loans,  www.arrc.org 

800-951-1203 


Distance  Learning 


BA,  MBA,  MA,  Doctoral  Degrees 
Business,  Psychology  and  Law 

Southern  California  University 
for  Professional  Studies 

'lM0E17th  Street.  Santa  Ana,  CA 92705 

Since  1978 
Education  Loans  Available 
(800)  477-2254  WVW.SCUPS.EDU 


EARN  YOUR  LAW 
DEGREE  ONLINE 

For  a  FREE  Catalog  Log  onto: 

www.concordlawschool.com 

or  Call:  1-800-439-4794 

A  Kaplan  Inc.  /Washington  Post  Company 


Education/Instruction 


DINBURGH 


MBA 


flexible 
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reputable 

call  toll-free:  1-800-622-9661,  or  e-mail:info@hwmba.net  quoting  BW701 

www.hwmba.edu 
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Editorials 


THE  RECESSION  THAT  WASN'T 


Whoa!  The  ground  under  the  American  economy  just 
shifted  dramatically  with  the  startling  announcement 
that  the  country  may  never  have  fallen  into  recession  in  the 
first  place.  After  looking  at  preliminary  data,  the  Commerce 
Dept.  said  that  gross  domestic  product  for  the  fourth  quarter 
of  2001  actually  rose  at  a  0.2%  rate  instead  of  falling  1%,  as 
widely  expected.  That  means  that  only  one  quarter,  the  third, 
dropped  into  negative  territory  last  year.  It  may  not  be  much 
solace  to  the  1.7  million  Americans  who  have  lost  their  jobs 
since  the  slump  started  in  March,  but  it  usually  takes  two 
down  quarters  to  make  a  recession.  Unless  these  numbers 
are  revised  down — and  they  may  be — the  U.S.  hasn't  had  a 
standard  recession  (page  32).  Once  again,  this  business  cycle 
surprises.  Washington  policymakers  and  corporate  executives 
should  take  note.  The  economic  downturn,  one  of  the  mildest  in 
recent  history,  seems  over.  Recovery  is  at  hand.  There  appears 
to  be  no  need  for  further  fiscal  and  monetary  stimulus. 

What's  behind  the  surprise?  In  a  word:  productivity.  In  pre- 
vious downturns,  productivity  growth  fell  sharply.  This  time, 
however,  it  held  up  remarkably  well  as  the  economy  plum- 
meted from  a  4%  growth  rate  in  2000  to  about  1%  last  year. 
A  high  rate  of  productivity  growth  fortified  margins  and  al- 
lowed corporate  managers  to  continue  giving  real  wage  rais- 
es to  most  employees  even  as  they  laid  off  large  numbers  of 
workers.  In  effect,  wre  had  a  New  Economy  downturn  char- 
acterized by  strong  productivity  growth.  Aggregate  con- 
sumer spending  never  really  dipped,  as  it  has  in  the  past,  and 
people  kept  buying  record  numbers  of  cars  and  houses. 

The  economy's  new  flexibility  also  made  a  big  difference 
this  time  around.  The  shift  of  most  companies  to  contingent 
workers  during  the  '90s  allowed  them  to  shed  labor  far  more 
easily  and  quickly  than  ever  before.  And  just-in-time  inven- 


tory systems  allowed  manufacturers  to  cut  inver 
record  rates,  setting  the  stage  for  a  rebound. 

The  big  question  ahead  is  the  strength  of  the 
Conventional  wisdom  holds  that  it  will  be  weak.l 
through  the  first  half  of  the  year.  Unemployment  il 
rise  to  well  over  6%  as  productivity  growth  permit! 
nies  to  increase  production  while  continuing  to  cut[ 
letting  employees  go.  And  because  consumers  arc 
spending  at  a  good  clip,  demand  doesn't  look  like  it| 
all  that  much  over  the  next  12  months. 

Another  unknown  is  business  spending.  Capital  sf 
high-tech  equipment  to  boost  productivity  has  be 
ing  force  for  growth  for  much  of  the  past  decade.  It  J 
kick  in  to  bring  the  economy  back  up  to  its  potentn 
of  about  3%  a  year.  Conventional  wisdom  holds  that  c| 
won't  begin  to  spend  on  capital  equipment  until  the  1] 
of  2002.  But  it  just  may  be  that  higher  productivity! 
profits  faster  than  expected,  and  ceos  start  spending 
tech  earlier.  Corporate  spending  on  high-tech  capital 
actually  turned  up  in  the  fourth  quarter  for  the  first 
year.  With  surprise  being  the  norm  for  this  business 
recovery  may  be  more  robust  than  anticipated. 

This  is  why  the  President  and  Congress  should 
off  from  any  further  stimulus  plans.  Thanks  to  the 
tration's  tax  cuts  of  last  summer,  fiscal  policy  will  ]  | 
boost  of  nearly  one  percentage  point  to  growth 
Throw  in  higher  post-September  11  spending  forj 
and  that  could  hit  VA%.  It's  time  for  restraint. 

Bottom  line:  The  worst  is  probably  over,  and  el 
wasn't  as  bad  as  it  seemed.  With  any  luck,  the  recover 
ready  started,  and  it  will  be  better  than  expected.  Forj 
still  on  the  mend,  this  is  good  news. 


BEWARE  THE  ANGRY  INVESTOR 


A  post-Enron  investor  revolt  appears  to  be  brewing  against 
companies  seen  as  using  loose  accounting  to  pump  up 
earnings.  Tyco  International,  AOL  Time  Warner,  Cendant, 
Anadarko  Petroleum,  Williams,  PNC  Financial  Services,  Dyn- 
egy, and  even  General  Electric  are  getting  pummeled  in  the 
stock  market  for  what  is  viewed  as  flawed  accounting.  In- 
vestors are  angry — but  perhaps  not  angry  enough  (page  35). 
It  is  increasingly  clear  that  Wall  Street  has  known  for 
years  that  many  corporations  had  wildly  exaggerated  earnings, 
but  it  didn't  tell  the  investing  public.  Some  on  the  Street  may 
be  guilty  of  worse.  Take  the  case  of  Enron  Corp.  and  Merrill 
Lynch  &  Co.  Merrill  executives  helped  create  the  LJM2  Enron 
partnership  and  attracted  institutional  investors.  As  many  as 
100  of  Merrill's  own  top  executives  put  their  personal  money 
into  the  deal.  Why?  Because  Enron's  chief  financial  officer, 
Andrew  S.  Fastow,  would  run  it,  and  he  promised  enormous 


returns.  That  Fastow  would  also  put  $2  million  of 
into  LJM2  was  seen  as  giving  him  even  more  incentivl 
erate  big  payouts.  Fastow's  glaring  conflict  of  intere 
should  have  stopped  the  Merrill  executives,  actually  ac| 
incentive  to  them:  "A.  Fastow's  dual  role  creates  adva 
the  fund  and  Enron,"  said  the  Merrill  Lynch  prospectu| 
a  select  group  of  potential  investors. 

Many  institutional  investors  declined  to  buy  into 
cause  of  Fastow's  conflict  of  interest.  But  some  of  thl 
biggest  institutions  took  a  piece.  Among  them  w<| 
group,  Credit  Suisse  Group,  Deutsche  Bank,  J.  P. 
Chase,  and  Lehman  Brothers. 

What  were  they  thinking?  Much  of  the  world's 
community  turned  out  to  be  walling  enablers  of  Ei| 
wonder  "Wall  Street  credibility"  is  fast  becoming  [ 
moron.  Investors  are  angry,  but  are  they  angry  enc 
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The    new    bottom    lj  n  e 


Business  as  usual? 
Never  heard  of  it.  Now 
it's  turn  on  a  dime.  Get  it 
to  market  today  because 
tomorrow  is  too  late. 

At  Tyco  Capital,  we've 
helped  thousands  of  companies 
with  lending  and  leasing 
solutions  ASAR  Each  one 
designed  to  take  advantage 
of  a  changing  world  and  still 
manage  the  bottom  line. 

And  that,  of  course, 
is  our  bottom  line. 

We're  Tyco  Capital. 
The  financing  subsidiary  of 
Tyco  International.  On  the 
Web  at  tycocapital.com. 


©2002  Tyco  Capital  Corporation.  Tyco  Capital  companies  are  subsidiaries  of  Tyco  International  Ltd. 
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It  does  the  Internet. 
It  does  digital  music. 
It  does  digital  movies. 
It  does  digital  photography 

The  new  Mac.  ithumscDsandmus. 

[teven  runs  Microsoft  Office: 

And  because  its  flat  screen 
effortlessly  adjusts  to  anj 
position  you  want,  it  does  it 

all  more  personally  than  ;m\ 
other  personal  computer 
in  the  world. 


D  flat  screen.  800-MHz  G4.CD/DVD-burningSuperDrive:  Starting  at  $1,299: 
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welcome 


mLife  is  your  life  made  truly  mobile.  mLife  is  a  new  way  of  thinking  al 
wireless,  only  from  AT&T  Wireless.  It's  a  life  where  you'll  be  connect! 
new,  more  wonderful  ways  to  all  the  people  and  things  you  care  aboi 
From  almost  anywhere.  So  your  life  can  finally  keep  up  with  your  fe| 
not  to  mention  your  heart  and  mind.  In  mLife  a  wireless  phone  will 


mLife  is  never  being 
lost  again. 

Pick  up  your  wireless 
phone  right  now,  please. 
If  you  have  AT&T  Wireless, 
dial  #121.  Now  listen.  Cool, 
right?  AT&T  Wireless  #121 
service  recognizes  your 
voice,  so  all  you  have  to 
do  is  say  something  - 
"directions"  -and  it  will 
give  it  to  you.  Hear  news, 
sports,  stock  quotes,  traffic 
updates,  and  horoscopes. 


mLife  is  life  plans. 

You're  single.  For  argument's  sake.  And  you're 
going  along,  using  your  phone.  Then  you  get 
married  and  have  kids.  And  you're  calling  the 
grandfolks  in  Honolulu  all  the  time  to  put  the 
kids  on.  You  need  a  calling  plan  that  changes  with 
your  life.  Call  us.  We'll  find  an  AT&T  Wireless 
plan  that  fits  your  life  -  without  any  annoying 
switching  fees. 


mLife  is  expressing  yourself  without  saying  a  w 

You're  in  the  library  and  you  desperately  need  to  call  so 
but  you  can't.  Now  you  can  talk  to  them  without  raisi 
voice.  Heck,  without  using  your  voice  at  all.  Text  messl 
It's  a  new  way  of  communicating.  That's  why  all  of  out 
wireless  phones  are  text-enabled.  What's  more,  you  c 
send  messages  to  almost  anyone,  even  if  they  don't  rr 
AT&T  Wireless.  Are  we  friendly,  or  what? 


©2002  AT4T  Wireless.  All  Rights  Reserved  Products  and  services  not  available  for  purchase  or  use  in  all  areas.  Stock  quotes  and  other  information  may  be  delayed  Specific  devices  required  for  certain  products  am 
See  store  for  coverage  area,  functionality  and  other  details.  Rate  plan  suggestion  not  a  guarantee  of  lower  monthly  costs,  and  new  device  and  new  contract  may  be  required  Subject  to  Terms  and  Conditions  and  calling  plai 


tore  than  just  a  phone.  It'll  also  be  an  information  booth,  a  deal-closer, 
restaurant  guide,  a  wallet,  a  crystal  ball,  a  road  map,  a  really  cool  toy, 
ijukebox.  And  that's  just  the  beginning.  Because  mLife  isn't  just  wireless. 
is  wireless  reinvented. To  make  mLife  your  life,  call  1  800-IMAGINE;  click 
ltwireless.com/mlife  or  visit  an  AT&T  Wireless  store  or  authorized  dealer. 
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mLife  is  never  being  bored. 

You're  in  the  dentist's  waiting 
room.  You're  in  an  airport.  You're 
at  your  mother-in-law's.  In  other 
words,  you're  bored.  What  to  do? 
Entertain  yourself  with  a  wireless 
phone.  Surf  the  wireless  web, 
read  movie  reviews,  get  sports 
scores,  even  shop.  And  if  anyone 
asks  what  you're  doing,  say  it's 
important  business. 


mLife  is  business  as  usual. 

Do  you  know  how  many  emails  the  average 
American  receives  at  work  each  day? 
Neither  do  we.  But  that's  not  important.  The 
important  thing  is  that  it's  tough  to  live 
without  email  in  business  today.  That's  why 
in  mLife  you  can  check  email  on  a  wireless 
phone.  And  coming  soon  to  a  wireless 
phone  near  you,  email  that's  actually  read 
to  you  by  the  phone.  Sorry,  you  still  have  to 
write  them  yourself. 


mLife  is  getting 
better  every  day. 

It's  only  just  begun.  Soon 
you'll  be  able  to  use  a 
wireless  device  like  cash, 
listen  to  live  play-by-play 
of  sports,  send  and 
receive  color  pictures  and 
play  interactive  games. 
Mobile.  Managed.  More. 
mLife  is  your  life. 
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72    HARVARD 

As  the  new  president  of  the 
nation's  leading  university,  former 
Treasury  Secretary  Lawrence 
Summers  plans  nothing  short  of  an 
overhaul.  He  wants  to  stiffen 
grading,  transform  tenure  reviews, 
persuade  professors  to  spend  more 
time  with  undergraduates,  and 
nearly  double  the  size  of  Harvard's 
campus.  But  given  the  virtual 
autonomy  of  the  university's  12 
schools  and  colleges,  he'll  need  to 
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to  join  in  the  quest.  Does  he  stand 
a  fighting  chance? 
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Sun  ONE 

Open  Net  Environment 


Sun  ™  ONE.  The  software  platform  that  will  unleash 
the  untapped  horsepower  of  your  IT  infrastructure. 


Ill 

A/hat's  the  value  of  integrating  your  information  assets?  That's  an  easy 
me.  More  services,  bigger  savings,  greater  profits,  right?  You'll  get 
)etter  customer  service,  tighter  supply  chains  and  achieve  increased 
jroductivity.  Sounds  great,  so  how  do  you  do  it?  With  Web  Services? 
How  do  you  wrangle  those  resources  together  without  ripping  out 
3.nd  replacing  everything?  Or  without  a  massive  development  project? 
*pr  without  crushing  your  bottom  line?  Oh  yeah,  and  how  do  you  make 
t  future-proof,  adaptable  to  whatever  platforms,  technologies  or 
hingamabobs  show  up  tomorrow?  Sun'"  ONE  is  the  answer. 


! 


tl 


IT'S  THE  FUEL-INJECTED  JAVA " 
AND  XML  SOFTWARE  PLATFORM. 


Sun  ONE  is  a  software  platform  of  rock-solid 
products  that  lets  you  integrate  whatever 
services  you  demand.  And  you  can  leverage 
the  power  of  your  legacy  systems  to  launch 
services  today  without  locking  you  into  a 
dead-end  solution  tomorrow.  Sun  ONE 
includes  the  iPlanet™  product  portfolio, 
with  the  most  popular  LDAP  directory 
server  on  the  market,  and  Forte""  for  Java'" 
tools,  the  quickest  way  to  write  Java  apps 
anywhere.  And  it's  all  built  with  Java  and 
XML  technologies,  supports  SOAP,  WSDL 
and  UDDI,  and  runs  on  Solans';  the  #1  UNIX® 
operating  environment. 


/sit  www.sun.com/sunoneinfo  to  register  to  receive  the  Sun  ONE  starter  kit  and  join  the  online  Sun  ONE  community. 


take  it  to  then      Agrafe 


Sun 

microsystems 


Microsystems.  Inc  All  tights  reserved.  Sun,  Sun  Microsystems,  the  Sun  logo,  the  Sun  ONE  logo,  Java.  iPlanet.  Forte  and  Solaris  are  trademarks  or  registered  trademarks  ot  Sun  Microsystems,  Inc.  in  the  United  States  and  oner  countries.  UNIX 
1  i  registered  trademark  in  the  United  States  and  other  countries,  exclusively  licensed  through  X/Open  Company,  Ltd 
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C  2000-200!  Research  In  Motion  Limited  (RIM)  All  rights  reserved 
BlackBerry  is  an  end-to-end  wireless  email  solution  developed 
Oy  RIM  BlackBerry.  the  BlackBerry  logo,  the  "envelope  in  motion " 
symbol.  RIM.  the  RIM  Wireless  Handheld  family  of  marks  and 
the  RIM  logo  are  trademarks  or  registered  trademarks  of  RIM 


reless  email  that  means  business. 


WELUNFO 


RWEU. 


/ord  to  the  wise  -  to  stay  in  the  know  you've  got  to  stay  connected.  That's  where 
ckBerry™  wireless  email  comes  in.  It's  the  smart  way  to  manage  your  email  and 
aborate  with  your  team  while  on  the  go.  And  since  BlackBerry  works  with  your 
iting  oftice  email,  it  eliminates  the  hassle  ot  multiple  addresses.  It  can  even  sync  with 
rcalendar  on  the  fly.  BlackBerry  keeps  you  in  the  loop  -  so  you'll  never  miss  a  move. 


WWW.BLACKBERRY.NET 


INFO@BLACKBERRY.NET 


BLACKBERRY 

WIRELESS     [MAIL      SOLUTION 
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BEAN  COUNTERS 

KENNETH  LAY, 
ACCOUNTING  EXPERT 

ONCE    UPON    A    TIME,    ENRON 

CEO  Ken  Lay  was  an  adviser 
on  accounting.  At  the  height 
of  the  technology  boom,  the 
Securities  &  Exchange  Com- 
mission wondered  whether 
companies  should  be  divulging 
more  information  about  intan- 
gible assets — such  as  brand 
names  or  Web  traffic — that 
don't  show  up  on  financial 
statements.  So  it  commis- 
sioned Yale  School  of  Man- 
agement Dean  Jeffrey  Garten, 
who  is  also  a  BusinessWeek 
columnist.  He  set  up  a  task 
force  of  14  experts,  including 
venture  capitalist  John  Doerr, 
Goldman  Sachs  tech  analyst 
Richard  Sherlund,  economist 
Joseph  Stiglitz — and  Lay. 

The  panel  released  its  find- 
ings in  May,  2001.  It  stopped 
short  of  requiring  more  dis- 
closure, and  recommended 
more  study.  BusinessWeek 
spoke  with  several  panelists 


LAY:  Former  SEC  adviser 

who  don't  recall  Lay  playing  a 
big  role  in  the  discussions.  "I 
didn't  even  realize  Ken  Lay 
was  on  the  commission,"  says 
one  panelist.  Garten  would  not 
comment.  Lay,  through  a 
spokeswoman,  said  only  that 
he  agreed  with  the  commis- 
sion's recommendations.  As 
with  many  reports  in  Wash- 
ington, this  one  sank  without 
a  trace.  Kimberly  Weisul 
and  Mike  McNamee 


COIN  OF  THE  REALM 

CHINA'S  YEAR 
OF  THE  EURO? 

COULD  THE  EURO  GET  A  BOOST 

from  China?  Ahead  of  Chi- 
nese New  Year,  which  begins 
Feb.  12,  trend-setters  in  Bei- 
jing and  other  Chinese  cities 
have  been  stuffing  the  red  en- 
velopes traditionally  given  to 
children  with  euro  coins  pur- 
chased in  China's  thriving 
coin-and-stamp  bazaars.  Even 
though  the  country  has  strict 
currency  controls,  vendors 
sidestep  them  by  packaging 
euros  as  collectable  gift  sets. 
Trader  Xu  Kai  at  Beijing's 


GIFT:  Yimeijia  market  has 

Pack  o'       been  selling  200  to 

money        300  sets  a  day.  Says 

another  trader  "It's 

new  in  China,  so  it's  special 

and  fun  for  the  kids." 

But  there  may  be  more 
afoot  than  New  Year's  pack- 
ets. Officials  at  China's  cen- 
tral bank,  The  People's  Bank 
of  China,  have  said  they  plan 
to  buy  more  euros,  which 
would  reduce  China's  depend- 
ency on  U.  S.  dollar  reserves. 
Currency  traders  in  London 
and  Frankfurt  have  been 
buzzing  with  rumors  that  it's 
starting.  Certainly,  the  euro 
could  use  the  help.  It  hit  a 
year-low  of  85.60  on  Feb.  1. 
But  at  the  Yimeijia  market, 
where  gift  sets  start  at  $7,  a 
euro  costs  a  minimum  of 
$1.68.  That  should  bring 
smiles  at  the  European  Cen- 
tral Bank.  Mark  L.  Clifford 
and  Li  Yan 


TALK  SHOW  ^Starbucks  is  now  offering  an  Enron  h 
just  skim  the  cream  right  off  the  top." 

— Jay  Leno,  The  Tonight  Show 


STATELY  MATTERS 

BUILDING  A  BUZZ  FOR 
THE  BEEHIVE  STATE 

UTAH  GOVERNOR  MIKE  LEAVITT 

went  whole  hog  to  lure  the 
Winter  Olympics  to  Salt  Lake 
City.  Now  he  wants  to  capi- 
talize on  it  to  lure  businesses, 
too.  Leavitt  spent  three 
weeks  in  January  following 
the  Olympic  torch  relay  to 
cities  such  as  Seattle  and  San 
Jose,  hosting  parties  for  com- 
panies he  hopes  will  bring  in 
new^  investment.  And  perhaps 
to  help  change  the  state's 
conservative  image,  he  staged 
a  Los  Angeles  event  at  the 
House  of  Blues  nightclub. 
Leavitt,  a  Mormon,  even 
sprung  for  an  open  bar. 

During  the  Games,  Utah 
is  providing  free  tickets  to 
200  ceos  and  venture  capi- 
talists. Then,  after  the  Games 
end  on  Feb.  24,  Leavitt  will 
kick  off  w^hat  he  calls  a 
"1,000-day  plan"  for  his  last 
three  years  in  office,  with 
corporate  recruiting  missions 
to  various  cities. 

Leavitt  also  plans  to  make 
Utah  attractive  to  high-tech 


talent  by  spending 
than  $42  million  on  | 
ships,  teacher  incenth 
new  facilities  at  Ut 
versities.  He  cites  tht 
tion  of  technology 
the  TV  by  Utah  nativ 


UTAH  HOOPLA:  .V( 


moved  elsewrhere.  \ 
ten... the  jobs  wrent 
place  else,"  Leavitt  s; 
recent  address.  "W 
change  that." 

Christopher  Palme 
Arlene  Weintraub 
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PROGRAM 


FORE  YOU  DITCH  THAT  OLD  PC 


Thought  you  deleted  those  sensiti 

files?  So  did  Enron  employees  anc 

;ven  operatives  for  Osama  bin  Lad 

But  all  kinds  of  documents  can  k 

your  hard  drive  even  after  hittii 

V     "Delete."  File-wiper  software 

promises  to  erase  them  for  go 

HOW  TO  GET  IT/COST 


BCWIPE  Jetico.com  says  its  program  meets  Deft 

Dept.  specs  (which  call  for  files  to  be 
written  seven  times  with  random  data 
Cost:  $29.95. 


DESTR0Y-IT!    Business  Logic  Corp.  (blcorp.com).  Off* 
"bulletproof  file  shredding."  $29.95. 


OATAERASER  Ontrack.com.  Personal  version,  $29.95 
professional  version,  $500 — which  can 
configured  to  overwrite  files  up  to  99  t 


EVIDENCE        From  evidence-eliminator.com.  Claims  t 
ELIMINATOR    defeat  the  same  forensic  software  used 

by  the  U.S.  Secret  Service,  Customs,  z 

the  LAPD;  $149.95. 


Data:  Texas  Lawyer,  product  Web  sites 
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Double  miles. 

(If  you  know  where  to  look.) 


)n  HHonors®  is  the  only  hotel  program  that  allows  you  to  Double  Dip®- 


;arn   both   hotel   points   and   airline   miles   for   the   same   stay. 


\  between  1/1/02  and  3/31/02,  any  Double  Dip  stay  at  an  HHonors 


1  worldwide  can  earn  you  double  miles  when  you  register  for  this 


notion  online.  Book  your  stay  online,  and  you'll  also  receive  an  extra 


0  HHonors  bonus  points.  So  log  on  to  hiltonhhonors.com  right 


or  call  1-415-659-1550  to  register. 


Hilton  HHonors' 

HninU&  Milts 


Hilton 


DouutTtif 


i 


//amptm 


INNS   -    sums 


Hilton 

Garden  Inn 


HOMEWOOD 
SUITES 


TheHiltonFamily 


;t  an  HHonors  member?  Receive  an  additional  1,000  HHonors  bonus  points  by  enrolling  online  at  hiltonhhonors.com. 

tble  only  for  Hilton  HHonors  members,  and  available  only  lor  Double  Dip  stays.  Please  allow  3  weeks  after  you  complete  your  stay  for  the  online  reservation 

ar  on  your  Hilton  HHonors  account.  The  online  reservation  bonus  applies  to  reservations  made  between  January  1.  2002,  and  March  31,  2002,  on  the  Hilton. 

Doubletree?  Embassy  Suites  Hotels,"  Hampton  Inn;  Hampton  Inn  &  Suites;"  Hilton  Garden  Inn*  and  Homewood  Suites*  by  Hilton  Web  sites   The  1,000  HHonors 

lor  online  reservations  cannot  be  earned  in  addition  to  any  other  HHonors  points  or  miles  online  reservations  bonus.  Hilton  HHonors  membership,  earning  of 

I  Miles',"  and  redemption  of  points  are  subject  to  HHonors  Terms  ;md  Conditions.  ©2002  Hilton  HHonors  Worldwide 
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Up  Front 


DRAWN  &  QUARTERED 


WRETCHED  EXCESS 

AND  NOW,  THE 
$21,000  CELL  PHONE 

THE  FERRARI-DRIVING,  ROLEX- 

flashing  crowd  has  had  rea- 
son to  grouse:  Even 
the  snazziest  of  cell 
phones  are  made  from 
the  basest  materials, 
mostly  plastic.  Pure 
plebe-ware.  But  relief 
is  on  the  way.  By  sum- 
mer, Nokia's  new  sub- 
sidiary Vertu  will 
launch  luxury  cell 
phones.  Encased  in 
platinum  or  18k  gold, 
with  crystal  screens 
and  soft  leather  cas- 
ings, the  phones  will 
sell  for  up  to  $21,000. 
For  tightwads,  $5,200 
versions  will  be  avail- 
able in  stainless  steel. 


watch,  from  functional  time- 
piece to  gold-encased  pres- 
tige item.  The  company  will 
market  to  the  moneyed  elite 
in  boutiques  from  Holly- 
wood's Rodeo  Drive  to  New 
York's  Madison  Avenue.  It's 
all  the  brainchild  of 
Nokia  design  chief 
Frank  Nuovo.  "Think 
of  a  Rolls-Royce,"  he 
says.  "These  phones 
will  be  built  to  last." 

So  the  trick  will  be 
keeping  up  with  tech- 
nology. Vertu  will  con- 
tact clients  to  offer 
regular  upgrades.  But 
gadget  freaks  beware: 
The  phones  lack  many 
features  such  as  an 
Internet  browser.  In- 
stead, users  anxious 
to  book  a  table  at 
Taillevent  or  a  seat  on 
the  Concorde  can  push 


LOW  TECH 

Extravagant?   Pre-   but  18k  gold  a  button  for  multilin- 
cisely.  Vertu  is  betting  gual  help  from  a  live 

that  cell  phones  will  follow     human.  Low  tech,  yes,  but 
the  evolutionary  path  of  the     luxurious.        Stephen  Baker 

SEPTEMBER  11 

A  PLAGUE  OF  HATE  SITES 


UNTIL  RECENTLY,  ONE  OF  THE 
biggest  Internet -related  wor- 
ries for  companies  was  em- 
ployees who  surfed  the  Web 
for  cybersmut.  Now,  there's 
another  concern:  hate  sites. 
The  number  of  these  ven- 
omous domains — which  in  the 
past  featured  gay-bashing, 
neo-Nazism,  and  misogynist 
rants — has  doubled  since  Sep- 
tember 11,  to  about  2,000, 
according  to  Websense,  a  San 
Diego  software-monitoring 
company. 

Growth  is  mainly  due  to 
a  new  niche:  anti-Arab  and 
anti-Muslim  sites.  Among 
them  is  crisis2001.com 
Rich  in  racial 
epithets,  it  calls 
Islam        "the 


MUSLIM: 

Web- 
bashed 


scourge  of  the  earth"  and  ral- 
lies to  "nuke"  them  all.  An- 
other, you-got-mail.com,  talks 
about  "Satan's  Muslims"  and 
says  it's  "time  to  lock  up  the 
mosques  and  kick  those  dirty 
Muslims  out."  Others,  such 
as  nuke-kabul.com,  are  anti- 
Afghanistan  and  anti-Osama 
bin  Laden  in  nature. 

Employment  lawyers  say 
it's  important  for  companies 
to  remind  workers  of  policies 
that  bar  viewing  hate  sites 
in  the  workplace.  Warns  Jen- 
nifer Kearns,  a  partner  in 
San  Francisco  law  firm 
Brobeck  Phleger  & 
Harrison:  "Oth- 
erwise, you're 
kind  of  a  sitting 
duck  for  a  hostile- 
workplace 
suit." 
Michelle 
Conlin 


■ST  AVAILABLE 
CELERY. 
ANP  TANG^ 
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THE  MONEY  GAME 

HICKS  MUSES  NOT-SO-EXCELLENT  VENT 

TO   DALLAS   BUYOUT   FIRM   HICKS,   MUSE,   TATE    &  FI 

billion  must  seem  like  a  paltry  sum.  Hicks,  which 
name  on  such  spectacular  successes  as  Dr.  Pepper 
ternational  Home  Foods,  had  hoped  to  raise  $4.5  billioJ 
latest  fund.  Like  other  buyout  shops,  Hicks  planned  toj 
money  to  take  big  stakes  in  struggling  companies,  tl 
the  companies  around  and  sell  them  at  a  profit.  Inste? 
two  years,  Hicks  in  December  quietly  pulled  the 
fund-raising.  At  just  $1.6  billion,  Hicks  declared  its 
closed  to  investors,  private  equity  bankers  say. 

True,  the  fund-raising  environment  has  been  loi 
missteps  tarnished  the  firm's  image  and  likely  played 
its  failure  to  get  more  cash.  "Investors  are  going 
twice  about  any  firm  that  has  troubled  portfolio  com  J 
says  Mario  Giannini,  president  of  Hamilton  Lane  A I 
which  helps  institutions  pick  investments.  In  19991 
strayed  from  the  food,  consumer,  and  manufacturing  [ 
nies  it  had  successfully  invested  in  before.  It  bulke<| 
telecoms,  pouring  at  least  $700  million  into  four  coil 
that  later  filed  for  bankruptcy.  Then  Hicks  lost  $500| 
when  another  investment,  Regal  Cinemas,  went  b* 
too.  Hicks  execs  declined  comment.  But  the  firm  haJ 
ously  said  it  plans  to  go  back  to  its  roots.    Kimberhj\ 


THE  BIG  PICTURE 


URGE  TO  SPLURGE 

Americans  say  they  would  spend  an  unexpectet 
$1,000  windfall  on: 


10% 

GOING 
lO/o              OUT* 
HOME  ENTERTAINMENT/ 
ELECTRONICS 

36% 
HOME  IMPROVEMENT 

15% 
CLOTHING                     2 
^^                          VA( 

!4% 
NATION 

Polls,  surveys,  and  other  items  for  consideration  in  this  section 
should  be  sent  to  upfront    businessweek.com 


10  DINNER.  A  MOVIE.  ETC 
SURVEY  OF  1.000  ADULTS  OCT  26 
Dala  Ipsos  Reid 


14  BusinessWeek  /  February  18,  2002 


v 

A   DIAMON  D    IS    FOREVER 
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ENRON:  WHAT  OUGHT  TO  BE  DONE 


Our  ongoing  "Enron,  Watch"  and  our 
Jan.  28  Special  Report,  "Accounting  in 
crisis,"  prompted  many  reader  letters 
on  the  implications  for  corporations, 
auditors,  government,  and  investors,  as 
well  as  a  myriad  of  recommendations 
for  reform. 

A  VICTIMS'  FUND 

As  I  read  your  excellent  coverage  of 
Enron  Corp.'s  deceit,  I  can't  help  but 
see  those  responsible  as  domestic  ene- 
mies. Their  devastation  of  families  is  of 
a  different  order  than  the  attack  on 
New  York,  of  course,  but  the  conse- 
quences are  dire  nonetheless. 

I  would  like  to  see  Chairman  Ken- 
neth L.  Lay,  former  ceo  Jeffrey  Skilling, 
former  Chief  Financial  Officer  Andrew 
Fastow,  members  of  Enron's  audit  com- 
mittee, top  officials  of  Enron,  and  the 
partners  at  Arthur  Andersen  and  Vinson 
&  Elkins  personally  repay  what  they 
stole.  I  would  like  to  see  President 
George  W.  Bush,  White 
House  Economic  Adviser 
Lawrence  B.  Lindsey,  and 
Vice-President  Dick  Cheney 
speak  as  plainly  and  as  force- 
fully about  this  domestic  evil 
as  they  do  about  foreign  terrorists.  En- 
ron's damage  to  individual  lives,  to  the 
national  well-being,  to  confidence  in  the 
economy  and  the  stock  market  is  crimi- 
nal. Those  responsible  should  pay  for  it. 

I  recommend  a  victims'  fund.  This 
time,  it  would  not  come  from  millions  of 
citizens  touched  by  tragedy,  nor  from 
a  government  too  ready  to  bail  out  its 
cronies.  It  would  come  from  the  indi- 
vidual Republicans  and  Democrats 
whose  campaigns  were  financed  by  En- 
ron. It  would  come  from  the  pockets  of 


WATCH 


Lay,  Skilling,  Fastow,  Anders| 
v&E.  It  would  be  reimbursed 
act  amounts  of  campaign  contr 
doled  out  so  liberally  for  so  manl 
And  it  would  be  started  by  Pi 
Bush  himself,  with  a  contributij 
his  pocket — no  spin  allowed. 

Let  no  tort  lawyers  get  ricl 
the  victims  are  further  impovj 
Get  the  money  directly  and  qui 
the  victims  and  show  the  wide! 
that  this  naked  indifference  to 
citizens  "will  not  stand." 

Linda  M. 
N* 

REGULATORY  FIXES 

Just  like  the  banking  indus| 
need  an  independent  group  si 
the  Office  of  the  Comptroller| 
Currency  (placed  under  the  Sec 
Exchange  Commission)  to  au 
ditors  and  management  of  public 
ed  companies.  The  companies 

accounting  firms)  shd| 
fees  for  the  review 
of  the  cost  to  be  a 
traded    company, 
banks  pay  fees  to  the 
The  good  news  is  tl 
have  already  identified  the  perscj 
ly  capable  of  leading  this  new  I 
her  name  is  Sherron  S.  Watkirol 
Kathryn  M.  B<[ 
LancasJ 

Reform  No.  1:  Bar  Congres| 
tinkering  with  the  accounting 
Several  years  ago,  the  savinj 
loans  had  an  accounting  proble 
Accounting  Principles  Board  r^ 
recognition  of  fees  for  sales 
portfolios  over  the  original  life 
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BROWN  AND  THE 
MAILROOMGUY 

Brown  makes 
desktop  shipping 
easy.  Brown  stores 
your  addresses, 
notifies  people 
their  packages  are 
coming,  even  prints 
the  labels.  All  from 
your  PC.  Brown 
gives  you  the  tools 
you  need  to  get  your 
work  done  faster. 


BROWN  AND  THE 
CUSTOMER  SERVICE 
MANAGER  Brown 
keeps  the  promises 
you  make  to  your 
customers.  It  notifies 
them  when  you've 
shipped  their  orders 
and  lets  them  track 
those  orders.  That 
means  you  spend  less 
time  on  customer 
inquiries  and  more 
time  on  getting 
more  customers. 


BROWN 
THE  LOGI 
MANAGE 


BROWN  AND 
THE  SHIPPING 
MANAGER  Brown 
gives  you  the  choices 
you  want.  Brown  gets 
shipments  to  your 
customers  wherever 
and  whenever  you 
need  to.  It's  shippin^ 
done  on  your  terms 
and  your  schedule. 
Brown  keeps  it  simple. 


and  shi| 
your ' 
Whether 
comp 
natio" 

feel  more 


ANDTHE 
NANCIAL 

is  you 
your 


ents,  it 
i  captures 
f  the 
receives 
lediate 
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Brown  delivers  amazing  things  for  you, 
no  matter  what  you  do  in  business.  And 
you  thought  we  just  delivered  packages. 

WHAT  CAN  BROWN  DO  FOR  YOU? 


BROWN  AND  THE 
CHIEF  EXECUTIVE 
OFFICER  Brown's 

technology  helps 
give  you  better 
visibility  into  your 
supply  chain.  Brown 
shows  you  problems 
before  they  become 
bigger  and  reveals 
opportunities  before 
they  go  away.  From 
the  front  end  to  the 
back  end,  Brown 
gives  you  control. 
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loan.  They  went  to  Congress  and  asked 
for  legislation  barring  the  apb's  juris- 
diction so  they  could  count  as  current 
income  the  entire  "fee"  they  received 
by  discounting  the  loan  portfolio  sold  to 
another  s&L.  The  got  their  way.  You 
know  what  happened. 

Stephen  D.  Tanner,  cpa 
Morgantown,  W.  Va. 


Another  reform  that  would 
tablish  the  public  trust"  is  to 
have  the  responsible  corporate 
officers,  directors,  and  outsider 
auditors  placed  in  jail.  We  will 
not  get  meaningful  reform  in 
this  country  until  these  "blue- 
suited  thugs"  do  time. 

Steven  Kallos 
Villas,  N.J. 


Auditors  should  be  assigned 
by  and  beholden  to  the  sec 
(and  indirectly  to  shareholders), 
not  the  company  under  audit. 
Corporations  would  pay  an  annual  "au- 
dit fee"  to  the  sec  based  on  accounting 
complexity.  The  sec  would  select  audi- 
tors from  a  pool  of  talent  to  conduct 
"tough  audits."  A  new  auditor  would 
be  assigned  each  year.  Audit  commit- 
tee "watchdogs"  would  be  selected  from 
a  pool  of  qualified  candidates  [for  two- 
year  terms]  to  oversee  the  auditors.  If 
an  audit  or  "watchdog"  missed  a  sig- 
nificant problem  that  led  to  an  "Enron- 
like" meltdown,  they  should  face  penal- 
ties for  incompetence. 

R.  Dellar 
Chicago 

PROFESSIONAL  CREDIBILITY 

The  essay  by  Bruce  Nussbaum,  "Can 
you  trust  anybody  anymore?"  was  the 
best  description  of  the  causes  and  po- 
tential consequences  of  the  Enron  de- 
bacle that  I  have  read  to  date.  The  es- 
say captured  the  essence  of  the  scandal 
and  the  character  and  motivations  of 
the  major  players.  Bravo! 

Michael  Weisberg 
Gainesville,  Fla. 

The  big  [accounting]  firms  control  our 
professional  organizations  and  shape  pol- 
icy and  direction  because  of  their  great 
influence  in  terms  of  size  and  money. 
But  all  too  frequently  these  days,  their 
greed  and  influence  disgrace  all  of  us. 
Andersen  should  be  hung  out  to  dry. 
Robert  R  Bozajian,   "PA 
Tarzana,  Calif. 

Nussbaum's  comment — "In  short, 
most  certified  public  accountants  feel 


re-es- 
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little  duty  to  the  public  at  large" — 
shows  a  great  deal  of  ignorance  as  to 
what  the  peer  review  process  means  to 
the  approximately  45,0Q0  cpas  who  are 
members  of  the  American  Institute  of 
Certified  Public  Accountants  and  who 
are  employed  by  Big  Five  firms  and 
who  have  probably  never  audited  a 
large  public  company.  I  have  served  for 
almost  15  years  on  my  state's  Peer  Re- 
view Committee,  and  I  am  currently 
^^k  serving  on  the  aicpa 
•  Peer  Review  Commit- 
tee. Our  process  of  hav- 
ing firms  that  perform 
audits  undergo  a  peer 
review  every  three 
years  does  weed  out 
firms  who  are  not  keep- 
ing up  with  accounting 
standards.  Please  don't 
disparage  approximate- 
ly 95%  of  a  very  trust- 
worthy profession  in 
one  fell  swoop. 
Michael  Solakian,  cpa 
Branford,  Conn. 

Why  should  any  regulatory  body  de- 
mand oversight  of  certified  public  ac- 
countants or  require  the  protections  of 
the  Glass-Steagall  Act  when  they  ben- 
efit from  the  immense  dollars  thrown  at 
them  to  ignore  such  things,  for  what 
else  is  lobbying? 

Alan  E.  Rosehfield 
Scottsdale,  Ariz. 

DANGERS  OF  SELF-REGULATION 

As  an  AICPA  member,  I  recently  re- 
ceived a  letter  from  its  chairman  and  its 
president  stating  that  "the  accounting 
profession  has  a  successful  100-year  tra- 
dition of  self-regulation,  which  has  con- 
tributed to  the  most  respected  financial 
reporting  system  in  the  world."  Per- 
haps those  green  eyeshades  have  blind- 
ed our  profession  to  the  realities  of  the 
21st  century. 

Stanley  J.  Brunman 
Hillsdale,  N.J. 

Our  federal  government  is  irrelevant 
to  the  task  of  promoting  integrity  in 
accounting  firms.  We  investors  can  do  it 
ourselves.  I  have  purged  my  portfolio  of 
the  stock  of  any  company  audited  by 
Arthur  Andersen.  If  other  investors  will 
do  the  same,  the  accounting  profession 
will  rediscover  honesty. 

Paul  Doering 
Rochester,  N.  Y. 

One  would  expect  that  those  who 
have  the  most  to  benefit  from  the  free- 


market  system  would  be  the  la 
tractors  of  market  integrity.  Unj 
nately,  the  actions  of  the  executi 
Enron,  Andersen,  and  other  coi 
tions  before  them  show  that  the  e| 
strikes  from  within.  Unless  demt 
and  free-market  societies  strive 
velop   a   market   ethos   among 
members,  the  sorry  tale  of  Enro^ 
Andersen  will  be  repeated  many 
in  the  future. 

George  J.  Papaio  I 
Hofstra  Univ  f 
MerricP 

THE  STOCK  MARKETS  INFLUEI 

One  contributing  factor  to  fin] 
reporting  problems  at  Enron  and 
er  companies  with  overstated  ear*, 
is  the  heavy  dependence  on  compJ 
ing  management  and  board  mer| 
with  stock  option  grants.  Grants 
tions  usually  avoid  a  charge  to  •■ 
ings  when  options  are  granted  or  ~ 
cised  but  provide  a  tax  deducti 
exercise — an  accounting  anomalyj 
distorts  true  operating  expenses. 

If  management  stock  owner 
desirable — and  I  believe  it  is — I 
grant  shares  outright,  make  ther 
of  the  compensation  package,  and  c| 
current  earnings  accordingly. 

Kurt  W. 
King  of  Prussij 

You  point  out  the  subversive  rl 
the  "enormous  pressures  to  prj 
earnings  growth" — and  to  incre 
company's  stock  price.  The  Undii 
uted  Profits  Tax  of  1936  [was]  c| 
the  most  useful  post-1920s  refor 
new  upt  would  encourage  more| 
dend  payouts.  That  would  help 
stock  market  "booms"  and  subset 
crashes,  help  refocus  corporate  st 
from  stock  appreciation  to  prodij 
investment,  encourage  more  tr 
ent  and  honest  corporate  accoul 
reduce  merger  mania,  help  addra| 
"bigness  gives  political  access"  pr 
and  bring  back  corporate  dividend! 
source  of  supplementary  retiremel 
come.  Although  the  1936  act  madej 
wealthy  income  subject  to  rej 
rates,  it  reduced  other  corporate 

John  S. 
Institute  for  Economic 

Brattlebor 

CONTROL  OF  401  (k)» 

In  typical  4010c)  plans,  there  | 
appointed  fiduciary,  or  board  of  I 
or  some  governing  body  that  in  tl 
is  solely  and  exclusively  responsij 
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RECTIONS  &  CLARIFICATIONS 

!W  way  to  squeeze  the  weak"  (Finance, 
28),  on  insurers'  use  ot  credit  scores, 
Id  have  reterred  to  property  and  ca- 
;y  insurer  Farmers  Insurance  Co.  ot 
lington,  not  Farmer's  Bureau. 

ias  Microsoft  met  its  match?"  (Infor- 
jn  Technology,  Feb.  4),  the  percent- 
of  users  of  competing  Web  browsers 
up  to  more  than  100  because  many 
le  use  more  than  one  browser. 


•mbers  of  the  plan.  The  obvious 
at  Enron  points  out  an  even  larg- 
■isideration:  Who  controls  all  the 
plans  in  the  U.  S.?  Most  plans  are 
ned  exclusively  by  corporate  [ap- 
es]. With  $10  trillion  in  U.S.  pen- 
mds,  we  had  all  better  be  asking 
3  in  control  and  whether  they  are 
representing  our  interests. 

Richard  L.  Hannah 
iddle  Tennessee  State  University 
Murfreesboro,  Tenn. 

INKING  THE  ENERGY  PLAN 


!  Enron  crisis  has  cast  serious 

on  the  validity  and  integrity  of 

dministration's  energy  plan.  Lay 


was  one  of  the  principal  architects  of 
the  plan.  One  can  only  speculate  as  to 
what  his  specific  contributions  were.  It 
is  essential  that  the  Administration 
make  public  the  details  of  how  this  plan 
was  formulated  and  that  a  review  of 
the  plan  and  its  underlying  assumptions 
be  conducted  by  an  independent  panel. 

Lisa  Buckles 
Newbury,  Ohio 

The  press  has  been  making  much  of 
the  fact  that  the  Bush  Administration  in 
October,  2001,  when  Ken  Lay  suppos- 
edly asked  for  help,  refused.  Was  this 
the  right  thing  to  do?  By  then,  the  "big 
boys"  had  already  gotten  their  money 
by  selling  the  stock  that  summer — the 
only  people  left  to  feel  the  brunt  of  the 
bankruptcy  were  the  employees  and 
other  small  investors.  An  Administration 
that  cared  about  these  people  would 
have  tried  to  right  the  wrong  instead  of 
washing  its  hands  of  the  mess. 

Lawrence  R.  Dworkin 
Wallingford,  Pa. 
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TOBACCO 

A  Cultural  History  of  How  an  Exotic  Plant  Seduced  Civilization 

By  lam  Gately 

Grove  Press  •  403pp  •  $25 


THE  VIOLENT  PAST 
OF  A  WICKED  WEED 


Today's  smokers,  shivering  in  the 
winter  cold  outside  their  smoke- 
free  office  buildings,  should  be 
glad  they  aren't  living  in  Constantinople 
in  the  early  1600s.  That's  when  Murad 
IV,  ruler  of  the  vast  Ottoman  Empire, 
had  an  even  nastier  habit  than  tobacco. 
He  roamed  the  city's  streets  in  disguise, 
"feigning  an  urgent  craving  for  a  smoke, 
then  beheading  any  good  Samaritans 
who  offered  relief,"  reports  Iain  Gately 
in  his  entertaining  Tobacco:  A  Cultural 
History  of  How  an  Exotic  Plant  Se- 
duced Civilization.  In  just  14  years, 
Murad  personally  killed  or  had  put  to 
death  more  than  25,000  suspected 
smokers. 

Who  would  have  guessed  that  the 
antismoking  movement  had  such  a  long 
and  colorful  past?  Murad's  methods 
might  have  been  extreme,  but  he  wasn't 
the  only  fervent  foe  of  the  pervasive 
weed.  England's  King  James  I  wrote 
that  smokers  were  no  better  than  devil- 
worshiping  savages  "guilty  of  sinful  and 
shameful  lust,"  and  he  tried  to  tax  to- 
bacco into  oblivion.  New  Year's  Day  in 
1848  kicked  off  the  "greatest  no-smoking 
protest  of  the  nineteenth  century"  in 
Milan.  Citizens  knocked  cigars  from  the 
mouths  of  smokers — even  the  Austrian 
soldiers  who  were  occupying  Italy.  "It 
was  the  first  blow  struck  for  a  free  and 
united  Italy,"  the  author  writes.  And  as 
cigarettes  became  popular,  The  New 
York  Times  warned  in  1883  that  "if  this 
pernicious  practice  obtains  among  adult 
Americans  the  ruin  of  the  Republic  is 
at  hand." 

As  Gately  argues  in  this  irreverent 
and  quirky,  if  occasionally  exaggerated, 
book,  tobacco  not  only  survived  every 
attempt  to  stamp  it  out,  it  changed  the 
course  of  history.  Gately  claims — not  al- 
together persuasively — that  the  Ameri- 
can colonies  were  founded  and  fueled 
by  tobacco.  It  was  John  Rolfe's  1612 
planting   of  tobacco   that    saved    the 


foundering  Jamestown  colony  and  cre- 
ated a  cash  crop  that  dramatically  boost- 
ed English  interest  in  the  New  World. 
That  act  "was  ultimately  responsible  for 
the  pre-eminence  of  English  culture, 
language  and  laws  in  the  most  power- 
ful... nation  in  history,"  Gately  writes. 

Aptly  enough,  the  original  Native 
American  name  for  what  is  now  Green- 
wich Village  was  Sapponckanican:  the 
land  where  tobacco  grows.  The  crop  be- 
came North  America's  main  export  and 
helped  create  a  demand  for  slaves.  And 
by  being  both  the  subject  of  British 
taxes  and  the  collateral  for  a 
loan  Benjamin  Franklin  got 
from  France,  "tobacco  supplied 
both  the  cause  and  the  victory 
in  the  U.S.  War  of  Indepen- 
dence," Gately  argues. 

Gately  describes  how  culti- 
vation originated  in  the  Peru- 
vian and  Ecuadorian  Andes  be- 
tween 5000  and  3000  BC. 
Shamans  smoked,  chewed,  at 
or  drank  it  to  achieve  near 
death  trances.  Long  before  the  white 
man,  tobacco  spread  throughout  the 
New  World,  showing  up  in  creation 
myths  and  social  rituals.  Even  North 
American  Plains  Indians,  who  grew  no 
other  crops,  planted  tobacco.  When  he 
arrived,  Columbus  was  presented  with 
gifts  of  the  weed.  He  threw  the  stuff 
overboard,  but  others  were  quickly 
hooked.  "Tobacco  spread  like  an  epi- 
demic... crossing  borders  and  cultures 
at  will,"  Gately  writes.  "It  respected 
neither  rank  nor  creed,  infecting  no- 
mads, Buddhists  and  Christian  bishops 
alike." 

The  book  is  filled  with  fascinating  tid- 
bits. The  Dutch  so  embraced  the  new 
plant's  purported  medicinal  qualities  that 
"infant  pipe  smokers  were  counted  as 
one  of  the  curiosities  of  seventeenth 
century  Amsterdam."  Napoleon  used  a 
kilo  of  snuff  a  week — equivalent  to  a 


hundred-cigarette-a-day  habit.  (J 
silent  on  whether  this  hurt  or  he] 
military  strategy,  though  he  d« 
that  Napoleon's  British  foes 
cavalry  "world  renowned  for  its 
beauty,  and  senselessness." 

In  the  U.S.,  the  mighty  tol 
dustry  grew  from  the  vision 
named  Buck  Duke,  whose  facto] 
ployed  the  first  mass-product  | 
chines.  By  the  late  1880s,  Di 
making  2  million  cigarettes  a 
spending  an  astonishing  $800. | 
year  on  advertising.  His  Amer 
bacco  Co.  became  powerful  enl 
persuade  Congress  not  to  incluj 
tine  on  the  list  of  drugs  subjecj 
1906  Federal  Food  &  Drugs  Acj 
Yet  the  nascent  industry  sti 
substantial    opposition.    Henri 
railed  against  cigarettes,  which  \\ 
the  "little  white  slaver,"  and 
Edison  refused  to  hire  cigarettj 
ers.  Because  Pittsburgh  Pirate] 
stop  Honus  Wagner  ordered 
Tobacco  to  take  his  picture 
■MHhi   baseball  cards,  these  I 
extremely  rare  and 
But  Gately  documei 
smoking  got  a  hugtj 
from   world   war.   Tc 
ability  to  calm  nervd 
press  hunger,  and  prl 
moment  of  calm  dur 
horror  of  the  trenchel 
it  "as  indispensable  as 
ly  ration,"  said  U.S. 
John  J.  Pershing.  PrJ 
Franklin  D.  Roosevelt  even  dec! 
bacco  an  essential  wartime  mate 
1949,  the  percentage  of  British 
were  hooked  on  the  weed  rose  i 
Today,  smoking's  foes  have  r« 
strength  in  the  U.  S. — perhaps  to 
Gately  seems  to  believe.  'To  the| 
lion  smokers  of  the  world,  to 
not  just  a  killer,  but  a  pleasure, 
forter  and  a  friend,"  he  argues 
this  is  one  of  the  few  juncture 
he  attempts  to  tackle  the  large 
ing  of  this  plant  and  its  extrao 
ability  to  addict  and  harm  tho 
fall  for  its  allure.  Instead,  for  tl 
part,  he  delivers  a  dizzying — an 
haphazardly  organized — recita 
facts.  Tobacco's  often  bizarre  pasi 
across  clear  as  day — but  the  bi| 
cations  remain  veiled  in  smoke. 

BYJOHr> 
Carey  covers  science  from  Wash 
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GATELY  ARGUES  THAT  TOBACCO  BOTH  SPARKE 


AND  AIDED  THE  TRIUMPH  OF  U.S.  INDEPENDEN( 
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Everyone's  talking 
about  VIAGRA.  Unfortunately, 
^     not  everyone  knows 
what  they're  talking  about. 


YoilVe  heard  about  VIAGRA  (who  hasn't?). 
But  did  you  know: 

With  VIAGRA,  you  can  be  in  control. 

VIAGRA  doesn't  give  you  an  instant  erection.  It  just  allows 
you  to  respond  to  sexual  stimulation.  What's  more,  VIAGRA 
works  in  as  little  as  30  minutes  and  stays  ready  to  work  up  to 
4  hours.  So  you  can  enjoy  intimacy  when  you  both  are  ready. 

With  VIAGRA,  you  have  a  proven  treatment. 

VIAGRA  works  in  4  out  of  5  men  who  use  it  for  erectile 
dysfunction  (vs  1  in  4  treated  with  a  sugar  pill).  That's  why 
more  than  9  million  men  have  already  turned  to  VIAGRA. 

To  learn  more,  call  1-888-4VIAGRA  or  visit 

www.viagra.com. 

® 


(sildenafil  citrate) tablets 


[Join    the    millions.    Ask    your    doctor    if    a    free    sample    is    right    for    you. 

AGRA  is  indicated  for  the  treatment  of  erectile  dysfunction.  Remember  that  no  medicine  is  for  everyone.  If  you 
trate  drugs,  often  used  to  control  chest  pain  (also  known  as  angina),  don't  take  VIAGRA.  This  combination 
cause  your  blood  pressure  to  drop  to  an  unsafe  or  life-threatening  level. 

scuss  your  general  health  status  with  your  doctor  to  ensure  that  you  are  healthy  enough  to  engage  in  sexual 
y.  If  you  experience  chest  pain,  nausea,  or  any  other  discomforts  during  sex  or  an  erection  that  lasts  longer 
hours,  seek  immediate  medical  help.  The  most  common  side  effects  of  VIAGRA  are  headache,  facial  flushing, 
slj^set  stomach.  Less  commonly  bluish  vision,  blurred  vision,  or  sensitivity  to  light  may  briefly  occur. 

Please  see  palieni  summary  of  information  for  VIAGRA  (25-mg,  50-mg.  \00-mg)  tablets  on  the  following  page. 
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PATIENT  SUMMARY  OF  INFORMATION  ABOUT 


(sildenafil  citrate)  . 

This  summary  contains  important  information  about 
VIAGRA".  It  is  not  meant  to  take  the  place  ol  your  doctor's 
instructions  Read  this  information  carefilly  before  you  start  taking 
VIAGRA  Ask  your  doctor  or  pharmacist  if  you  do  not  understand 
any  of  this  information  or  if  you  want  to  know  more  about  VIAGRA. 
This  medicine  can  help  many  men  when  it  is  used  as  prescribed  by 
their  doctors  However  VIAGRA  is  not  lor  everyone  It  is  intended 
for  use  only  by  men  who  have  a  condition  called  erectile 
dysfunctlor  VIAGRA  must  never  be  used  by  men  who  are 
taking  medicines  that  contain  nitrates  of  any  kind,  at  any 
time.  This  includes  nitroglycerin.  If  you  lake  VIAGRA  with 
any  nitrate  medicine  your  blood  pressure  could  suddenly 
drop  to  an  unsafe  or  life  threatening  level. 

What  Is  VIAGRA? 

VIAGRA  is  a  pill  used  lo  treat  erectile  dysfunction  (impotence)  in 
men  It  can  help  many  men  who  have  erectile  dysfunction  get  and 
keep  an  erection  when  they  become  sexually  excited  (stimulated). 
You  will  not  get  an  erection  just  by  taking  this  medicine.  VIAGRA 
helps  a  man  with  erectile  dysfunction  get  an  erection  only  when  he  is 
sexually  excited. 

How  Sex  Affects  the  Body 

When  a  man  is  sexually  excited,  the  penis  rapidly  fills  with  more 
blood  than  usual.  The  penis  then  expands  and  hardens.  This  is 
called  an  erection.  After  the  man  is  done  having  sex,  this  extra 
blood  flows  out  ol  the  penis  back  into  the  body.  The  erection  goes 
away.  If  an  erection  lasts  for  a  long  time  (more  than  6  hours),  it  can 
permanently  damage  your  penis.  You  should  call  a  doctor 
immediately  if  you  ever  have  a  prolonged  erection  that  lasts  more 
than  4  hours 

Some  conditions  and  medicines  interfere  with  this  natural  erection 
process  The  penis  cannot  fill  with  enough  blood.  The  man  cannot 
have  an  erection.  This  is  called  erectile  dysfunction  if  it  becomes  a 
frequent  problem. 

During  sex,  your  heart  works  harder  Therefore  sexual  activity  may 
not  be  advisable  for  people  who  have  heart  problems.  Before  you 
start  any  treatment  for  erectile  dystunction,  ask  your  doctor  if  your 
heart  is  healthy  enough  to  handle  the  extra  strain  of  having  sex.  If 
you  have  chest  pains,  dizziness  or  nausea  during  sex,  stop  having 
sex  and  immediately  tell  your  doctor  you  have  had  this  problem. 

How  VIAGRA  Works 

VIAGRA  enables  many  men  with  erectile  dysfunction  to  respond  to 
sexual  stimulation.  When  a  man  is  sexually  excited,  VIAGRA  helps 
the  penis  fill  with  enough  blood  to  cause  an  erection.  After  sex  is 
over,  the  erection  goes  away. 

VIAGRA  Is  Not  for  Everyone 

As  noted  above  {How  Sex  Affects  the  Body),  ask  your  doctor  if  your 
heart  is  healthy  enough  for  sexual  activity. 

If  you  take  any  medicines  that  contain  nitrates— either 
regularly  or  as  needed-you  should  never  take  VIAGRA. 

If  you  take  VIAGRA  with  any  nitrate  medicine  or  recreational  drug 
containing  nitrates,  your  blood  pressure  could  suddenly  drop  to  an 
unsafe  level.  You  could  get  dizzy,  faint,  or  even  have  a  heart  attack 
or  stroke  Nitrates  are  found  in  many  prescription  medicines  that  are 
used  to  treat  angina  (chest  pain  due  to  heart  disease)  such  as: 

•  nitroglycerin  (sprays,  ointments,  skin  patches  or  pastes, 
and  tablets  that  are  swallowed  or  dissolved  in  the  mouth) 

•  isosorbide  mononitrate  and  isosorbide  dinitrate  (tablets 
that  are  swallowed,  chewed,  or  dissolved  in  the  mouth) 

Nitrates  are  also  found  in  recreational  drugs  such  as  amyl  nitrate  or 
nitrite  ("poppers").  If  you  are  not  sure  if  any  of  your  medicines 
contain  nitrates,  or  if  you  do  not  understand  what  nitrates  are.  ask 
your  doctor  or  pharmacist 

VIAGRA  is  only  for  patients  with  erectile  dysfunction.  VIAGRA  is  not 
for  newborns,  children,  or  women  Do  not  let  anyone  else  take  your 
VIAGRA  VIAGRA  must  be  used  onlv  under  a  doctor's  supervision. 

What  VIAGRA  Does  Not  Do 

•  VIAGRA  does  not  cure  erectile  dysfunction.  It  is  a  treatment 
lor  erectile  dysfunction. 

•  VIAGRA  does  not  protect  you  or  your  partner  from  getting 
sexually  transmitted  diseases,  including  HiV-lhe  virus  that 
causes  AIDS. 

•  VIAGRA  is  not  a  hormone  or  an  aphrodisiac. 

What  To  Tell  Your  Doctor  Before  You  Begin  VIAGRA 

Only  your  doctor  can  decide  if  VIAGRA  is  right  for  you  VIAGRA  can 
cause  mild,  temporary  lowering  of  your  blood  pressure.  You  will 
need  to  have  a  thorough  medical  exam  to  diagnose  your  erectile 
dysfunction  and  to  find  out  if  you  can  safely  take  VIAGRA  alone  or 
with  your  other  medicines  Your  doctor  should  determine  il  your 
heart  is  healthy  enough  lo  handle  the  extra  strain  ot  naving  sex. 

Be  sure  to  tell  your  doctor  if  you: 

•  have  ever  had  any  heart  problems  (e.g.,  angina,  chest  pain, 
heart  failure,  irregular  heart  beats,  or  heart  attack) 

•  have  ever  had  a  stroke 

•  have  low  or  high  blood  pressure 

•  have  a  rare  inherited  eye  disease  called  retinitis  pigmentosa 


•  have  ever  had  any  kidney  problems 

•  have  ever  had  any  liver  problems 

•  have  ever  had  any  blood  problems,  including  sickle  cell 
anemia  or  leukemia 

•  are  allergic  to  sildenafil  or  any  of  the  other  ingredients  of 
VIAGRA  tablets 

•  have  a  deformed  penis,  Peyronie's  disease,  or  ever  had  an 
erection  that  lasted  more  than  4  hours 

•  have  stomach  ulcers  or  any  types  of  bleeding  problems 

•  are  taking  any  other  medicines 

VIAGRA  and  Other  Medicines 

Some  medicines  can  change  the  way  VIAGRA  works.  Tell  your 
doctor  about  any  medicines  you  are  taking.  Do  not  start  or  stop 
taking  any  medicines  before  checking  with  your  doctor  or 
pharmacist  This  includes  prescription  and  nonprescription 
medicines  or  remedies.  Remember,  VIAGRA  should  never  be  used 
with  medicines  that  contain  nitrates  (see  VIAGRA  Is  Not  tor 
Everyone).  If  you  are  taking  a  protease  inhibitor,  your  dose  may  be 
adjusted  (please  see  Finding  the  Right  Dose  tor  You.)  VIAGRA 
should  not  be  used  with  any  other  medical  treatments  that  cause 
erections.  These  treatments  include  pills,  medicines  that  are  injected 
or  inserted  into  the  penis,  implants  or  vacuum  pumps. 

Finding  the  Right  Dose  for  You 

VIAGRA  comes  in  different  doses  (25  mg,  50  mg  and  100  mg).  If 
you  do  not  get  the  results  you  expect,  talk  with  your  doctor.  You  and 
your  doctor  can  determine  the  dose  that  works  best  for  you. 

•  Do  not  take  more  VIAGRA  than  your  doctor  prescribes. 

•  If  you  think  you  need  a  larger  dose  of  VIAGRA,  check  with 
your  doctor. 

•  VIAGRA  should  not  be  taken  more  than  once  a  day. 
If  you  are  older  than  age  65,  or  have  serious  liver  or  kidney 
problems,  your  doctor  may  start  you  at  the  lowest  dose  (25  mg)  of 
VIAGRA.  If  you  are  taking  protease  inhibitors,  such  as  for  the 
treatment  of  HIV,  your  doctor  may  recommend  a  25  mg  dose  and 
may  limit  you  to  a  maximum  single  dose  of  25  mg  of  VIAGRA  in  a 
48  hour  period. 

How  To  Take  VIAGRA 

Take  VIAGRA  about  one  hour  before  you  plan  to  have  sex. 
Beginning  in  about  30  minutes  and  for  up  to  4  hours,  VIAGRA  can 
help  you  get  an  erection  if  you  are  sexually  excited.  If  you  lake 
VIAGRA  after  a  high-fat  meal  (such  as  a  cheeseburger  and  trench 
fries),  the  medicine  may  take  a  little  longer  to  start  working,  VIAGRA 
can  help  you  get  an  erection  when  you  are  sexually  excited  You  will 
not  get  an  erection  just  by  taking  the  pill. 

Possible  Side  Effects 

Like  all  medicines,  VIAGRA  can  cause  some  side  effects.  These  ■ 
effects  are  usually  mild  to  moderate  and  usually  don't  last  longer 
than  a  few  hours.  Some  of  these  side  effects  are  more  likely  to  occur 
with  higher  doses.  The  most  common  side  effects  of  VIAGRA  are 
headache,  flushing  of  the  face,  and  upset  stomach.  Less  common 
side  effects  that  may  occur  are  temporary  changes  in  color  vision 
(such  as  trouble  telling  the  difference  between  blue  and  green 
objects  or  having  a  blue  color  tinge  to  them),  eyes  being  more 
sensitive  to  light,  or  blurred  vision. 
In  rare  instances,  men  have  reported  an  erection  that  lasts  many 
hours.  You  should  call  a  doctor  immediately  if  you  ever  have  an 
erection  lhal  lasts  more  than  4  hours  II  not  treated  right  away, 
permanent  damage  to  your  penis  could  occur  (see  How  Sex  Affects 
the  Body). 

Heart  attack,  stroke,  irregular  heart  beats,  and  death  have  been 
reported  rarely  in  men  taking  VIAGRA.  Most,  but  not  all,  of  these 
men  had  heart  problems  before  taking  this  medicine  It  is  not 
possible  to  determine  whether  these  events  were  directly  related  to 
VIAGRA 

VIAGRA  may  cause  other  side  effects  besides  those  listed  on  this 
sheet.  If  you  want  more  information  or  develop  any  side  effects  or 
symptoms  you  are  concerned  about,  call  your  doctor. 

Accidental  Overdose 

In  case  ol  accidental  overdose  call  your  doctor  right  away. 
Storing  VIAGRA 

Keep  VIAGRA  out  of  the  reach  of  children.  Keep  VIAGRA  in  its 
original  container.  Store  at  room  tenrperature,  59°-86°F 
(15°-30°C). 

For  More  Information  on  VIAGRA 

VIAGRA  is  a  prescription  medicine  used  to  treat  erectile  dysfunction. 
Only  your  doctor  can  decide  if  it  is  right  for  you.  This  sheet  is  only  a 
summary  If  you  have  any  questions  or  want  more  information  about 
VIAGRA,  talk  with  your  doctor  or  pharmacist,  visit  www.viagra.com, 
orcalt  1-888-4VIAGRA. 
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Arguably  the  most  signific. 
development  in  internatiti 
commerce  last  year  was  the 
of  China  into  the  World  Trad 
ganization.  In  China  and  the 
Changing  China,  Changing  \ 
Trade,  Asia  Regional  Editor 
L.  Clifford  teams  up  with  Th 
land's  former  Deputy  Prime 
ter  Supachai  Panitchpakdi,  w 
will  become  the  wto's  directo 
general  in  September,  to  asse 
the  impact  that  this  will  have 
the  world  market  and 
within  China's  borders. 

For  the  most  part, 
the  authors  believe 
that  there  will  be  enor- 
mous benefits — not  the 
least  of  which  is  that 
the  world's  largest  and 
fastest-growing  emerg- 
ing economy  will  now 
operate  under  interna- 
tionally accepted  rules. 
But  they  are  careful  not  to  do 
play  how  dicey  the  situation  c 
become.  As  China  opens  its  n. 
ket,  foreign  products  could  flo 
in,  crippling  already  weak  sta: 
and  agricultural  sectors  and  f< 
menting  unrest. 

Written  in  an  accessible  fas 
the  book  has  chapters  on  why 
took  China  15  years  to  get  int 
wto  and  on  the  effect  its  entr 
likely  have  on  economic  reforr 
home.  In  a  chapter  called  "Th< 
Asia  Puzzle,"  the  authors  cons 
various  possible  consequences 
wto  entry  on  China's  neighboi 
Will  it  make  the  region  a  mon 
tractive  place  for  foreign  inve 
ment  or  will  it  "bolster  the  coi 
try's  already  formidable 
competitive  position  at  the  ex 
pense  of  the  rest  of  the  regio 

No  doubt,  the  next  few  ye 
will  continue  to  be  disruptive 
China  moves  toward  a  market 
economy.  But  in  the  end,  the  a 
thors  agree  that  "it's  China's  { 
pie,  and  its  economy,  who  will 
the  biggest  winners." 
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During  the  development  of  the  original 
Palm  Pilot  in  the  mid-1990s,  designer 
Jeff  Hawkins  demanded  that  everything 
be  kept  simple  to  the  point  of  declaring  that 
anything  that  generated  error  messages  was  un- 
acceptable. This  focus  on  simplicity  and  usability 
became  known  as  the  Zen  of  Palm  and  played  no 
small  role  in  the  product's  success. 

Palm  has  faced  pressures  (and  I  will  admit 
that  I  have  contributed  to  them)  to 
add  functions  to  its  hand- 
helds,  even  though  doing 
more  is  the  enemy  of  sim- 
plicity. The  new  Palm  i705, 
the  sleek  wireless  succes- 
sor  to    the    clunky    Palm 
VIIx,  is  an  ambitious  effort 
to    do    more.    The    classic 
Palm  features,  such  as  the 
address  book  and  calendar, 
are  as  simple  and  intuitive 
as  ever.  The  wireless  e-mail, 
the  product's  reason  for  be-  ] 
ing,  is  another  story. 

The  i705  ($449,  plus  $39.99 
a  month  for  unlimited  wire- 
less  service)  was  designed  to  ] 
compete  with  Research  in  Mo- 
tion's BlackBerry,  whose  claim 
to  fame  is  providing  simple  ac- 
cess to  corporate  e-mail  from  a 
wireless  device.  The  Palm  is  a 
lot  more  flexible  than  the  Black- 
Berry.  The  i705  lets  you  get  cor- 
porate mail  from  Microsoft  Ex-  ^ 
change  servers  (a  Lotus  Notes 
version  is  planned)  as  well  as  mail  from  standard 
Internet  accounts  and  from  a  special  Palm.com 
account,  aol  Instant  Messenger  is  also  included. 
With  BlackBerry,  you  have  to  buy  separate  ver- 
sions for  Internet  and  corporate  mail  or  for  aol. 
In  contrast  to  the  BlackBerry,  however,  I 
found  setting  the  Palm  up  for  corporate  e-mail  a 
challenge.  The  mail-forwarding  software,  which 
runs  on  your  desktop  PC,  has  to  be  downloaded 
from  the  Web.  That's  an  indication  that  it  was 
not  finished  in  time  to  be  included  on  the  CD 
that  comes  with  the  i705,  and  the  program  shows 
signs  of  inadequate  testing.  The  first  version 
would  not  install  on  my  computer  because  it 
connected  to  the  Internet  through  a  security 
mechanism  called  a  proxy  server,  a  common 
arrangement  for  corporate  PCs.  A  hurriedly  com- 
piled replacement  worked,  but  was  clunky  to  in- 


stall and  set  up.  And  any  configuration  problem 
produces  that  most  unfamiliar  of  things  on  a 
Palm,  a  baffling  message  like  "Wireless  INetLIb 
Error."  Palm  plans  to  offer  software  that  lets  cor- 
porations forward  mail  directly  to  i705s  from 
Exchange  servers  sometime  this  summer. 

The  software  difficulties  are  unfortunate  be- 
cause the  i705  is  a  nice  piece  of  hardware.  At  4.7 
in.  long,  3.1  in.  wide,  and  0.6  in.  thick,  it  is  just  a 
little  longer  and  thicker  than  the  Palm  m500 
and  weighs  just  5.9  oz.  An  optional  keyboard 
($29  with  an  i705  purchase)  slips  over  the  bottom 
of  the  Palm  and  allows  you  to  type  instead  of 
writing  in  the  usual  Graffiti  shorthand.  It  works 
well,  but  is  not  as  convenient  as  the  integrated 
BlackBerry  keyboard. 

Unlike  the  Palm  VIIx,  which  required  flip- 
ping up  an  awkward  antenna  to  activate  wireless, 
the  i705's  radio  can  stay  on  all  the  time,  allowing 
it  to  download  mail  in  the  background.  This 
hides  the  fact  that  the  Cingular 
Interactive  network  that  it 
runs  on,  the  same  used  by 
BlackBerry,  is  very  slow.  But 
the  downside  of  an  always-on 
radio  is  a  heavy  drain  on  the 
battery.  If  you  schedule  the 

NICE  HARDWARE,  THOUGH 

The  sleek,  trim  i705  just 
needs  a  good  debugging 

radio  to  turn  off  overnight, 
you  can  probably  squeeze 
three  days'  use  out  of  a 
charge.  The  best  approach 
is  to  treat  the  i705  like  a 
,  cell  phone  and  plan  to 
[  recharge  it  every  night. 
Unlike  the  BlackBerry, 
whose  contact  and  calen- 
dar functions  can  charita- 
bly be  called  primitive, 
the  i705  comes  with  the 
built-in  applications  that 
Palm  users  have  come  to  love, 
plus  access  to  a  huge  library  of  games, 
expense  tracking  programs,  reference  works, 
and  other  applications.  The  i705  includes  Palm's 
MultiMail  e-mail  program,  DataViz's  Documents- 
to-Go  for  reading  and  editing  Microsoft  Office 
files,  and  a  Web  browser,  though  the  small  screen 
and  the  slow  network  make  for  a  painful  combi- 
nation. The  i705  also  supports  all  of  the  simplified 
"Web  clipping"  applications  designed  for  the 
Palm  VII,  including  news  and  weather,  stock 
quotes,  and  flight  information. 

E-mail-to-go  is  the  main  reason  to  buy  an 
i705  but,  especially  for  corporate  mail  users,  it 
falls  well  short  of  the  standard  set  by  Black- 
Berry. Fortunately,  the  real  problems  are  in  soft- 
ware and  should  be  easily  fixable.  If  the  pro- 
grams are  reworked  with  some  of  that  old  Zen  of 
Palm  focus,  the  i705  could  live  up  to  its  potential 
as  a  wireless  communicator.  ■ 
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THE  NEXT 

TO  FEEL  THE  AX 

Service  industries  may  need  to  cut 

With  inventories  almost  5%  below 
where  they  were  last  year  and 
employment  down  more  than  7%,  U.S. 
manufacturers  have  aggressively  cut 
costs.  That  has  positioned  them  to  take 
advantage  of  any  economic  upturn. 

Unfortunately,  the  same  can't  be  said 
for  some  key  high-wage  service  indus- 

CAN  HIGH-WAGE  SERVICES 
KEEP  HIRING? 


|  ACCOUNTING 
I 
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tries.  Anticipating  a  short  and  mild 
downturn,  the  banking,  consulting,  le- 
gal advice,  and  accounting  industries 
have  all  expanded  their  payrolls  over 
the  past  year,  adding  about  55,000  jobs, 
according  to  the  Bureau  of  Labor  Sta- 
tistics (chart).  After  struggling  to  find 
qualified  workers  in  the  1990s,  "compa- 
nies don't  have  a  desire  to  reduce  head 
count,  because  when  the  upturn  hap- 
pens they  won't  be  prepared,"  says 
Michael  F  LaPorta,  global  leader  for 
insurance  at  Deloitte  Consulting  LLC. 

The  problem:  Even  if  the  recession 
ends  soon,  these  industries  may  be 
stuck  with  overcapacity  and  falling  prof- 
it margins.  Banks,  for  example,  ex- 
panded their  profitable  mortgage-lending 
operations  in  2001  as  falling  interest 
rates  fueled  demand  for  home  loans  and 
refinancing.  But  with  the  Federal  Re- 
serve unlikely  to  cut  rates  again,  mort- 
gage demand  should  contract  this  year, 
forcing  job  cutbacks.  Moreover,  rising 
unemployment  will  boost  defaults  for 
consumer  debt,  hurting  bank  profits  and 
increasing  the  pressure  for  cost  cuts. 

Similarly,  excess  workers  remain  in 
accounting  and  consulting,  where  em- 
ployment grew  at  a  6.5%  annual  rate 
in  the  second  half  of  the  1990s.  In  con- 
sulting, "all  the  firms  have  more  capac- 
ity than  they  need,"  acknowledges  De- 


loitte's  LaPorta.  And  accounting  firms 
are  under  siege  in  the  wake  of  the  En- 
ron Corp.  debacle,  so  consolidation  and 
job  cuts  are  likely.        s 

Because  these  industries  tend  to  em- 
ploy high-wage  workers,  such  cuts  could 
have  a  large  economic  impact.  Taken 
together,  banking,  consulting,  legal  serv- 
ices, and  accounting  make  up  almost  7% 
of  total  private  U.  S.  payroll  outlays.  As 
a  result,  widespread  layoffs  in  these 
services  could  hurt  consumer  spending 
and  counteract  the  gains  from  an  ex- 
pansion in  manufacturing. 

To  be  sure,  some  large  service  indus- 
tries are  thriving.  Health-care  revenues 
and  employment,  which  showed  a  299,000 
gain  over  the  past  year,  will  continue  to 
grow  as  an  aging  American  population 
spends  more  on  medical  care.  But  that 
still  may  not  be  enough  to  counteract 
the  drag  from  the  high-wage  services. 
By  Margaret  Popper 


THIS  ECONOMY 
IS  NO  CHARADE 

An  economist  dispels  fraud  fears 

Has  fraudulent  accounting  drastically 
overstated  the  profitability  of  the 
U.S.  corporate  sector  in  recent  years — 
and  thus  the  health  of  the  economy? 
No  it  hasn't,  says  Steven  Wieting,  a 
senior  economist  at  Citigroup's  Salomon 
Smith  Barney  unit  in  New  York. 

Wieting  says  he  investigated  the 
question  after  receiving  inquiries — par- 
ticularly from  foreign  investors — in  the 
wake  of  the  Enron  accounting  scandal. 
Contrary  to  investors'  fears,  he  says 
analysts  are  on  solid  ground  in  using 
the  operating  income  of  the  Standard 
&  Poor's  500  companies  as  a  measure  of 
corporate  profitability.  He  says  the 
measure  has  risen  and  fallen  in  the 
same  pattern  as  the  overall  economy 
going  back  at  least  as  far  as  1970.  The 
more  conservative  measure  of  profits — 
net  income  under  generally  accepted  ac- 
counting principles  (GAAP) — is  actually 
a  less  effective  indicator  because  it's  af- 
fected so  much  by  one-time  events  such 
as  write-offs,  Wieting  says. 

For  instance,  manufacturing  produc- 
tion fell  a  sharp  7%  last  year.  From 
past  downturns,  that  should  mean  a  20% 
decrease  in  corporate  profits — and  that's 
just  how  much  s&P  operating  income 
did  fall.  In  contrast,  net  income  under 
GAAP  fell  50%  because  of  write-offs,  ex- 
aggerating the  economic  weakness.  The 
distortion  of  GAAP  is  likely  to  be  worse 
in  2002,  with  write-offs  possibly  wiping 


out  the  entire  net  income  of  thj 
500,  Wieting  predicts. 

As  for  the  accuracy  of  debt  mel 
ments,  the  Federal  Reserve  ba.-j 
numbers  on  data  from  lenders 
than  borrowers,  so  it's  not  n      | 
companies'  attempts  to  hide  debt 
balance  sheet,  as  Enron  Corp.  did. 
even  if  a  company  manages  t< 
its  responsibility  for  repaying       J 
debt,  it  can't  make  the  debt  dis;l 
from  the  overall  economy's  ledgei[ 

By  Pet 


DO  HOUSING 
SUBSIDIES  W0] 

Rent  vouchers  are  most  effect 

With  home  prices  continuing 
affordable  housing  for  low-i 
families  is  a  pressing  need.  Yet 
have  shrunk  as  a  percentage 
economy  in  recent  years.  Critics 
argued  that  government-funded,  1 
come  housing  only  replaces  uni 
vate  landlords  would  have  creah 
erwise  (chart). 

A  study  of  the  impact  of  housi 
sidies  from  1977  to  1996,  includini 
government-issued  rent  voucher 
public  construction  of  new  buili 
vides  ammunition  for  both  opponen 
supporters.  The  authors,  Todd  Sin. 
Joel  Waldfogel  of  the  Wharton 
find  that  subsidies,  while  redu< 
vately  funded  development,  also  i 
the  low-income  housing  stock.  Tb 
culate  that  government  funding  to 
three  new  low-income  housing  uni 
places  two  private  units,  on  ave 
This  adds  one  more  unit,  on  net,  t 
total  low-income  housing  stock, 
building  30,000  new  low-income  uni 
provide  new  dwellings  for  10,000  1 
come  families,  or  less  crowding  for  | 
who  already  have  homes. 

The  authors  »■ «^— — 
also  find  that  giv-  LESS  HELP 
ing    poor    people     HOUSING  SUI 

housing  vouchers  

seems,  on  net,  to  federal  budget* 
create  more  places 
to  live  than  direct- 
ly funding  the  con- 
struction of  public 
housing.  The  rea- 
son may  be  that 
vouchers  are  more 
likely  to  reach  the 
poorest  pail  of  the 
population.  a  pe 
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Popper 


HOUSING  ASSISTAI 
AS  PERCENT  OF  61 


'95 

PERCENT 

Data  U  £  | 

Bureau  I 


26  BusinessWeek  /  February  18,  2002 


accenture.com 


&M  I 


ou  re  mis  ciose  to 
le  best  golfers  in  the  world. 

Watch  the  Accenture  Match  Play  Championship, 
February  20-24  on  ESPN  and  ABC. 


I 


[  '-'/,. 


ccenture 


suiting  •  Technology  •  Outsourcing  •  Alliances 


Economic  Viewpoint 


BY  LAURA  D'ANDREA  TYSON 


THIS  YEAR'S  BUDGET  BATTLE 
COULD  BE  BLOODY 


PARTISAN: 

With  the 
long-term 
outlook 
worsening, 
the  debate 
will  highlight 
stark 

differences 
in  how  the 
parties 
would  attack 
problems 


Laura  D'Andrea  Tyson  is 
dean  of  London  Business 
School. 


It's  budget  season  in  Washington,  and  this 
year's  political  debate  is  likely  to  be  especially 
partisan.  It  is,  after  all,  an  election  year,  and 
voter  interest  is  shifting  from  the  war  on  ter- 
rorism to  the  economy.  Since  September  11,  De- 
mocrats and  Republicans  have  cooperated  in 
their  support  of  the  President's  campaign  against 
terror,  but  they  have  clashed  over  economic  pol- 
icy. And  as  the  long-term  budget  outlook  for 
the  federal  government  has  worsened,  so  have 
the  prospects  for  bipartisanship.  The  political 
and  economic  stakes  are  high.  Fundamental  eco- 
nomic issues  will  be  at  the  core  of  this  year's 
budget  debates,  and  the  differences  between  the 
parties  are  large  and  significant. 

According  to  recent  numbers  from  the  non- 
partisan Congressional  Budget  Office  (cbo),  dur- 
ing the  past  year  the  10-year  surplus  for  the 
federal  government  declined  by  an  astonishing  $4 
trillion.  A  year  ago,  both  parties  vowed  to  use 
Social  Security  surpluses  only  for  Social  Security. 
Now  these  surpluses  must  be  used  to  cover 
deficits  in  the  rest  of  the  federal  budget  for  the 
next  10  years.  A  year  ago,  the  cbo  predicted 
the  government  would  pay  off  the  entire  federal 
debt  within  10  years.  Now  the  federal  debt  is 
slated  to  climb  by  $4.2  trillion,  requiring  an  ad- 
ditional $1  trillion  in  interest  payments. 

Moreover,  these  projections  are  optimistic. 
They  do  not  include  the  President's  request  for 
an  additional  $48  billion  for  the  military  and 
homeland  security.  They  do  not  include  a  pre- 
scription drug  program  for  Medicare,  promised 
by  both  the  President  and  Congress  and  a  high 
priority  for  voters.  They  do  not  include  funds  to 
cover  either  the  extension  of  expiring  tax  credits 
or  relief  from  the  individual  alternative  mini- 
mum tax  that  threatens  to  engulf  millions  of 
middle-income  taxpayers  over  the  next  10  years. 
And  they  rest  on  the  smoke-and-mirrors  premise 
that  all  of  the  Bush  tax  cuts  will  be  rescinded  in 
2010.  A  more  realistic  set  of  assumptions  would 
show  that  the  10-year  budget  surplus  has  al- 
ready vanished. 

What  are  the  policy  implications  of  this  re- 
markable reversal  in  the  nation's  fiscal  well-be- 
ing? First,  any  stimulus  package  to  ensure  the 
economy's  recovery  over  the  next  12  months 
must  be  small,  temporary,  and  targeted.  Ac- 
cording to  another  recent  cbo  report,  the  Re- 
publican proposals  championed  by  President  Bush 
fail  on  all  counts.  The  centerpiece  of  these  pro- 
posals— accelerating  the  reduction  in  marginal 
income  tax  rates,  scheduled  to  take  effect  be- 
tween 2004  and  2006— would  cost  $54  billion. 


Only  one-quarter  of  the  resulting  tax  relief  I 
occur  in  2002,  however,  and  all  of  it  would! 
the  top  30%  of  income-earners,  who  are[ 
less  likely  than  middle-  and  low-income  ea 
to  boost  spending  in  response  to  lower  ta| 

In  contrast,  the  Democratic  stimulus  pj 
recently  proposed  by  Senator  Tom  Dascr 
S.  D.)  is  limited  to  temporary  measures,  inc 
a  tax  rebate  for  low-income  families,  an  extl 
of  unemployment  benefits,  and  an  expand! 
credit  for  depreciation  on  new  invest™ 
These  measures  would  boost  demand  thisf 
without  deepening  the  long-run  budget  de 

The  disappearance  of  the  10-year  budge 
plus  means  that  the  Democrats  should  cha 
the  Administration  to  provide  not  just  <| 
year  but  also  a  long-term  budget  plan.  Coil 
and  the  American  people  have  the  right  tof 
how  President  Bush  proposes  to  restore  J 
discipline  while  enacting  his  tax  cuts, 
spending  on  the  military,  and  meeting  co| 
ments  to  a  growing  number  of  retirees. 

The  President  might  try  to  deflect  Den  J 
ic  calls  for  a  long-term  budget  reckoning  tl 
phasizing  the  huge  uncertainties  that  sur| 
long-run  budget  projections.  He  would 
valid  point,  but  not  an  excuse  for  inacticl 
Federal  Reserve  Chairman  Alan  GreenspJ 
vised  in  his  recent  congressional  testimony 
en  these  uncertainties,  the  Administrate  | 
Congress  should  devise  budgetary  rules- 
make  tax  cuts  and  spending  contingent  on  t| 
alization  of  specified  targets  for  the  budge 
plus  and  the  federal  debt.  Greenspan  offert| 
same  advice  in  last  year's  testimony,  but  it 
deaf  ears. 

A  heated  partisan  battle  over  budgetarj 
orities  will  shed  light  on  the  fundament 
ferences  between  Democrats  and  Republl 
Some  of  these  differences  revolve  arounl 
role  of  government.  Should  Social  Securil 
privatized?  Should  Medicare  offer  a  prescril 
drug  benefit  for  all  of  the  elderly,  or  will 
credit  to  purchase  private  drug  coverage 
fice?  And  some  of  these  differences  rel 
around  fairness.  Should  payroll  taxes  pal 
low-  and  middle-income  Americans  be  used! 
nance  scheduled  tax  cuts  for  the  wealthiest! 
who  receive  as  much  in  total  income  as  til 
maining  80%?  Finally,  these  differences  rel 
around  whether  the  federal  government  si 
pay  for  its  promises  or  rely  on  deficit  spel 
with  detrimental  effects  on  long-term  inil 
rates  and  economic  growth.  These  are  paj 
debates  worth  having  in  an  election  year. 
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RODUCTMTY:  GALLOPING 
)  THE  RESCUE  ONCE  AGAIN 

phenomenal  gains  will  propel  a  recovery  in  profits 


u.  s.  ECONOMY 


DUCTIVITY  DEVIATES 
OM  PAST  BEHAVIOR 


/ERAGE  OF 
PRIOR  4 


CURRENT 
RECESSION 


The  mess  at  Enron  Corp.  has 
forced  investors  to  put  the 
s  outlook  under  the  microscope.  Shareholders  are 
ied  that  the  disease  of  shady  accounting  may  have 
ted  their  own  portfolios.  As  of  Feb.  6,  the  Dow 
s  industrial  average  was  down  some  550  points 
early  January,  and  the  broader  indexes  are  off  7% 
ore. 

ie  profit  outlook,  however,  may  not  be  as  bad  as 
auge  sell-off  on  Wall  Street  would  indicate.  After 
he  Milquetoast  of  postwar  recessions  is  showing 
y  sign  of  yielding  to  recovery.  The  latest  data 
■  that  the  labor  markets  are  at  least  stabilizing,  as 
e  long-beleaguered  manufacturing  sector,  and  con- 
rs  are  still  hanging  in  there. 

But  rising  output  doesn't 
necessarily  lead  to  fatter  bot- 
tom lines — especially  not  in  to- 
day's economy,  where  pricing 
power  is  nil.  Companies  need 
to  produce  their  goods  and 
services  in  the  most  cost-ef- 
fective way  possible  in  order 
to  lift  their  profit  margins. 
What  Enron-obsessed  in- 
vestors are  missing  is  that  the 
most  important  key  to  the 
ings  outlook  in  2002  will  be  productivity.  And  right 
productivity  is  on  track  to  post  some  very  im- 
■;ive  gains  this  year. 

SE  ADVANCES  WILL  BUILD  on  productivity's 

omenal  performance  in  this  recession  (chart).  Mea- 
d  as  output  per  hour  worked  at  nonfarm  business- 

1  >ductivity  in  the  fourth  quarter  of  last  year 
ed  at  an  annual  rate  of  3.5%  from  the  third  quarter, 
,nng  its  annualized  growth  rate  during  the  past 
2  quarters  to  2.3%.  For  a  recession,  that's  startling, 
daily  since  the  average  showing  during  all  reces- 
i  of  the  past  50  years  has  been  -0.6%.  The  2001  re- 
on  was  the  first  in  postwar  history  in  which  pro- 
ivity  grew  in  every  quarter  of  the  downturn, 
ist  quarter's  productivity  surge  more  than  offset 
2.3%  quarterly  rise  in  compensation.  Note  that 

measure  of  compensation,  which  includes  stock 
>ns,  has  slowed  sharply  in  the  past  year  from  a 

rate  of  8.9%  a  year  ago,  most  likely  reflecting  the 
off  in  realized  capital  gains  from  such  options. 
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A  JANUARY  TURN 
IN  THE  JOB  MARKETS 
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▲  PERCENT  OF  INDUSTRIES  THAT  ADDED 

WORKERS  IN  THE  PAST  ONE  MONTH 

Data  DRI-WEFA 


As  a  result,  unit  labor  costs — the  compensation  re- 
quired to  produce  one  unit  of  output — dropped  1.1% 
last  quarter,  the  first  quarterly  decline  in  two  years. 
That  implies  profit  margins,  as  accounted  by  the  Com- 
merce Dept.,  stabilized  last  quarter.  The  growth  in  unit 
costs  slowed  in  every  quarter  of  2001.  In  a  business  cli- 
mate devoid  of  pricing  power,  that  means  companies 
have  acted  aggressively  to  stem  the  slide  in  their  profit 
margins.  For  this  year,  the  combination  of  strong  pro- 
ductivity growth  and  further  slowing  in  compensation  will 
continue  to  lift  margins  out  of  their  six-quarter  slump. 

In  fact,  2002  will  mark  a 
swing  in  the  pendulum  away 
from  household  incomes  and 
toward  corporate  profits.  Com- 
panies will  use  the  increased 
flexibility  of  labor  markets  to 
their  advantage.  That  edge  is 
evident  in  the  ongoing  shrink- 
age of  variable  pay  and  bonus- 
es, along  with  the  layoffs  in 
temps  and  other  contingent 
workers.  These  trends  are  the 
opposite  of  the  late  1990s'  experience  when  a  surging 
economy  tightened  job  markets.  That  boosted  workers' 
pay  above  even  the  solid  gains  in  productivity.  Conse- 
quently, costs  rose,  and  profits  were  squeezed. 

But  this  year  productivity  gains  may  well  outpace  the 
increases  in  compensation,  resulting  in  a  further  decline 
in  unit  costs.  That's  not  only  due  to  the  variable-pay 
factor  but  also  because  productivity  always  acceler- 
ates in  the  early  stages  of  a  recovery  Businesses  are 
slow  to  rehire  workers  when  demand  first  turns  around. 
Instead,  they  extract  more  output  from  existing  em- 
ployees and  lengthen  work  hours  to  fill  orders.  That  ef- 
fect will  probably  be  greater  in  this  recovery  as  busi- 
nesses try  to  keep  costs  down  in  order  to  boost  profits. 

BUT  WHILE  JOB  GROWTH  won't  come  roaring  back 
anytime  soon,  the  January  employment  report  offered 
some  signs  that  the  worst  is  over  in  the  labor  markets. 
Private-sector  payrolls  fell  by  84,000,  the  smallest  de- 
cline since  May.  Also,  the  Labor  Dept.'s  index  of  the 
breadth  of  job  gains  rose  to  50.1%,  the  highest  since 
March  (chart).  That  reading  means  that  as  many  com- 
panies added  to  their  payrolls  as  cut  them,  suggesting 
a  broad  firming  in  labor-market  conditions. 

Once  again,  manufacturing  accounted  for  all  of  last 
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month's  job  losses,  shedding  89,000  workers.  Still,  the 
factory  sector  is  on  the  mend.  Overtime  hours  rose 
for  the  second  month  in  a  row,  and  the  purchasing 
managers'  index  from  the  Institute  for  Supply  Man- 
agement increased  to  49.9%  in  January,  the  highest 
reading  in  YA  years.  That  reading  is  effectively  on  the 
50%  mark,  which  means  activity  in  manufacturing  is 
neither  rising  nor  falling.  And  rising  factory  orders 
continue  to  show  signs  of  future  strength. 

But  one  apparent  sign  of  labor-market  improve- 
ment— the  January  drop  in  the  unemployment  rate  to 
5.6%,  from  5.8%  in  December — is  misleading.  It  mainly 
reflects  the  vagaries  of  Labor's  seasonal-adjustment 
process,  which  caused  one  of  the  largest  monthly  de- 
clines in  the  workforce  on  record.  Many  businesses, 
especially  retailers,  did  not  add  as  many  workers  in  De- 
cember as  they  usually  do,  and  so  they  didn't  have  as 
many  to  lay  off  in  January. 

For  example,  the  jobless  rate  in  retail  and  wholesale 
trade  plunged  from  7.1%  to  6.3%,  and  the  rate  for 
part-time  workers  fell  from  5.6%  to  5.2%.  Look  for 
the  direction  to  reverse  in  February  and  for  the  un- 
employment rate  to  jump  back  up. 

THE  JOBLESS  RATE  is  likely  to  climb  higher  this  year 
as  cost  controls  limit  job  growth.  They  are  already  af- 
fecting wage  gains.  Yearly  growth  in  hourly  pay  of 
production  workers  has  slowed  from  a  peak  of  4.4%  last 


FRANCE 


September  to  4%  in  January.  Labor's  broader  e 
ment  cost  index,  which  covers  all  workers  and  ii 
both  wages  and  benefits  but  not  stock  optio 
slowed  similarly,  to  4.1%  in  the  fourth  quarter. 

The  big  plus  for  households, 
though,  is  that  real  wages  last 
year,  even  after  removing  the 
plus  from  cheaper  energy,  rose 
at  the  second-fastest  pace 
since  the  1960s.  The  fastest 
showing  was  in  2000  (chart). 
Credit  productivity  gains  for 
this  rise  in  household  pur- 
chasing power  even  though 
nominal  pay  growth  is  slow- 
ing. Companies  can  lift  com- 
pensation in  line  with  strong  productivity  growt 
out  putting  pressure  on  unit  costs.  And  inflation 
and  may  even  drift  lower.  That's  why  real  pay 
will  undoubtedly  post  another  good  increase  thi 

To  be  sure,  consumers  have  neither  the  financi 
er  nor  pent-up  demand  to  lead  the  recovery  with 
or  of  past  upturns.  But  the  point  here  is  that  a  pic 
productivity  growth  is  about  as  close  to  a  free  lu 
economics  as  you  can  get.  Both  wages  and  profi 
grow  this  year  without  pushing  up  inflation.  Anc] 
porate  America's  return  to  profitability  need  not 
solely  on  the  backs  of  the  U.  S.  workforce. 
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THE  SLUGGISH  ECONOMY  WILL  HAMPER  JOSPIN 


ike  many  government  officials       2.5%,  but  private  forecasters  see  a 
laround  the  globe,  Prime  Minis-     gain  of  only  1.3%.  Recent  data 


ter  Lionel  Jospin  of  France  is 
grappling  with  the  repercussions 
of  a  sagging  economy.  What  wall 
complicate  Jospin's  actions  is  the 
presidential  election 
set  for  May. 

France's  economy 
probably  did  not  grow 
in  the  fourth  quarter 
after  rising  0.5%  in  the 
third.  For  the  year, 
real  gross  domestic 
product  likely  rose  2%, 
the  slowest  pace  since 
1997.  Consumer  de- 
mand has  held  up  re- 
markably well,  thanks  to  tax  cuts 
and  lower  inflation.  But  capital  in- 
vestment and  exports  have  been 
hurt  by  the  global  recession. 

For  2002,  the  government  is 
forecasting  growth  of  2.25%  to 


CONSUMER  SPIRITS 
DARKEN  IN  JANUARY 
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support  the  more  cautious  out- 
look. In  January,  industrial  activi- 
ty weakened  further,  say  French 
purchasing  managers.  And  con- 
sumer confidence  last 
month  fell  for  the  first 
time  in  four  months 
(chart)  as  consumers 
worried  about  weak- 
ening labor  markets. 
Although  the  jobless 
rate  stayed  at  9%  in 
December,  it  has  been 
climbing  since  the 
spring.  And  the  num- 
ber of  unemployed 
rose  to  2.4  million  in  December, 
the  highest  level  in  almost  five 
years. 

The  weak  economy  could  ham- 
per Jospin's  possible  move  to  bol- 
ster his  Socialist  Party's  power  by 


running  against  President  Jacc 
Chirac  in  May.  First,  the  slow 
down — on  top  of  last  year's  t 
cuts — has  trimmed  revenues,  i 
result,  the  2001  government 
deficit  probably  totaled  1.4%  o: 
gdp.  For  2002,  economists  expe 
the  deficit  to  hit  2.1%  as  incres 
in  welfare  spending  boost  publ 
expenditures.  The  rising  fiscal 
ink  will  make  it  difficult  for 
Jospin  to  campaign  on  the 
promise  of  tax  cuts. 

Second,  the  government  is  b 
ing  blamed  for  the  rise  in  uner 
ployment.  A  survey  by  polling 
firm  BVA  showed  that  57%  of 
French  voters  describe  govern 
ment  economic  policies  as  "bad 
the  highest  reading  in  more  th 
a  year.  Clearly,  if  Jospin  wishes 
unseat  Chirac,  he  will  have  to 
turn  voter  sentiment — and  job 
prospects — around  quickly.     ■ 
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News:  Analysis  &  Commentary 


A  NEW  CREDIT 


CRUNCH 


Fears  about  shaky 
accounting  have 
all  sources  of 
credit  pulling  back 

When  the  economy  was  last 
struggling  to  come  out  of  a 
recession  more  than  a 
decade  ago,  it  was  held  back 
by  what  Federal  Reserve 
Chairman  Alan  Greenspan  described  as 
financial  headwinds.  Banks,  smarting 
from  a  string  of  loan  losses  from  a 
commercial  real  estate  boom  gone  bust, 
curtailed  credit  to  all  but  the  most  wor- 
thy. Rather  than  roaring  out  of  the  re- 
cession, the  economy  was  forced  to  fight 
its  way  through  a  credit 
crunch  into  a  tepid  recovery. 
Sound  familiar?  The  implo- 
sion of  Enron  Corp.  in  a 
mushroom  cloud  of  scandal 
has  profoundly  rocked  Americans'  per- 
ceptions of  financial  markets,  accounting 
practices,  and  corporate  ethics.  And  it 
has  led  to  a  fundamental  reassessment 
of  risk  throughout  the  economy  as  in- 
vestors, banks,  and  rating  agencies 
grapple  with  the  realization  that  profit 
statements  may  not  be  what  they  seem. 
All  that  heightened  doubt  is  leading  in 
one  direction:  costlier  credit  that  will 
put  a  crimp  in  corporate  spending  plans 
and  act  as  drag  on  growth  just  as  the 
recovery  is  getting  under  way. 

For  the  Federal  Reserve,  that  means 
holding  off  on  raising  interest  rates  as  it 
struggles  to  rev  up  the  economy.  For 
banks,  it  means  bracing  for  another  hit 
to  profits.  Bank  earnings  are  expected 
to  fall  10%  in  2002  as  bad  loans  eat  into 
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profits.  And  for  companies,  it  means 
treacherous  waters  in  which  any  hint 
of  trouble  could  threaten  to  capsize  the 
ship.  The  latest:  Shares  of  Computer 
Associates  International  in  Islandia, 
N.Y.,  tumbled  13.5%  on  Feb.  6,  after 
Moody's  Investors  Sendee  said  it  might 
downgrade  the  software  maker's  credit 
rating  because  of  ebbing  cash  flow. 

Worried  that  other  Enrons  are  lurk- 
ing in  the  shadows  and  stunned  by  the 
meltdown  of  such  high-profile  compa- 
nies as  Kmart  Corp.  Investors  are 
treading  cautiously.  They're  selling 
shares  of  former  highfliers  that  use  ac- 
counting gimmicks  they  don't  under- 
stand and  even  questioning  such  blue- 
chip  stars  as  General  Electric  Co.  (page 
34).  And  they're  demanding  that  many 
companies  pay  top  dollar  for  access  to 
debt  markets,  in  some  cases  forcing 
companies  to  turn  to  banks  for  even 
more  costly  cash.  A  prime 
example:  Tyco  International 
Ltd.  and  its  finance  arm,  cit, 
which  in  early  February  had 
to  tap  up  to  $14.4  billion  in 
credit  lines  from  its  banks  after  being 
shut  out  of  the  commercial-paper  mar- 
ket (page  35). 

But  banks  are  getting  stingier,  too. 
Stung  by  the  demise  of  Enron  and  oth- 
er high-profile  bankruptcies,  they're 
tightening  lending  terms  and  cut- 
ting off  companies  that  don't 
pass  muster.  "Banks  are  nerv- 
ous, investors  are  nervous, 
everyone's   nervous,"   says 
Howard  E.  Janzen,  ceo  of 
embattled  telecom  Williams 
Communications  Group  Inc.  in 
Tulsa,  which  is  in  heated  loan 
negotiations  with  its  banks. 

Throughout  the  boom  of  the 
1990s,  banks  stretched  lend- 
ing to  the  limit,  extend- 
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sh  to  companies  and  consumers 
rapid  pace.  Now,  this  aggressive 
g  is  coming  home  to  roost.  Bad 

at  big  commercial  banks  have 
d  nearly  30%,  to  more  than  $25 

according  to  the  Federal  Deposit 

ce  Corp.  Throughout  the  fourth 

of  2001,  lenders  warned  that 

vere  slashing  their  earnings  esti- 

to  write  off  bad  loans  and  take 
'es  against  bad  debt  through  2002. 
jeetBoston  Financial  Corp.,  the  cost 
1.2  billion.  J.  P.  Morgan  Chase  & 
pped  off  $807  million.  PNC  Finan- 
ervices  Group  Inc.  knocked  off 
nillion — then  subtracted  $155  mil- 
iore  after  the  Securities  &  Ex- 
e  Commission  advised  it  to  change 
•ounting.  In  the  first  half  of  2002, 
ommercial  loans  are  expected  to 
20%,  says  Salomon  Smith  Barney, 
lat  may  not  be  the  worst  of  it. 
gre's  also  the  credit  banks  have 

J  "ended  that  isn't  on  balance 
»ets — and  for  which  they  have  no 
serves.  Banks  have  nearly  tripled 
heir  off-balance-sheet  credit  lines 
since  the  last  recession,  to  about 
55  trillion  outstanding,  notes  Pru- 
itial  Securities  Inc.  analyst  Michael 
yo.  Banks  tack  these  lines  of  cred- 
hto  a  loan  to  sweeten  the  terms  of 
he  deal.  Generally,  they're  unused 
until  a  company  gets  in  trouble. 
A  As  if  that  weren't  enough, 
^  banks  have  heartily  em- 
braced another  off-bal- 
ance-sheet risk  in  the 
past  decade  that  analysts 
say  is  nearly  impossible  to 
quantify.  "Credit  deriva- 
tives" act  as  insurance 
for  a  company  that  in- 
vests in  a  corporate 
bond  or  loan.  If  the 
debt  goes  bad,  the 
company  that  issued 
the  derivative  pays 
the  debtholder. 

Banks,      including 
J.  P.  Morgan  Chase, 
Citigroup,       and 
Bank  of  America 
are  the  major  is- 
suers of  deriva- 
tives in  the  $1 
trillion  market. 


But  don't  expect  to  find  their  expo- 
sure on  the  balance  sheet.  Credit-de- 
rivative activity  is  generally  listed  in 
the  footnotes,  if  at  all.  The  downside 
can  be  brutal.  J.  P.  Morgan  Chase  sur- 
prised markets  when  it  said  in  mid-De- 
cember that  its  unsecured  exposure  to 
Enron  was  triple  original  estimates,  in 
part  because  of  credit  derivatives. 

When  you  add  it  all  up,  the  outlook 
could  be  grim  for  banks  and  their  bor- 
rowers. Expect  banks  to  play  cleanup 
well  into  2002.  That  means  many  will 
opt  to  lend  less.  Says  the  head  of  com- 
mercial lending  at  a  top  five  bank: 
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ket  in  recent  weeks  as  nervous  in- 
vestors cut  their  exposure  to  risky  com- 
panies with  questionable  accounting.  The 
junk-bond  market  has  been  smacked 
hard,  but  many  higher-rated  companies 
have  been  hit,  too.  According  to  Morgan 
Stanley  Dean  Witter  &  Co.,  on  aver- 
age, borrowing  costs  for  the  35  most 
active  investment-grade  corporate  bor- 
rowers jumped  by  over  a  quarter  per- 
centage point  in  early  February. 

Credit-rating  agencies  are  also  doing 
their  part  to  raise  the  cost  of  credit 
throughout  the  economy.  Even  before 
the  collapse  of  Enron,  they  were  ag- 
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"You're  going  to  see  banks  get  tougher 
on  terms,  loans,  and  prices."  Most  af- 
fected will  be  corporate  borrowers  that 
rely  on  the  same  sort  of  aggressive  ac- 
counting that  Enron  did — financial  en- 
gineering, a  steady  stream  of  acquisi- 
tions, or  off-balance-sheet  entities  to 
make  their  numbers.  But  even  conser- 
vative companies  could  be  hurt.  "We're 
concerned  that  the  general  credit  mar- 
ket will  tighten  up  more,"  says  Bruce 
W  Smith,  cfo  of  Atlanta-based  biotech 
Theragenics  Corp.  "Enron  is  just  put- 
ting further  pressure  on  large  banks 
that  already  feel  under  the  gun." 

Enron's  demise  has  sent  shock  waves 
throughout  the  financial  markets  as  well. 
The  multibillion-dollar  commercial-pa- 
per market  that  companies  use  to  raise 
short-term  money  had  already  shrunk 
by  a  third  last  year  as  investors  simply 
refused  to  finance  many  firms  deemed 
too  risky.  Now,  in  the  wake  of  Enron's 
collapse  and  growing  doubts  about  cor- 
porate accounting,  many  companies  still 
in  the  market  are  finding  they're  having 
to  pay  more  to  issue  commercial  paper. 
In  some  cases,  they're  paying  up  to  a 
quarter  percentage  point  extra. 

Enronitis  has  also  sent  borrowing 
costs  higher  in  the  corporate-bond  mar- 


gressively  slashing  corporate  credit  rat- 
ings as  the  economy  deteriorated. 
Downgrades  soared  to  record  levels  in 
the  fourth  quarter  of  last  year,  raising 
corporate  borrowing  costs. 

Now,  ratings  agencies  have  ratcheted 
up  their  oversight  even  further.  "We've 
accelerated  and  heightened  our  credit- 
review  process,"  says  Edward  Z.  Em- 
mer,  executive  managing  director  of 
Standard  &  Poor's,  which,  like  Busi- 
nessWeek, is  owned  by  The  McGraw- 
Hill  Companies.  s&P  is  spending  more 
time  looking  over  company  accounts  and 
broadening  its  review  to  include  cus- 
tomers and  competitors.  In  the  wake 
of  Enron,  ratings  agencies  are  also  pay- 
ing more  attention  to  equity  and  corpo- 
rate bond  prices  as  early  warning  signs 
that  a  company  may  be  in  trouble. 

This  wide  rethinking  of  risk  probably 
won't  send  the  economy  back  into  re- 
cession. But  the  post-Enron  environ- 
ment will  temper  growth  and  delay  the 
onset  of  a  full-fledged  expansion.  Just 
tack  it  on  to  the  growing  list  of  mi- 
graines that  Enron  has  wrought. 

By  Rich  Miller  in  Washington  and 
Heather  Timmons  in  New  York,  with 
Andrew  Park  in  Dallas,  Charles  Had- 
dad  in  Atlanta,  and  bureau  reports 
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GE:  MORE 

DISCLOSURE, 

PLEASE 


Investors  eye  GE  Capital's 
numbers  in  the  wake  of  Enron 

For  years,  the  hottest  product  at 
General  Electric  Co.  hasn't  been 
lightbulbs  or  even  aircraft  engines. 
It  has  been  money.  From  extending  al- 
most $2.5  billion  to  Xerox  for  equip- 
ment financing  to  getting  an  $84  mil- 
lion bout  of  indigestion  from  Enron 
Corp.  bonds,  GE  Capital  seems  to  have  a 
finger  in  almost  every  corporate  pie.  It 
has  even  dabbled  in  such  oddball  pur- 
suits as  car  auctions  and  pet  insurance. 
Many  think  its  next  target  could  be  err, 
the  financial  arm  of  troubled  Tyco  In- 
ternational Ltd.  "We  are  portfolio  man- 
agers driving  toward  double-digit 
growth,"  says  GE  Capital 
Corp.  Chairman  and  CEO  De- 
nis J.  Nayden.  "We're  also 
very  efficient  acquirers." 

Indeed.  Investors  credit 
this  business-gobbling  behemoth  with 
helping  its  parent  deliver  remarkably 
consistent  double-digit  earnings  growth. 
What  began  in  the  Great  Depression  as 
a  credit  operation  to  finance  refrigera- 
tors has  become  a  financial-services  gi- 
ant with  25  global  businesses.  It  boasts 
more  than  $425  billion  in  assets  and  ac- 
counted for  40%  of  ge's  $14.1  billion  in 
earnings  in  2001. 

But  in  the  wake  of  Enron's  collapse, 
investors  are  increasingly  unnerved  by 
how  tough  it  is  to  decipher  GE  Capi- 
tal's opaque  finances  and  the  impact  of 
its  voracious  acquisitions  drive.  Since 
Jan.  1,  the  confusion  has  helped  send 
shares  down  almost  15%,  to  $35,  though 
ge  Chairman  Jeffrey  R.  Immelt  man- 
aged to  stop  the  slide  on  Feb.  5  when 
he  reconfirmed  that  GE  would  hit  its 
17%-to-18%  earnings-growth  target  in 
2002.  "ge  isn't  a  faith  stock,"  Immelt  in- 
sists. "It's  a  performance  stock." 

Perhaps.  But  critics  say  there's  little  in 
the  way  of  specific  numbers  to  back  that 
up.  Currently,  the  unit  doesn't  break  out 
the  performance  of  its  businesses,  which 
range  from  credit  cards  to  insurance  to 
the  leasing  of  everything  from  jets  to 
trucks.  Instead,  they  are  consolidated 
into  five  categories,  so  details  -uch  as 
loan  reserves  and  losses  are  anyone's 
guess.  And  like  its  rivals,  GE  Capital  often 
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doesn't  give  information  on  the  size  of 
its  acquisitions  or  what  it  paid  for  them. 
Investors  also  complain  that  much  of 
the  information  the  unit  does  release 
isn't  timely  since  it  comes 
out  in  the  annual  report. 
And  because  it's  not  a  bank, 
operations  are  not  subject  to 
the  same  level  of  regulation 
as  other  financial  institutions.  Investors 
say  they  can't  even  tell  if  it's  true  that 
only  3%  of  GE  Capital's  business  comes 
from  financing  sales  of  ge's  industrial 
products,  as  the  company  claims.  "Dis- 
closure is  substandard,"  says  Brian 
James  of  shareholder 
Loomis,  Sayles  &  Co. 

True,  Immelt  releases 
more  numbers  than  his 
predecessor,  Jack  Welch. 
He  does  Webcasts  and 
offers  more  details  on  in- 
dividual units.  "We're 
trying  to  be  more  acces- 
sible and  clear,"  says  cfo 
Keith  S.  Sherin. 

But  ge  Capital  could 


The  Two  Faces  of  GE 


General  Electric's  financing 
unit,  GE  Capital,  has 
driven  the  company's 

revenue  and  profit  growth. 

Still,  its  margins  are  lower 

than  the  industrial  division 

AVERAGE  GROWTH  RATE  1991-2001* 
REVENUES 


day  finance  businesses  can  contin 
get  double-digit  earnings  growth 
out  an  undue  reliance  on  acquisi 
Most  comparable  rivals,  such  as 
group,  sport  rates  of  just  4%. 

Even  basic  measures  of  retur 
open  to  debate.  The  company  saj 
Capital's  return  on  equity  is  about  2L 
24%.  But  analysts  such  as  Robert  I 
man  of  Standard  &  Poor's  favor  adji 
for  the  unit's  high  debt-to-equity 
think  runs  at  8:1.  By  stripping  oi 
debt,  he  gets  a  return  of  5%.  And  I 
man  estimates  that  GE  overall  gei 
a  return  on  equity  of  just  9%, 
company's  debt-ini 
figure  of  27%.  GE 
out  that  its  debt 
par  with  other 
services  companies 
factored  into  the 
AAA  credit  rating. 
Still,    investo: 
they    can't   jud 
health   for   the 
"ge  has  more  en 
than  anybody  else,  1 


Geo 


INDUSTRIAL  4.7% 

do  a  lot  more.  Its  rev-  has  to  disclose  moi 

enue  and  profit  growth  ._."'_ .'..?:.?. avoid  being  lumpe 

have  vastly  outstripped  OPERATING  PROFITS*  with     companies 

its    industrial    business  INDUSTRIAL  9.1  don't,"  says  Rob  Pla 

over   the    past    decade.  p7p,Tfl|  «~'«  Morningstar  Inc.  Ga 

Nayden  says  its  earnings  .CAP!TAL. .!..?..". Wendt,  who  led  t) 

growth  comes  from  one-  ANNUAL  AVERAGE  1991-2001  nance  unit  from  191 

third  acquisitions,  one-  nocDATiur  uadoiuc**  1998>  says  tnat  "^ 

third    internal    growth,  E!™1"1  ™*J™ Capital  does  isn't  r 

and  one-third  productivi-  MUSIR!AL  _JM  science."  If  that's  tr 


ty  gains.  But  investors 
contend  that  it's  hard  to 
confirm  those  numbers. 
Many  also  wonder  how  a 
huge  collection  of  worka- 


CAPITAL 


10.3 


"Compounded  annually 
"Excludes  pension  gains 

Data:  Standard  &  Poor's 
Equity  Group 


shouldn't  take  a  n 
scientist  to  figure  oi 
books, 

By  Diane  Brai 
New 
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CO  LOOKING 
|A  FIRE  SALE? 

;onglomerate  is  scrambling  to  raise  cash  to  pay  its  debts 


.  lite  world  of  yacht  racing,  Tyco 
Irnational  CEO  L.  Dennis  Koz- 
i\d  is  known  for  his  ability  to  nav- 
I  rough  seas.  But  the  captain  of 
jca's  most  ambitious 
Imerate  has  never  faced 
)rce  winds  like  these. 

to  weeks  after  he  un- 

a  surprise  plan  to 
[up  Tyco  into  four  midsize  compa- 
linvestors  and  bondholders  alike 
jumping  ship  in  sheer  panic.  The 
jwas  sparked  by  fears  of  an  im- 
lg  cash  crunch,  after  Tyco  and  its 

arm,  cit,  announced  they  would 

ill  their  $13  billion  in  com- 
il  paper  for  more  ex- 
re  bank  debt.  Both 
[•en  effectively  shut 

the  commercial 
market — leav- 
l/en  big  fund 
|mies  saying 

shoot  first 
jsk  questions 

says  an  an- 
lit  one  insti- 
|al  holder. 
i       question 
■  whether  Koz- 

can  regain  con 
i  time  to  salvage 

underlying  value 
jk  a  small  step  in  that 
ion  on  Feb.  6,  announcing 

ther  than  waiting  for  a  public 
ig,  Tyco  will  spin  off  cit  to  share- 
's within  8  to  12  weeks.  And  it 
ove  even  sooner  if  it  gets  a  better 
from  one  of  its  potential  bidders, 
fly  General  Electric  Co.  That  news 
d  the  stock  $2.83,  to  $25.93— fi- 
ending  a  slide  that  sent  shares 
from  $59  on  Dec.  31.  Fears  about 

opaque  accounting  had  branded 
e  next  Enron,"  vaporizing  more 

0  billion  in  market  value. 

ccessful  spin-off  or  sale  of  cit  is 
d  to  head  off  a  potential  cash 
at  Tyco's  finance  arm.  The  com- 
$12.5  billion  in  commercial  pa- 
other  debt  obligations  coming 

t  through  June,  cit  says  that  be- 
an $8.5  billion  bank  line  it  tapped 

ut  $5  billion  more  in  securitization 
,  it  is  covered  for  five  months 

But  the  company,  which  was  the 
's  largest  independent  commercial- 
e  outfit  before  Tyco  bought  it,  has 
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enormous  financing  needs.  "There  is  less 
confidence  in  us,  and  that  poses  terrific 
issues,"  says  cit  ceo  Al  Gamper  Jr. 
Even  without  cit,  Kozlowski  still  must 
deal  with  a  mountain  of  debt 
left  over  from  the  $63  billion 
acquisition  binge  he  has  in- 
dulged in  since  1995.  As  of 
Dec.  31,  Tyco's  industrial  com- 
panies had  $28.3  billion  in  debt,  according 
to  Standard  &  Poor's,  up  from  just  $20 
billion  last  March.  The  swap  to  bank 
credit  should  cover  Tyco's  debt  obliga- 


tions for  the  next  year.  But  combined 
with  git's  similar  move,  it  also  will  cut 
earnings  up  to  $300  million  this  year, 
due  to  higher  interest  costs,  Kozlowski 
admits.  Worse,  it  signals  that  the  debt 
clock  is  ticking.  "They  have  diminished  fi- 
nancial flexibility,"  even  as  they  have 
more  than  $9  billion  of 
debt  still  coming  due  next 
year,   says   Cynthia   M. 
Werneth,  an  analyst  at 
s&p,  which  cut  Tyco's  debt 
rating  three  notches,  to 
BBB,  on  Feb.  4. 

Kozlowski  has  long 
argued  that  he  has  plen- 
ty of  cash  coming  in  to 
meet  Tyco's  ongoing  fi- 
nancial needs.  "There  is 

a  crisis  of  confidence,  but         Da{a:  Thomson  Financial  Securities  Data 
there  is  no  cash  crisis,"  Corp..  Bloomberg  Financial  Markets 


he  insisted  in  the  Feb.  6  conference 
call.  But  Tyco  likes  to  use  an  unusually 
generous  definition  of  cash  flow.  In  the 
fiscal  year  ended  Sept.  30,  it  reported 
$4.75  billion  in  "free  cash  flow."  But 
that  didn't  count  more  than  $2  billion  it 
spent  to  build  the  massive  Tycom  un- 
dersea global-telecom  network.  Sub- 
tract that,  and  Tyco  had  just  $2.5  bil- 
lion in  cash  flow,  figures  s&p's  Werneth. 
Nor  did  it  count  some  $900  million 
spent  on  "purchase  accounting  liabili- 
ties," or  acquisition-related  costs  such 
as  layoffs.  Subtract  those,  and  free  cash 
drops  to  just  $1.6  billion,  argues  Al- 
bert J.  Meyer,  an  analyst  at  David  W 
Tice  &  Associates  Inc.,  a  frequent  crit- 
ic of  Tyco's  accounting. 

Meyer  is  equally  skeptical  of  Koz- 
lowski's  claim  that  Tyco  will  generate  $4 
billion  in  cash  flow  this  year.  Kozlowski 
brandished  the  same  number  a  month 
ago,  while  predicting  Tyco  would  earn 
$3.70  a  share  this  year.  Yet  now  he  ad- 
mits    earnings     could 
come  in  450 — or  some 
$900  million— lower, 
due  to  higher  in- 
terest costs   and 
new  weakness  in 
its  depressed  elec- 
tronics unit. 
With    Tyco 
.**  unable  to  tap 
equity  or  debt 
markets,  Koz- 
lowski    has 
little  choice 
but  to  sell  off  his 
businesses.  After  err, 
the  next  to  go  will 
likely  be  Tyco's  plastics 
units,  which  make  every- 
thing from  garbage  bags  to 
coat  hangers.  "There's  an  awful 
lot  of  interest"  in  those  businesses, 
says  Kozlowski,  who  hopes  to  announce 
a  deal  by  spring.  Problem  is,  Tyco  is  in 
no  position  to  run  an  orderly  auction. 
And  given  the  bull-market  prices  it  paid 
for  many  acquisitions,  it  could  book  loss- 
es on  many  of  the  sales.  That's  particu- 
larly true  of  CIT,  for  which  it  paid  $10 
billion  last  June,  warns  Barry  B.  Ban- 
nister, a  Legg  Mason  Inc.  analyst.  An- 
other investment  banker 
says  Tyco  "won't  come 
close"  to  fetching  the  $3 
billion  Kozlowski  wants 
for  plastics.  "We  think 
it's   more  likely  a  fire 
sale"  wall  occur  now,  he 
adds.  Tyco  is  adrift  in  a 
MarkPt  Value  of  Tvco  Tc  steadily   pounding   sea, 

Mantei  vaiue  of  Tyco  Toaay     ^th  litt]e  letup  fa  sigM 

$^1    7  Kir  By       William       C. 

Symonds  in  Boston, 
with  Emily  Thornton  in 
New  York 


THINGS  AIN'T  WHAT 
THEY  USED  TO  BE 

Value  of  Tyco's  Acquisitions, 
1 996-2002 


$63.6 


billion 
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FIVE  WAYS  TO 
AVOID  MORE  ENRONS 


B  E YOND 

ENRON 


After  months  of  growing  concern 
about  accounting  issues  at  Enron 
Corp.  and  other  companies,  the 
national  debate  reached  a  fever 
pitch  on  Feb.  2  when  an  investigative 
committee  of  Enron's  board  released  its 
findings.  The  211-page  report  outlined 
in  numbing  detail  the  pervasive  ac- 
counting missteps  and  obfuscation  that 
hid  losses  and  debts,  enriched  insiders, 
and  inflated  earnings  by  almost  $1  bil- 
lion. The  next  day,  Enron's  former  audi- 
tor, Arthur  Andersen,  announced  that  it 
had  brought  in  former  Federal  Reserve 
Chairman  Paul  A.  Volcker  to  help  it 

clean  up  its  practices. 

In  the  days 
since,  congression- 
al hearings  have 
highlighted  the 
myriad  ways  Enron  cooked  its  books. 
Securities  &  Exchange  Commission 
Chairman  Harvey  L.  Pitt  has  reiterated 
his  calls  for  better  accounting.  Stocks 
such  as  Tyco  International  Inc.  and 
Computer  Associates  International  Inc. 
continued  to  get  hammered  for  prob- 
lematic bookkeeping.  "Very  fundamen- 
tally, our  whole  system  of  capitalism  de- 
pends on  investor  confidence  in  the 
financial  results  of  operations,"  says 
Robert  S.  (Steve)  Miller  Jr.,  ceo  of 
Bethlehem  Steel  Corp.  and  the  man 
who  was  brought  in  to  clean  up  Waste 
Management  Inc.  after  its  accounting 
blowup  in  1997.  "I  think  that  confidence 
has  been  brought  into  question." 

Lost  amid  the  table-pounding,  how- 
ever, is  the  fact  that,  long  after  the  last 
Enron  executive  has  pleaded  the  Fifth, 
investors  will  still  be  relying  on  the 
same  corporate  reports  that  utterly 
failed  them  at  Enron.  Unless  a  serious 
effort  is  made  to  make  those  state- 
ments clearer,  there  is  little  chance  of 
restoring  shareholder  confidence.  Doing 
so  will  be  particularly  tricky  today, 
when  the  complexity  of  business  is  in- 
creasingly turning  accounting  into  an 
art  of  estimation  and  judgment.  To 
make  those  judgments  credible,  audi- 
tors and  managers  need  to  work  hard 
to  restore  faith  in  their  basic  integrity. 


In  the  meantime, 
better  rules  would 
certainly  help. 
Here's  where  to 
start. 

Bring  hidden  liabili- 
ties back  onto  the 
balance  sheet 

■  It  was  the  disclosure 
of  billions  in  off-balance- 
sheet  debt  tucked  away  in 
"special  purpose  entities" 
(spes)  that  first  brought  En- 
ron's problems  to  the  fore. 
It  now  looks  as  if  many  of 
Enron's  hundred-odd  spes, 
entities  created  to  hide  po- 
tential losses  or  debt  from 
public  view,  were  not  han- 
dled properly.  But  even  the 
use  of  legitimate  SPEs  has 
been  a  source  of  debate  for 
close  to  30  years.  The  Financial 
Accounting  Standards  Board 
hopes  they  will  finally  have  rules 
in  place  by  the  end  of  the  year, 
but  today  the  group  remains  con- 
flicted about  how  to  solve  the 
thorny  issues  spes  bring  up.  "I  can 
describe  SPEs  that  definitely  should 
be  consolidated"  onto  their  sponsor's 
balance  sheet,  says  Tim  Lucas,  fasb's 
director  of  research.  "And  I  can  de- 
scribe spes  that  definitely  should  not. 
The  problem  is,  I  don't  often  see  either. 
Most  often,  they're  in  the  gray  area." 

Guiding  accountants  through  that 
gray  area  isn't  easy.  But  clearly  the 
current  rules — which  allow  companies 
to  remove  spes  from  their  balance 
sheets  if  they  can  find  an  investor  will- 
ing to  kick  in  just  3%  of  an  spe's  capi- 
tal— are  not  acceptable  to  investors. 
Upping  that  to  a  higher  fixed  percent- 
age, however,  is  not  the  best  answer, 
argues  New  York  University  accounting 
professor  Baruch  Lev.  To  Lev,  the  solu- 
tion is  to  focus  on  the  "essence  of  the 
economics  of  the  contract  as  opposed  to 
specific  rules,  which  seem  objective  but 
are  really  incredibly  easy  to  manipu- 
late." In  other  words,  instead  of  com- 
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things  that  matter 
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provided  too  much  wiggle 
thing  less  than  5%  or  10%  of 
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nce  and  thus  could  be  left 
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»  must  be  addressed  "qualita- 
ly  as  well  as  quantitatively," 
s  Bear,  Stearns  &  Co.  ac- 
iting  expert  Pat  McConnell. 

I  on  Feb.  4,  many  were 
:ed  by  revelations  that  indus- 
conglomerate  Tyco  had  made 
reds  of  acquisitions  totaling 
lion  over  the  past  three 

Because  each  purchase  was 
imall,  its  impact  was  consid- 
nmaterial.  Tyco  did  disclose 
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not  detail  them.  "Any  one 
on,  if  you  looked  at  it  in  iso- 
ight  not  be  material,  but 
need  to  look  at  is  the  entire 
ction,"  says  Lehman  Broth- 
counting  guru  Robert  Wil- 
ors  should  demand  that  com- 
>rt  even  the  smallest 
i  if  it  is  important. 


Jan.  9:  1155.14 

The  Justice  Dept.  confirms 
it  is  investigating  Enron 


List  the  risks  and  assumptions  built  into  the 
numbers 

■  This  is  something  SEC  Chairman  Pitt 
has  been  hot  to  do.  Pitt  wants  disclo- 
sure of  the  "three,  four,  or  five"  critical 
accounting  principles  at  every  company. 
Although  they  may  involve  ambiguity 
and  judgment,  the  principles  are  vital 

If  financial  statements 
aren't  made  more 
credible,  there  is  little 
hope  of  restoring 
investor  confidence 


to  a  company's  financial  status.  So  far, 
Pitt  hasn't  provided  much  detail  on  how 
businesses  would  accomplish  this  goal. 
As  the  Enron  scandal  snowed,  corporate 
guesstimates  can  play  a  big  part  in  cor- 
porate earnings:  Managers  there  esti- 
mated what  the  future  demand  for  their 
products  would  be  and  derived  current 
earnings  based  on  those  guesses.  This  is 
one  step  beyond  "mark  to  market"  ac- 
counting, whereby  financial  instruments 
are  valued  based  on  current  worth. 
David  F.  Hawkins,  a  Harvard  Business 
School  professor  and  Merrill  Lynch  & 
Co.  accounting  consultant,  calls  it  "mark 
to  model"  and  says  it's  "a  big  black  box 
for  investors  right  now."  He  would  like 
to  see  more  information  about  the  as- 
sumptions inherent  in  these  calculations 
in  a  footnote  to  the  financials. 

Standardize  operating  income 

■  The  mushrooming  of  so-called  pro  for- 


Jan.  28:  1133.06 

Proxy  shows  Tyco  paid  $20 
million  to  board  member  and 
his  favorite  charity  for  work  on 
Tyco's  largest  acquisition  ever, 
the  purchase  of  CIT 


ma  operating  earnings,  calculated  ac- 
cording to  each  company's  whim,  was 
an  issue  even  before  Enron's  collapse. 
To  get  more  uniformity,  Standard  & 
Poor's  has  put  out  a  proposal  for  what 
should  be  included  and  excluded  in 
these  operating-earnings  calculations. 
Last  fall,  PASB  put  the  topic  on  its 
agenda,  although  very  little  progress 
has  been  made  to  date.  Setting  up  a 
universal  formula  is  just  the  first  step, 
though.  Companies  also  must  provide 
enough  detail  to  show  what  they  added 
and  subtracted  from  gaap  net  income  to 
get  to  their  pro  formas. 

Provide  aid  in  figuring  free-cash  flow 

■  To  many  investors,  this  is  the  real 
bottom  line.  How  much  cash,  net  of  in- 
terest, and  other  obligations  will  a 
company  generate  in  the  future?  To- 
day, analysts  make  this  calculation 
themselves,  largely  by  extrapolating 
from  past  results.  But  some  are  now 
calling  for  additional  information  to 
make  the  calculation  easier.  "The  real 
question  is,  how  do  you  predict  the  fu- 
ture, and  who's  best  able  to  do  that?" 
says  Ed  Nusbaum,  ceo  of  accounting 
firm  Grant  Thornton  LLP.  Companies 
currently  are  reticent  to  provide  too 
much  information  about  the  future  for 
fear  of  being  sued,  Nusbaum  says,  but 
investors  are    calling  for  more  such 
data  in  the  section  of  the  annual  re- 
port entitled  "management  discussion 
and  analysis." 

What  investors  want  from  financial 
statements  is  a  clear  picture  of  corpo- 
rate performance.  Instead,  they  are  of- 
ten left  to  guess  at  information  that 
companies  should  readily  provide. 

With  Michael  Arndt  in  Chicago  and 
Susan  Scherreik  in  New  York 


Feb.  4:  1094.44 

Enron  special  committee 
report  condemning 
accounting  irregularities, 
together  with  Tyco  debt  re- 
financing, help  send  market 
down  2.5%  in  a  day 
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Jan.  22:  1119.31 

Tyco  begins  what  will  eventually  be  a 
45%  drop  after  announcing  plans  to  split 
up,  renewing  worries  about  its  mergers 


Feb.  6:  1083.51 
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By  Mike  McNamee 


401  (k)s:  WORKERS  NEED  EDUCATION,  NOT  HANDCUFFS 


Corporate  America  has  a  one- 
word  response  to  proposals  to 
reform  401(k)  retirement  plans: 
choice.  Regulate  401(k)s  to  prevent  a 
repeat  of  the  Enron  Corp.  meltdown, 
business  advocates  say,  and  you'll 
take  away  workers'  freedom.  They'll 
admit  that  thousands  of  Enron  em- 
ployees are  stuck  with  worthless 
stock.  But  no  matter.  "For  every 
heartbreaking  Enron  story,  there  are 
20  other  modest-income  people 
who've  become  rich  because  they  in- 
vested in  their  company's  stock," 
says  James  A.  Klein,  president  of  the 
American  Benefits  Council,  which 
represents  big  companies.  "We  don't 
want  that  choice  taken  away." 

That  would  be  great  if  the  current 
system  were  truly  built  around 
choice.  Trouble  is,  today's  401(k) 
plans  often  subvert  workers'  best  in- 
terests to  other  corporate  goals,  such 
as  creating  a  pool  of  captive  share- 
holders who'll  support  management 
and  resist  takeovers.  If  business  be- 
lieves what  it  says  about  employee 
empowerment,  it  will  stop  fighting 
President  George  W.  Bush's  modest 
401(k)  reforms.  His  proposal,  among 
other  things,  would  allow  employees 
to  sell  company  stock  after  three 
years  and  create  incentives  for  em- 
ployers to  hire  investment  advisers 
for  401(k)  savers.  Those  moves  would 
improve  workers'  options. 

Business,  though,  is  right  to  resist 
the  Democrats'  favorite  401(k)  fix, 
caps  on  company  stock.  Limiting 
company  stock  to  no  more  than  20% 
of  a  401(k)  account,  as  Senators  Bar- 
bara Boxer  (D-Calif.)  and  Jon  S. 
Corzine  (D-N.  J.)  propose,  would  be 
overkill  at  the  majority  of  companies 
that  match  401  (k)s  with  company 
stock,  because  most  such  firms  also 
have  healthy  traditional 
pensions.  Workers  should 
have  the  right  to  buy  com- 
pany stock,  after  all.  Caps 
would  punish  workers  at 
such  companies  as  General  Electric 
Co.  or  Microsoft  Corp.  whose  stocks 
have  outperformed  the  market. 

But  even  successful  companies 
have  no  right  to  twist  workers'  in- 
vestments to  meet  mana  rement's 
needs.  Take  the  reliance  on  employee 


stock  ownership  plans,  or  esops,  to 
match  worker  401(k)  contributions. 
Companies  establish  esops  because 
they  think  employee-shareholders 
work  harder,  or  they  want  a  block  of 
shares  beyond  raiders'  reach.  But 
those  reasons  have  nothing  to  do 
with  the  goal  of  401(k)s —  creating 
retirement  security.  And  esops  used 
as  401  (k)  matching  grants  are  by  def- 
inition narrow,  barring  workers  from 
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selling  stock  until  age  50.  Congress 
should  phase  them  out. 

At  the  minority  of  companies  that 
use  non-ESOP  shares  to  match  401  (k)s, 
workers  should  have  the  same  free- 
dom to  buy  or  sell  those  shares  as 
they  do  any  other  401(k)  investment. 
At  most,  companies  should  be  allowed 
to  limit  company  stock 
sales  for  a  year,  not  the 
three-year  hold  Bush  wants. 
Why?  Just  think  what 
most  portfolios  are  worth 
today  vs.  1999.  Three  years  is  clearly 
too  long  to  freeze  investment  choices. 
What  about  workers  who  load  up 
on  company  stock  with  then-  own 
money?  "Nine  out  of  10  employees 
believe  that  company  stock  is  actually 
safer  than  a  diversified  mutual  fund," 


says  Shlomo  Benartzi,  behavioral 
nance  expert  at  the  University  o' 
California  at  Los  Angeles.  These 
pie  need  education.  Companies 
shouldn't  bad-mouth  their  own  st 
But  they  shouldn't  be  able  to  pitt 
their  stock,  either.  Instead,  they 
hammer  home  diversification. 

The  same  holds  true  for  indep< 
ent  investment  advisers  that  con 
nies  hire  to  help  401(k)  participai 


HOW  TO  FIX  THEM 

Don't  let  companies  match 
401(k)  contributions  with  shares 
in  an  ES0P,  because  such  share1 
.  are  locked  up  until  age  50. 

Bar  companies  trom  requiring 
workers  to  buy  company  stock.  11 
a  company  gives  stock  as  a 

.  match,  allow  employees  to  sell 

■  year  after  vesting. 

"Educational  materials  and  pli 
statements  should  point  out  the* 
risks  of  concentrating  narrowly  i 
company  stock. 

Company-sponsored  invest-! 
ment  advisers  should  be 
k     required  to  assess  an  individn 
employee's  risk  ot  overconcen- 
1  tration  in  company  stock. 


Too  often  advisers  treat  company 
stock  as  untouchable.  Congress 
should  give  companies  more  incer 
tives  to  provide  advisers  but  reqi 
advisers  to  analyze  company  stoc 
like  any  other  investment  and  iss 
warnings  about  the  risks  of  an  ur 
healthy  concentration. 

Will  these  measures  prevent  an 
er  Enron  retirement  disaster?  In  i 
voluntary,  investor-directed  syster 
it's  impossible  to  prevent  employe 
from  making  mistakes.  Many  worl 
do  relish  the  freedom  and  control 
401(k)s  give  them.  But  freedom  to 
vest  should  mean  freedom  to  folio* 
your  best  interests — not  the  boss't 
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While  we  are  always  attuned  to  the  things 
that  find  their  way  into  our  automobiles,  were 
equally  concerned  with  the  things  that  don't 

Namely  pollution.  So  as  air 
makes  its  way  into  the  new 
LS  430s  cabin,  it's  filtered 
for  irritants  such  as  smog, 
pollen  and  dust.  And  when 
sensors  detect  certain  pollutants 
outside,  the  system  automatically  recirculates 
cleaner  interior  air  for  you  to  breathe. 

All  the  while,  the  climate-control  system, 
working  like  a  human  brain,  determines  where 
cooler  air  is  needed  and  dispatches  it  there. 


ALL  LUXURY  CARS  HAVE 


AIR  CONDITIONING. 

A  LEXUS  ACTUALLY 

CONDITIONS 
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But,  as  the  air  molecules  run  the  gauntlet, 
your  driving  experience  is  quite  the  opposite. 
The  Mark  Levinson®  Premium  Sound  System* 
is  tuned  to  your  ear.  The  Lexus 
DVD  Navigation  System* 
responds  to  your  voice. 
The  drivers  seat  heats  and 


cools +  you,  as  the  fragrance 
of  leather  permeates  the  air. 
Does  so  much  ado  about  things  like  air 
quality  make  us  obsessive?  Perhaps  it  does. 

But  if  we  dedicate  so  much  attention  to 
things  you  cannot  even  see,  imagine  what  we 
must  do  with  all  those  things  that  you  can. 


Can  an  automobile  delight,  comfort,  fascinate  and  energize  you? 
Take  lexus.com  for  a  test  drive.  The  Passionate  Pursuit  of  Perfection. 
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CORPORATE  GOVERNANCE 

UNLEASHING 
THE  WATCHDOGS 

Audit  boards  are  trying  to 
show  teeth.  It  won't  be  easy 

In  anyone's  list  of  culprits  in  the  En- 
ron bankruptcy,  the  board's  audit 
committee  appears  near  the  top.  Its 
poor  performance  underscores  some- 
thing audit  committee  members  have 
known  for  years:  They  have  the  most 
difficult  and  hazardous  job  on  any 
board.  As  boards  struggle  to  reform 
their  own  audit  committees  in  Enron's 
murky  wake,  they  face  a  truly  difficult 
task:  making  badly  needed  improve- 
ments to  an  audit-committee  system 
that  has  resisted  improvement  in  the 
past.  And  the  boards  need  to  do  so 
without  creating  unintended  new  prob- 
lems in  the  process. 

In  boardrooms  and  executive  suites 
across  Corporate  America,  Enron  has 
prompted  a  fundamental  rethinking  of 
how  audit  panels  are  recruited,  paid, 
and  expected  to  perform.  Audit  com- 
mittees' main  task  is  to  oversee  the 
external  audit  and  to  monitor  com- 
pany finances.  But  over  the  years, 
many  audit  panels  have  fallen 
down  on  the  job.  They  often 
sign  off  on  hiring  "independ- 
ent" auditors,  who,  in  fact, 
come  with  massive  conflicts 
of  interest,  including  mul- 
timillion-dollar consulting 
contracts  with  the  com- 
pany they're  supposed 
to    be    auditing.    And 
even  the  most  upstand- 
ing audit  panels  often 
fail     to     ask    the 
tough  questions. 

To  address 
those  problems, 
boards  are  consider- 
ing a  host  of  reforms. 
Tops  on  the  list  are 
more  frequent  meet- 
ings and  more  gener- 
ous pay  for  committee 
members.  Companies 
also  are  casting  the 
net  wider  in  hopes  of 
finding  topflight  finan- 
cial executives  willing 
to  serve  as  audit-com- 
mittee chairmen.  And 
they  are  beginning  to 
ask  directors  with  fi- 


nancial ties  to  the  company  to  step  aside. 

Will  such  changes  transform  these 
committees  into  corporate  watchdogs 
with  real  teeth?  That  will  be  tough  be- 
cause the  proposed  reforms  do  little  to 
address  the  problems — and  they  may 
even  create  new  ones.  Many  gover- 
nance consultants  now  suggest  that  the 
audit  committee  add  an  extra  two 
meetings  a  year,  for  example."  But 
that's  unlikely  to  be  enough 
to  improve  oversight  signifi- 
cantly, especially  at  compa- 
nies like  Enron  Corp.  or  Tyco 
International  Ltd.  with  huge- 
ly complicated  financials.  And  more  fre- 
quent auditor  committee  meetings 
would  do  nothing  to  solve  the  biggest 
problem:  "At  some  companies,  exter- 
nal auditors  feel  they  work  for  the 
chief  financial  officer,"  says  Bruce  R. 
Chizen,  ceo  of  Adobe  Systems  Inc. 
"That  should  change." 

Then  there's  the  issue  of  pay.  Given 
the  increased  amount  of  work  involved, 
compensation  experts  say  many  compa- 
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EYES  OPEN  AND  A  NOSE  FOR  TROUBLE 

How  boards  are  rethinking  their  audit  committees 
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job  are  scaring 
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committee 
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to  have 
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fill  vacancies, 
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seeking  CFOs 

Some  critics 

more  regular 

boosting 

and  other 

say  that  should 

meetings. 

compensation. 

financial  execs. 

end. 

nies  are  considering  paying  audit  I 
chairmen  an  additional  $5,000  on  [ 
the  $10,000  most  of  them  receivJ 
However,  that's  hardly  enough  of  I 
centive  for  busy,  talented  executil 
serve.  And  the  more  audit  comf 
members  are  paid,  the  more  the 
increase  from  the  inherent  confiitj 
exists  when  any  watchdog  is 
company  payroll. 

Recruiting  cfos  an| 
mer  chief  executives 
Five    accounting    firr 
serve  on  the  audit  col 
tee,  as  both  Adobe  Syl 
and  Accenture  Ltd.  have  donel 
more  promising  approach.  Who  bet) 
grill  auditors  than  someone  wh< 
it  for  a  living?  Unfortunately,  the 
only  so  many  of  these  folks 
around.  Assigning  the  audit  cor 
staff  of  its  own  or  making  the 
tee's    chairmanship  a  full-time  jolj 
other  alternatives  that  have  beer 
ing  currency  among  corporate 
place  the  audit  committee  on  a  si 
slope.  Give  the  audit  committee 
reaucracy,  a  budget,  a  salary,  and  I 
fits,  and  it  would  be  virtually  in^ 
guishable  from  management. 

So  do  companies  that  want  t| 

sure  that  their  audit  panels  get  til 

done  have  any  options?  The  best! 

to  start  would  be  insisting  that  ti| 

dit  committee,  not  the  cfo,  choos 

hire  the  outside  auditor.  And  com  I 

members  should  have  frequent  co] 

with  the  auditors — without  maj 

present — to     di| 

any  accounting  i| 

that  arise. 

Those     ml 
would    go    a 
way  toward  rrJ 
it  clear  who'f 
boss  when  it 
to  auditing.  Fij 
mentally,  though 
key  to  building 
cessful  audit  cor 
tee  lies  in  attrc 
directors  who 
enough  about  fin| 
to  ask  the  right 
tions    and    whol 
brave      enough! 
stand  up  to  the[ 
financial  officer! 
the  rest  of  mail 
ment  when  they 
something  fishy.l 
fortunately,  therl 
no    good    rules! 
achieving  that. 

By  Louis  Lc\ 
in  New  York 
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News:  Analysis  &  Commentary 


COMMENTARY 


By  Bruce  Nussbaum 


DON'T  BE  SO  FAST  TO  KNOCK  THE  U.S.  ECONOMY 


Perhaps  it  was  the  laughter  in  the 
lobby  of  the  Waldorf  Astoria  from 
a  group  of  German  businessmen 
that  first  signaled  how  much  U.  S.  cor- 
porate prestige  had  fallen  in  the  e; 
of  the  world's  elite.  Facing  two  tall 
banners  listing  the  World  Economic 
Forum's  strategic  corporate  partners, 
the  Germans  guffawed  as  they  point- 
ed at  Andersen,  Enron's  auditing  firm, 
and  chuckled  at  Global  Crossing  Ltd., 
the  broadband  telecom  company  sink- 
ing in  a  sea  of  accounting  irregulari- 
ties. Where  once  they  dominated  the 
doings  at  Davos,  U.  S.  companies  were 
the  subject  of  derision  at  this  year's 
Davos-on-the-Hudson,  held 
in  New  York. 

The  Nasdaq  meltdown, 
the  scandalous  failure  of 
Enron — the  poster  child 
for  deregulated,  asset-free 
companies — and  the  shock- 
ing comedown  for  high- 
tech  execs  combined  to 
tarnish  both  the  managers 
and  the  model  of  U.  S.  eco- 
nomic success.  Yes,  there 
was  a  certain  amount  of 
schadenfreude,  taking 
pleasure  in  others'  trouble, 
especially  among  Euro- 
peans who  thought  Ameri- 
ca's success  in  the  '90s  was 


PESSIMISM 


Sources  of  Vulnerability:  Thinking  the 
Unthinkable." 

Worse,  the  American  CEOs  them- 
selves were  spreading  pessimism 
about  the  prospects  for 
growth  in  the  year  ahead. 
Where  once  they  waxed 
eloquent  on  endless  possi- 
bilities, this  year  they  ex- 
uded worry.  The  teenies  were  the 
worst.  Nobel  laureate  (and  Business- 
Week Economic  Viewpoint  columnist) 
Gary  S.  Becker  asked  whether  the 
younger  techie  CEOs  who  hadn't  been 
through  a  business  cycle  before  might 
be  projecting  too  much  pessimism 


B  E YOND 

ENRON 


Some  great 

news  on  U.S.  productivity  emerged  at  the 

World  Economic  Forum,  but  most  missed  it 

AOL  TIME  WARNER'S  RICHARD  PARSONS  ADDRESSES  THE  CONFERENCE 


a  bubble  in  the  first  place.  There  was 
also  serious  unease  at  the  Waldorf  as 
to  what  truly  ails  Corporate  America — 
especially  from  those  who  have  sought 
to  emulate  the  best  of  the  U.  S.  free- 
market  economy.  Ironically,  some  great 
news  on  U.  S.  productivity  emerged  at 
the  wef,  but  most  missed  it. 

It  didn't  help  that  many  workshops 
reflected  the  angst  of  the  moment: 
"Global  Capital  Markets:  Stressed 
Out?";  "Anti-Americanism:  WhatV 
New,  What's  Next?";  and  "New 


from  their  recent,  and  only,  trauma. 
Becker  thought  fiey  might  be  under- 
estimating the  economic  recovery. 

Princeton's  Alan  S.  Blinder  agreed, 
saying  that  in  the  past  four  recessions 
people  w7arned  there  was  too  much 
capacity,  too  much  overhang,  and  that 
it  would  take  years  to  recover.  Then 
came  recoveries  and  it  all  disappeared 
rather  quickly.  He's  a  "V"  man,  by  the 
way — predicting  a  strong  recovery. 

Lost  in  the  fog  of  uncertainty 
about  the  U.  S.  economic  model  and 


the  depressing  patter  of  America] 
CEOs  was  plenty  of  evidence  for  o 
mism.  At  the  session  "Higher  Pro 
ductivity:  Old  Myth  from  the  New 
Economy?"  people  agrt 
the  U.  S.  had,  in  fact, 
achieved  major  success 
raising  productivity 
growth.  They  said  it's  r 
rising  at  2%  to  2}A%  annually,  up  fj 
1.4%  a  year  in  the  70s  and  '80s.  T| 
meant  the  U.  S.  economy  could  sa 
grow^  at  about  3%  a  year — good 
news.  But  few  heard  it  as  they  ra 
to  the  Four  Seasons  to  down  mar 
and  worry  about  bioterrorism. 

Also  lost  were  the  1< 
sons  from  a  workshop 
called  "ceo  Brainsto 
Leadership  in  Fragile 
Times."  Davos  particip 
from  Europe,  Asia,  tht 
Middle  East,  and  Latir 
America  gathered  aroi 
about  20  tables.  It  wrati 
stellar  cast  including  C 
los  Ghosn,  president  oi 
Nissan  Motor  in  Japan 
Azim  H.  Premji,  chain 
of  India's  Wipro  Techn 
gies;  Henning  Kagerm 
co-chairman  of  sap;  ant 
Arthur  Sulzberger  Jr., 
publisher  and  chairmai 
The  New  York  Times.  ' 
tables  were  given  one 
three  global  scenarios 
ranging  from  gloomy  t 
gloomier  to  gloomiest  and  told  to 
write  a  corporate  strategy  to  surv; 
and  prosper.  The  results  surprised 
One  strategy  emerged:  Bet  on  tec; 
nology,  outsource,  be  nimble,  build 
core  capabilities,  enter  new  marke 
Web-base  everything,  and  be  sensi 
to  global  forces.  Sound  familiar?  Tlj 
are  tactics  from  the  New7  Economy 
playbook  used  so  well  in  the  U.  S. 
My  guess  is  there  will  be  a  bit 
more  swagger  among  U.  S.  CEOs  ail 
more  confidence  in  the  U.S.  econoj 
w7hen  the  world's  elite  returns  to 
Davos  and  the  ski  slopes  of  Switz€ 
land  next  year.  Despite  the  anxiet; 
the  fundamentals  appear  sound. 

Nussbaum     is     Editorial     n 
Editor  and  a  Davos  regular. 
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News:  Analysis  &  Commentary 


COMMENTARY 


By  Howard  Gleckman 

BIG  SPENDING  WRAPPED  IN  A  FLAG 


Remember  the  old  days  of  budget 
surpluses?  That's  good,  because 
you  won't  see  them  again  for  a 
long  time:  President  Bush's  fiscal 
2003  budget  could  well  kick  off  a  tax- 
cutting  and  spending  spree  the  likes 
of  which  we  haven't  seen  since  the 
days  of  Ronald  Reagan.  Even  as 
Bush  is  proposing  nearly  $2 
trillion  in  new  initiatives 
and  tax  breaks  over  the 
next  decade,  Congress  is 
ready  to  trump  his  ideas 
with  costly  ideas  of  its  own. 

Bush's  budget  calls  for  a 
deficit  for  at  least  the  next 
three  years.  After  that,  the 
budget  would  be  back  in  the 
black,  but  only  because  he 
would  use  Social  Security 
payroll  taxes  to  fund  other 
programs.  "This  budget  will 
open  the  floodgates,"  says 
Robert  Bixby,  executive  di- 
rector of  the  Concord  Coali- 
tion, a  Washington  group 
that  backs  fiscal  discipline. 

While  the  President  has 
literally  wrapped  his  budget 
in  a  flag  cover,  only  about 
one-third  of  his  new  agen- 
da— roughly  $650  billion — is  directly 
related  to  the  war  on  terrorism.  An- 
other third  is  a  potpourri  of  other 
spending,  including  a  drug  benefit  for 
seniors,  a  big  boost  in  farm  subsidies, 
and  $70  billion  to  subsidize  the  cost 
of  health  insurance.  The  rest  repre- 
sents new  tax  cuts.  Most  would 
make  permanent  Bush's  2001  tax  re- 
duction, now  due  to  expire  in  2010. 

Although  the  Bush  agenda  will 
throw  the  nation  back  into  deficit,  it 
is  unlikely  to  recreate  the  fiscal  sink- 
hole of  the  1980s.  Bush's  tax  cuts,  in- 
cluding last  year's,  are  roughly  the 
same  size  as  Reagan's  1981  plan:  a 
bit  more  than  2%  of  gross  domestic 
product,  according  to  Brookings  In- 
stitution economist  Peter  R.  Orszag. 


BUSH'S  BUDGET- 
BUSTING  INITIATIVES 

ESTIMATED  COST  IN  BILLIONS  03-12 


But  his  war  on  terrorism  is  far  less 
costly  than  other  recent  conflicts. 
When  the  Gipper  came  into  office  in 
1981,  the  nation  was  spending  4.9% 
of  GDP  on  cold  war  defense.  Within 
five  years,  Reagan  had  pushed  that 
to  6.2%.  By  contrast,  in  2000,  the  na- 
tion was  spending  about  3%  of  GDP 


CAMOUFLAGE?  Bush  wants  money  for  more  than  defense 


on  the  military.  Bush  would  boost 
that  to  just  3.5%  in  2003. 

With  less  pressure  to  shift  spend- 
ing to  the  military,  lawmakers  will 
feel  they've  got  a  free  hand  to  spend 
for  their  own  priorities.  The  first  big 
skirmish  will  be  over  Bush's  '03 
agenda.  Congress  will  quickly  em- 
brace the  $5  billion  in  new  funding 
he  wants  for  homeland  security  in 
the  coming  year.  And  they  will  give 
Bush  most  of  the  $36  billion  in  new 
defense  money  he  wants  for  '03. 

The  real  struggle  will  be  over  the 
rest  of  the  budget.  Bush  wants  to 
hold  down  increases  in  all  other  pro- 
grams, from  the  Environmental  Pro- 
tection Agency  to  the  Education 
Dept.,  to  about  2%.  That  would  bare- 


ly keep  up  with  inflation.  And  sor 
Republicans  want  to  cut  more  dee 
than  that.  They  will  demand  a  ba) 
anced  budget  in  fiscal  '03,  instead 
the  $80  billion  deficit  Bush  is  em- 
bracing. Says  Senator  Jeff  Sessior 
(R-Ala.):  "I  am  concerned  that  we 
will  lose  the  high  ground  on  conta 
ing  spending." 

Still,  the  White  House 
doesn't  seem  very  worrie 
about  deficits.  And  Demc 
crats — along  with  many  } 
Republicans — have  a  dea 
mind.  They  will  accept 
Bush's  initiatives  if  he 
agrees  to  theirs.  The  like 
result:  a  frenzy  of  spendL 
all  cloaked  in  the  fog  of  v 

Conservatives  worry 
for  all  Bush's  talk  about 
smaller  government,  he  h 
been  a  fairly  enthusiastic 
spender.  Last  year,  he 
agreed  to  spend  more  for 
education  as  the  price  foi 
his  signature  schools  bill. 
He  has  already  embraced 
$70  billion  in  new  agricul 
tural  subsidies  pushed  by 
farm-state  legislators.  An 
despite  budget  director  Mitch 
Daniels'  tough  talk  about  slashing 
wasteful  spending,  Bush  would  kill 
just  a  handful  of  programs.  "Their 
rhetoric  is  refreshing,"  says  Chris 
Edwards,  director  of  fiscal  policy  i 
the  libertarian  Cato  Institute,  "but 
the  end,  they  step  back.  That  give 
the  wrong  message." 

So  does  Bush's  green  light  for  a 
new  round  of  tax  cuts  even  as  he 
proposes  spending  increases.  Osam 
bin  Laden  may  provide  convenient 
political  cover  for  a  spend-a-thon,  I 
the  war  on  terrorism  has  not  madt 
fiscal  discipline  irrelevant. 


Gleckman  covers  fiscal  policy  fr 
Washington. 
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THE  SEC  SLAPS 
CRITICAL  PATH 

THE  AFTERSHOCKS  FROM  ONE 

of  the  Internet's  biggest  ac- 
counting scandals  are  being 
felt.  The  Securities  &  Ex- 
change Commission  on  Feb. 
5  doled  out  fines  and  other 
reprimands  to  two  former 
Critical  Path  executives  who 
helped  orchestrate  fictitious 
transactions  for  the  onetime 
Internet  highflier.  Business- 
Week first  detailed  Critical 
Path's  accounting  violations 
(BW — Aug.  6),  which  includ- 
ed back-dating  of  contracts 
and  booking  revenues  from 
fictitious  contracts.  The  sec 
levied  a  $110,000  fine  on 
former  President  David 
Thatcher  and  banned  him 
from  serving  as  an  officer  or 
director  in  a  public  compa- 
ny for  five  years.  Former 
sales  exec  Timothy  Ganley 
was  fined  $105,900.  The  two 
men  now  face  criminal 
charges  from  the  U.  S.  At- 
torney's Office.  The  sec  says 
that  it  will  not  fine  Critical 


CLOSING    BELL 


DOUGHBOY  WOES 

General  Mills'  stock  price 
sank  10.59%  on  Feb.  6,  to 
43.55,  after  it  cut  earnings 
estimates  for  its  third  quarter 
ended  Feb.  28  and  fiscal 
2002.  The  culprit?  Trouble  in- 
tegrating Pillsbury — pur- 
chased in  November,  2001 — 
is  leading  to  an  estimated 
3%  to  4%  drop  in  volume  in 
the  current  quarter. 


FEB.  1,  '02  FE8.  6 

Data:  Bloomberg  Financial  Markets 


Path  but  will  continue  to 
investigate  other  former  ex- 
ecutives. 


BUSH  SCOLDS 
FANNIE  AND  FREDDIE 

IT'S   A   CATCH-22   FOR   FANNIE 

Mae  and  Freddie  Mac,  the 
government-sponsored  enti- 
ties created  by  Congress  to 
assist  in  home  financing.  In 
response  to  criticism  from  the 
Housing  &  Urban  Develop- 
ment Dept.,  the  companies  in 
recent  years  have  reached 
out  to  low-income  home  buy- 
ers by  financing  subprime 
loans.  But  in  its  fiscal  2003 
budget,  the  Bush  Adminis- 
tration chastised  Fannie  and 
Freddie  for  their  increasing 
exposure  to  subprime  loans, 
which  tend  to  be  riskier  than 
conventional  mortgages.  Fan- 
nie and  Freddie  officials  say 
the  concern  is  unfounded, 
since  nearly  all  of  their  sub- 
prime  loans  are  bought  with 
credit  guarantees  from  the 
lender. 


WIRELESS  STOCKS 
DISCONNECT 

SEVERAL  WIRELESS  OPERATORS 

in  the  U.S.  watched  their 
shares  plummet  to  near  lows 
after  reporting  lackluster 
fourth-quarter  growth  and  in- 
dicating that  their  new-sub- 
scriber growth  will  slow 
down  considerably  during  the 
coming  months.  On  Feb.  5, 
shares  of  Nextel  Communi- 
cations tumbled  25%,  while 
Sprint  PCS  lost  20%  and  AT&T 
Wireless  fell  3%.  Sprint, 
which  had  been  signing  up 
new  customers  at  a  sizzling 
pace,  said  on  Feb.  4  that  it 
expects  3  million  new  sub- 
scribers in  2002.  That's  down 
from  an  earlier  forecast  of  at 
least  3.6  million.  The  number 
of  new  customers  across  the 
cellular  industry  sank  9% 
during  2001,  according  to 
Bear  Stearns,  and  is  expected 
to  drop  11%  this  year  to 
about  19  million. 


HEADLINER:   CARLY    FIORINA 


CATCHING  THE  BIG  M0 


JUST  WEEKS  AGO,  HEWLETT- 

Packard's  $24  billion  ac- 
quisition of  Compaq  Com- 
puter seemed  to  have 
no  chance,  given 
opposition  from 
founding  family 
stockholders  and 
foundations.  But 
hp  ceo  Carly 
Fiorina  may  now 
have  momentum 
on  her  side.  On 
Feb.  5,  she  claimed 
HP  had  "more  than  suffi- 
cient" votes  to  win.  The 
next  day,  HP  set  the  share- 
holder vote  on  the  merger 
for  Mar.  19. 

What  changed?  HP  has 
provided  investors  with  a 
clearer  picture  of  how  the 
companies  would  fit  to- 
gether. And  HP's  Feb.  4 
news  that  it  would  beat  its 


quarterly  earnings  esti 
mates  has  increased  in 
vestor  confidence  in  Fil 
na.  Then  there  arl 
Fiorina's  power^ 
persuasion.  "I 
time  I've  het 
her,  I've  hes 
stronger  and  | 
better  argu- 
ment," says 
Hirsch,  an  am 
with  American 
press  Financial. 
What's  more,  Fiorina 
winning  support  from 
those  who  fear  the  unci 
tainty  if  she  loses  a 
steps  down.  Says  Ke\ 
Rendino,  a  portfolio  im 
ager  with  Merrill  Lyncj 
"Sometimes  the  devil 
know  is  better  than  th^ 
devil  you  don't  know." 
Peter  Bur  \ 


AMERICA,  LAND  OF 
THE  WEB  SURFERS 

AMERICA,   YOU'RE   ONLINE. 

According  to  U.S.  Census 
data  released  on  Feb.  5,  more 
than  half  of  all  households 
and  more  than  half  of  all 
Americans  are  connected  to 
the  Internet.  As  of  last  Sep- 
tember, 54%  of  the  popula- 
tion, or  143  million  Ameri- 
cans, were  using  the  Net. 
Not  surprisingly,  kids  had  the 
highest  rate  of  computer 
use — 90%  of  children  between 
the  ages  of  5  and  17  use  com- 
puters at  home  and  school. 
Web  use  is  increasing  fastest 
in  single-parent  households: 
Usage  rate  has  gone  from 
15%  to  45%  in  five  years. 

GENERAL  RE  LOSSES 
BUFFET  BERKSHIRE 

WARREN  BUFFETT's  BERKSHIRE 

Hathaway  warned  that  its 
fourth-quarter  earnings  will 
take  a  hit,  due  to  an  under- 


writing loss  of  $1.27 
from  its  reinsurance  cor 
General  Re.  This  is  th 
ond  straight  quarter  th 
Omaha  conglomerate's 
ings  have  been  hurt  \ 
insurance  losses.  Last 
it  was  a  $2.2  billion  lose 
September  11.  Now,  Gt 
Re  has  increased  its 
from  the  World  Trade 
ter  disaster  by  $170  n 
Still,  there  has  been  a 
to  improve  insurance  i 
writing  standards  at  G* 
Re,  which  changed  ma 
ment  on  Oct.  1,  when  J 
Brandon  became  ceo. 


ETCETERA... 


■  The  Houston  Astros 
to  end  their  stadium-n; 
agreement  with  Enron. 

■  Stock  exchanges 
proposing  tighter  disci 
and  conflict  rules  for  an; 

■  JetBlue,  one  of  the 
successful  startups  in  i 
history,  plans  to  go  put 
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Having  evolved  beyond  traditional  business  intelligence 
applications,  Brio  Softwate  helps  dtive  business  perfotmance 
by  aligning  an  otganization's  resources  with  its  business 
goals.  Using  existing  enterprise  information  systems,  Brio 
solutions  enable  you  to  establish  key  performance  indicators, 
evaluate  organization-wide  achievement,  and  empower  your 
workforce  at  every  critical  moment  of  performance. 


Compatible  and  easy  to  use,  Brio's  performance-driven 
applications  will  turn  your  analytics-bound  organization 
into  a  dynamic  enterprise  that  knows  how  to 
Act  with  Intelligence. 

If  you're  ready  to  take  action,  call  1-877-BUY-BRIO 
or  visit  www.brio.com 
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Washington  Outlook 


BY  RICHARD  S.  DUNHAM 


THE  WHITE  HOUSE:  TOO  SUCCESSFUL 
FOR  ITS  OWN  GOOD?  

hold  confidential  meetings  to  shape  policy  without 
later  public  disclosure.  "It's  not  only  important  for  us, 
Administration,  it  is  an  important  principle  for  futu| 
ministrations,"  Bush  told  reporters  on  Jan.  28. 

The  fight  could  be  costly  for  the  Bushies.  "There  i| 
justification  to  their  argument,"  says  University  of  \| 
government  professor  Larry  J.  Sabato.  "But  there  ar| 
ty  of  people  in  the  political  graveyard  who  made  gooc 
ments  for  losing  propositions."  Even  GOP  insiders 

clash  as  a  public-relations  nightmare  tl 
highlight  ties  to  corporate  fat  cats, 
should  go  ahead  and  release  the  Cheney| 
says  one  outside  adviser  to  the  White 
"The  longer  they  wait,  the  more  distij 
this  will  get." 

Indeed,  a  Jan.  24-27  ABC  News/Wixs//| 
Post  poll  indicates  that  70%  of  Americ 
the  President  to  disclose  all  contacts  wil 
ron.  "The  perception  that  the  Administr  I 
hiding  something ...  reinforces  the  publif 
that  [it]  is  too  close  to  Big  Business.) 
Trinity  College  political  scientist  Diana 

The  White  House  offensive  to  reversj 
it  sees  as  an  erosion  of  Presidential 
doesn't  stop  with  stonewalling  on  the  (I 
task  force.  Recess  appointments  of  Labo  f 
-         •  solicitor  Eugene  Scalia  and  Assistant 
tary  of  State  Otto  Reich  are  the  start  of  a  drive  to  strtl 
the  confirmation  process.  And  expect  more  initiatives  [ 
ecutive  order,  like  the  end  run  around  Congress  that  | 
the  volunteer  Citizen  Corps  on  Jan.  30. 

White  House  strategists  "are  acting  in  a  way  that  J 
they  have  learned  nothing  from  history,"  warns 
University  historian  Allan  J.  Lichtman.  In  fact,  the  I 
dent,  baskinwg  at  84%  in  the  polls,  seems  to  relish  thj 
And  Congress  looks  ready  to  make  his  day. 

With  Lee  Walczak  and  Paul  Magvl 


These  are  days  of  bold  pronouncements  by  the  Bush  White 
House.  Fresh  from  routing  the  Taliban,  George  W  Bush 
now  has  an  "Axis  of  Evil"  in  his  crosshairs.  And  his  macho 
style  is  increasingly  evident  closer  to  home.  With  his  popularity 
at  near-record  levels,  Bush  seems  to  be  almost  itching  for  a 
showdown  over  Congress'  demand  that  he  disclose  which  in- 
dustry executives  met  with  Vice-President  Dick  Cheney's  en- 
ergy task  force.  And  after  months  of  delay  tactics  by  Senate 
Democrats,  the  Administration  is  bypassing  Congress  through 
executive  orders  and  recess  appointments  of 
controversial  nominees — something  Republicans 
criticized  Bill  Clinton  for  doing. 

How  over-the-top  are  the  Bushies?  With  the 
midterm  election  campaign  under  way,  Bush 
political  mastermind  Karl  Rove  told  the  Re- 
publican National  Committee  on  Jan.  18  that 
the  party  should  capitalize  on  the  President's 
handling  of  the  war  and  homeland  security — 
sparking  a  furious  reaction  from  Democratic 
allies  in  the  war  on  terror.  And  on  Feb.  4, 
Budget  Director  Mitch  Daniels  said  New  York 
lawmakers  are  in  a  "money-grubbing  game" 
to  win  post-September  11  federal  assistance — 
a  comment  for  which  he  later  expressed  regret. 
Is  this  combativeness  evidence  that  success 
is  going  to  the  Administration's  head?  "They 
have  to  guard  against  hubris,"  warns  a  GOP  '        ~      ~ 
operative.  Such  behavior  has  tripped  other  high-flying  Pres- 
idents, from  Nixon  to  Clinton.  "Sometimes  you  believe  you're 
Master  of  the  Universe,  and  you  lose  your  common  sense," 
says  ex-Clinton  Chief  of  Staff  John  D.  Podesta. 

Bush  is  already  paying  a  price  for  refusing  to  disclose  the 
extent  of  Enron's  contacts  with  White  House  officials  and  in- 
dustry input  in  the  formulation  of  energy  policy.  The  Presi- 
dent insists  that  he  is  simply  trying  to  reclaim  Executive 
Branch  powers  ceded  to  Congress  since  Vietnam  and  Water- 
gate. He  argues  that  Administration  officials  have  a  right  to 


CHENEY:  Mum  on  Enron 


CAPITAL  WRAPUP 


COSA  NOSTRA  INC. 

►  The  Enron  scandal  has  given  mo- 
mentum to  legislation  that  would  sub- 
ject corrupt  execs  to  federal  racketeer- 
ing charges.  The  Private  Securities 
Litigation  Reform  Act  of  1995,  passed 
over  Bill  Clinton's  veto,  limited  securi- 
ties lawsuits  and  banned  investors 
from  suing  under  the  Racketeer  Influ- 
enced &  Corrupt  Organization  Act, 
better  known  as  Rico.  Representative 
John  Conyers  Jr.  (D-Mich.)  is  leading 
the  new  charge  to  subject  corporate 
conspirators  to  treble  damages  in  civil 


actions.  While  business  lobbyists  have 
fought  off  previous  attempts  to  rescind 
the  ban,  they  fear  the  Enron  firestorm 
has  changed  the  ( quation. 

TIDE  TURNS  ON  TERM  LIMITS 

►  The  term-limits  movement,  which 
boomed  in  the  throw-the-bums-out 
heyday  of  the  Gingrich  Revolution,  is 
on  the  defensive.  Idaho,  the  nation's 
most  Republican  state,  on  Feb.  1  be- 
came the  first  to  repeal  its  limits. 
Many  of  Gingrich's  former  House  GOP 
troops  have  retracted  personal  pledges 
to  leave  Washington  after  six  or  eight 


years.  Why?  With  Republicans  fig| 
to  keep  control  of  the  House,  pari 
leaders  believe  that  incumbents,  ^1 
their  proven  fund-raising  skills,  n| 
stronger  candidates  than  newcom| 

HAB LAMPS  ESPANOL 

►  In  its  latest  attempt  to  woo  L;| 
voters,  the  Republican  National  (| 
mittee  has  agreed  to  pick  up  the 
for  state  party  chairmen  and  spoil 
people  who  want  to  learn  Spanisll 
operatives  in  key  swing  states  wil 
take  a  10-day  Spanish  immersion  [ 
course  at  Berlitz  in  Washington. 
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network  is  our  job. 

Making  it  even  better 


is  our  obsession. 
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Onve  responsibly. 
Call  with  care,     j 

claim  based  on  industry  reports  otcarrier-operated  and  managed  covered  population. 


No  wonder  more  people  in  more 
places  choose  Verizon  Wireless  than 
any  other  network  in  America. 

Why  are  we  constantly  testing  our  service? 
Why  are  we  always  working  to  improve  our 
network?  Because  we're  out  to  make  sure 
your  call  goes  through  no  matter  where  you 
go.  We  already  cover  more  towns,  cities,  and 
places  than  anyone  else  and  connect  more 
people -29  million  and  growing -than  any 
other  wireless  network  in  America.  But  that's 
not  good  enough.  We  won't  rest.  We  won't 
stop  building.  We'll  just  keep  growing,  giving 
you  a  better  wireless  network  every  day. 

And,  as  always,  you  can  count  on  us  for  great 
values,  the  latest  products,  and  24/7 
customer  service.  So  come  discover  how 
Verizon  Wireless  can  work  for  you. 

1.800.2  }OI N  IN 

verizonwireless.com 


Vetl  OHwireless 

We  never  stop  working  for  you.3 


International  Business 


ENERGY 


RUSSIA'S 

ENRON 


Gazprom  and 
Pricewaterhouse- 
Coopers  are 
coming  under  fire 

As  financial  scandals  go,  this  one 
has  everything.  A  Big  Five  ac- 
counting firm  accused  of  overlook- 
ing wildly  improper  deals  in  its 
probes  of  a  client's  books.  A  client  that's 
one  of  the  country's  biggest  energy  com- 
panies and  is  now  a  symbol  for  the  evils 
of  crony  capitalism.  The  amounts  in- 
volved? Billions  and  billions.  There's 
more:  leaked  documents,  infuriated 
shareholders,  threatened  lawsuits.  Even 
the  President  of  the  country  is  angry. 

Only  one  thing.  We're  not  talking 
about  Enron  Corp.  No, 
the  company  at  the 
center  of  this  nasty 
tale   is   Gazprom, 
the  biggest  compa- 
ny in  Russia,  with 
sales  of  $20  billion 
in  2001,  and  one  of 
the  largest  energy 
producers     on     the 


BROWOER: 

Considering 

legal 

action 


planet,  with  reserves  six  times  the  size 
of  Exxon  Mobil  Corp.'s.  The  auditor  is 
PricewaterhouseCoopers,  the  world's 
largest  accounting  firm.  PwC  has  been 
signing  off  on  Gazprom's  books  since 
1996,  and  fed-up  shareholders  say  it  is 
high  time  to  give  the  job  to  someone 
else.  Thus,  Gazprom  and  PwC  are  at 
the  center  of  a  tempest  whose  resolu- 
tion could  decide  whether  corporate 
governance  ever  takes  root  in  Russia. 
Unlike  Enron,  Gazprom  is  not  going 
bankrupt.  But  as  with  most  stories  in- 
volving Russia  Inc.,  its  tale  is  complex.  In 
a  nutshell,  outsider  shareholders  accuse 
PwC  of  conducting  dangerously  lax  audits 
of  Gazprom,  sheltering  management  from 
scrutiny  over  many  questionable  deal- 
ings. Longstanding  perceptions  that  in- 
vestors were  not  being  told  the  truth 
about  the  company's  financial  position 
have  kept  the  stock  price  severely  de- 
pressed. Although  its  assets  dwarf  those 
of  ExxonMobil's,  and  despite  a  recent 
runup  in  the  stock,  Gazprom's  market 
capitalization  is  only  a  twentieth  of  the 
U.  S.  energy  giant's.  "PwC  missed  egre- 
gious transactions  that  were  obvious  to 
everybody  else  and  hurt  shareholders," 
says  Moscow  fund  manager  William  F. 
Browder,  a  37-year-old  former  Salomon 
Brothers  investment  banker  whose  Russ- 
ian investment  fund,  Hermitage  Capital 
Management,  has  been  buying  Gazprom 
shares  since  1996. 

Gazprom,  renowned  for 
its  secrecy,  is  difficult  to 
audit.  Despite  the  ap- 
parent obstacles  that 
PwC  faced  in  getting 
information,   the   firm 
continued  to  sign  off  on 
the  books  anyway,  says 
Gazprom  independent  di- 
rector Boris  Fyodorov, 
the  former  Finance  Min- 
ister who  now  runs  in- 
vestment    banking     firm 
United    Financial    Group. 
Why?  To  keep  the  account,  he 
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says.  "If  an  auditor  knows  it  can' 
a  proper  review,  then  it  is  just  d( 
for  the  money,"  says  Fyodorov. 

Gazprom  won't  comment.  Pw( 
professional  rules  and  its  own  p 
prohibit  it  from  discussing  cliei 
commenting  on  its  work  for  cl 
One  Moscow  partner,  however,  sa, 
firm's    critics    lack    PwC's    gra 
Gazprom's  inner  workings.  Nor 
less,  Gazprom  shareholders  will 
in  June  whether  to  retain  PwC 
ditor.  And  everything  is  coming 
boil  right  now  because  of  a  confk 
document  floating  around  M<  S( 
copy  of  which  was  obtained  by 
nessWeek.  It's  a  review  of  PwC  r 
diting  of  Gazprom  that  PwC  itsel 
ducted  last  year — and  which  esse! 
finds  nothing  wrong  with  the  M< 
office's  work. 

PwC  won't  comment  on  the  r« 
But  Browder  and  others  who 
seen  the  document  are  up  in  arrru 
its  findings.  Browder's  running 
board  seat  at  Gazprom  on  a  pla 
of  firing  PwC.  Browder  is  also  e.\j 
with  Wall  Street  law  firms  the 


m 


of  launching  a  class-  BIG  PRESENCE:  Price- 
suit  against  PwC  in  waterhotiseCoopers' 

J.  S.  on  behalf  of  in-  Moscow  headquarters 

-s  in  Gazprom  Ameri- 


Kremlin  let  ceo  Rem 
Vyakhirev  run  Gazprom  as 
his  fiefdom.  Then  last  year 
Putin  ousted  Vyakhirev  and 


ipositary  receipts.  The  hook  would 
at  investors  bought  the  adrs  on 
isis  of  flawed  audit  opinions. 

may  yet  find  a  key  ally  in  his 
to  oust  PwC:  The  Russian  gov- 
nt,  which  owns  a  38%  stake  in 
ompany.  President  Vladimir  V. 
himself  is  skeptical  about  the  ac- 
t  of  the  company's  reports.  "We 
enormous  amounts  of  money  were 
ent,"  Putin  told  reporters  in  June. 

government  has  not  tipped  its 
about  the  vote  on  PwC.  But  Putin 
is  ministers  are  increasingly  un- 

with  the  failure  of  auditing  firms 
;ntify  misspending  and  improve 
>arency  at  Gazprom  and  other  mo- 
es  in  which  the  government  still 
ig  stakes.  "Auditors  have  been 
ng  on  behalf  of  management 
•  than  shareholders,"  says  Andrei 

onov,  a  deputy  minister  at  Rus- 
linistry  of  Economics. 

r  the  past  decade,  though,  the 


replaced  him  with  an  aide,  Alexei 
Miller,  charged  with  cleaning  things  up. 

Right  now  it's  PwC  that's  in  the  hot 
seat.  The  focus  is  the  review  the  auditor 
did  for  the  Gazprom  board  last  year  on 
ties  between  Gazprom  and  Itera  Hold- 
ing Ltd.,  a  Moscow-based  gas  producer. 
Suspecting  that  Gazprom  management 
was  using  Itera  as  a  front  for  the  im- 
proper transfer  of  assets,  a  shareholder 
faction  led  by  Browder  sought  to  en- 
gage Big  Five  auditor  Deloitte  & 
Touche  to  investigate  Gazprom-Itera 
transactions.  Gazprom  management  was 
dead  set  against  bringing  in  Deloitte  & 
Touche,  says  Fyodorov.  According  to 
PwC  sources,  even  some  senior  part- 
ners in  the  firm's  Moscow  office  argued 
that  any  self-review  would  lack  credi- 
bility. But  PwC  ultimately  decided  to 
have  a  probe  done  in-house  and  directed 
by  a  London  partner.  PwC  delivered 
the  report  to  Gazprom's  board  last  July. 

Copies  of  the  report  are  now  provid- 


AUDITING  THE  AUDITOR 


Gazprom  minority  shareholders 
want  to  fire  PwC 

CRITICISM  PwC  had  a  conflict  of  in- 
terest in  agreeing  to  review  its  own  past 
work  in  a  probe  last  year  of  financial  ties 
between  client  Gazprom  and  Russian  gas 
producer  Itera 

RESPONSE  PwC  says  it  assured  the 
integrity  of  the  review  by  having  it  con- 
ducted by  auditors  from  offices  outside  of 
Moscow 

CRITICISM  PwC's  Gazprom-Itera  final 
report  was  a  whitewash  on  behalf  of 
Gazprom  management 

RESPONSE  PwC  declined  to  comment 
on  specific  aspects  of  the  report,  but 
says  ill-informed  critics  have  consistently 
been  unable  to  prove  improprieties 
between  Gazprom  management  and  Itera 

CRITICISM  Even  though  Gazprom 
pipeline  contractor  Stroitransgaz  listed  it- 
self as  majority-owned  by  Gazprom  man- 
agers and  relatives  in  a  February,  1999, 
filing  with  Russia's  Federal  Securities 
Commission,  PwC  signed  off  on  Gazprom 
financial  reports  for  1999  that  made  no 
mention  of  this  "related  party"  tie 

RESPONSE  PwC,  which  disclosed 
Stroitransgaz  as  a  related  party  in  its 
2000  report,  declined  to  comment  on  the 
1999  omission 

Data:  BusinessWeek 

ing  fresh  ammunition  to  PwC's  critics. 
Consider  this  convoluted  example. 
PwC's  review  team  examined  a  deal  in 
which  the  province  of  Yamal-Nenetsk 
accepted  gas  from  Gazprom  as  payment 
in  kind  for  $200  million  in  taxes.  Local 
authorities  sold  the  gas  for  a  very  low 
price  to  Itera,  which  then  resold  the 
energy  to  foreign  buyers  at  what  PwC 
in  its  report  called  a  "significant  profit." 

Why  couldn't  Gazprom  itself  have 
sold  the  gas  abroad  for  a  rich  price, 
paid  its  taxes,  and  made  money  for  in- 
vestors? The  report  says  in-kind  pay- 
ment of  gas  saved  Gazprom  from  bor- 
rowing cash  at  high  interest  rates  to 
pay  taxes.  But  according  to  a  Hermitage 
analysis  based  on  data  from  Russia's 
Audit  Chamber,  a  government  watch- 
dog, Gazprom  lost  out  on  a  $5.5  billion 
pretax  profit  by  paying  the  tax  in  kind. 

Then  there's  the  PwC  review  team's 
analysis  of  asset  transfers  from  Gazprom 
to  Itera.  PwC  found  that  Gazprom  sold 
Itera  a  32%  stake  in  a  gas-producing 
subsidiary,  Purgas,  for  just  $1,200.  PwC 
noted  the  market  price  could  have  net- 
ted Gazprom  $400  million  and  deter- 
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mined  the  deal  was  "advantageous  for 
Itera."  Why  was  this  defensible?  PwCa 
answer:  Gazprom,  afflicted  by  cash 
shortages  due  to  Russia's  financial  crisis, 
lacked  funds  to  develop  the  Purgas  field. 

That's  weird,  since  Gazprom  at  the 
same  time  had  the  financial  means  to 
help  Itera  with  $616  million  in  loans, 
credit  guarantees,  and  various  servic- 
es. "I  don't  know  how  auditors  could 
condone  this,"  Christopher  Weafer,  head 
of  research  at  Moscow  brokerage  Troika 
Dialog,  says  of  the  asset  transfers. 

Faced  with  stonewalling  from  Itera, 
the  PwC  review  team  could  not  deter- 
mine if  Gazprom  managers  were  benefi- 
ciaries of  Itera.  The  firm,  however,  de- 
fends its  record.  "Nobody  has  ever 
demonstrated  anything"  that  proves 
management  siphoned  off  assets  to  Itera 
and  pulled  off  other  dubious  deals,  says 
Keith  R.  Rowden,  the  PwC  partner  who 
has  supervised  the  Gazprom  account 
since  arriving  in  Moscow  last  March. 
Former  Gazprom  managers,  meanwhile, 
deny  owning  any  stake  in  Itera.  Itera 
says  it  cooperated  with  PwC,  but  it  did 
not  have  to  tell  PwC  who  gets  divi- 
dends because  PwC  is  not  its  auditor. 

Another  controversy  centers  on 
Stroitransgaz,  a  pipeline-construction 
company  that  landed  more  than  $1  bil- 
lion in  contracts  from  Gazprom. 
Stroitransgaz  disclosed  in  a  February, 
1999,  filing  with  regulators  that  Gazprom 
managers  and  relatives,  including 
Vyakhirev's  daughter,  owned  more  than 
50%  of  the  contractor.  But  the  1999 
Gazprom  annual  report,  approved  by 
PwC,  did  not  mention  any  link  to 
Stroitransgaz.  "That  you  could  attribute 
to  a  lack  of  required  diligence  on  the 
part  of  the  auditor,"  says  Steven  Da- 
shevsky,  an  energy  analyst  at  Capital 
Group  Aton  in  Moscow.  Gazprom  execs 
have  denied  any  wrongdoing.  Under 
pressure  from  Fyodorov,  Gazprom  dis- 
closed Stroitransgaz  as  a  related  party  in 
its  2000  report.  An  aide  for  Vyakhirev 
says  he  will  not  answer  any  questions. 

PwC  is  helping  one  large  client,  Russ- 
ian oil  major  Yukos,  move  toward 
greater  financial  transparency.  But  with 
respect  to  Gazprom,  many  aren't  inclined 
to  give  PwC  the  benefit  of  the  doubt. 
"New  management  will  never  know  what 
happened  if  they  don't  use  a  new  audi- 
tor," says  Mattias  Westman,  director  of 
Prosperity  Capital  Management,  a 
Moscow  fund.  Shareholders  would  push  a 
new  auditor  to  reopen  the  books  and 
build  a  case  for  restitution  of  the  com- 
pany's assets.  PwC's  biggest  job  in  Rus- 
sia could  yet  prove  its  most  painful. 

By  Paul  Starobin  and  Catherine 
Belton  in  Moscow 
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By  Irene  M.  Kunii 


CAN  KOIZUMI  PULL  BACK 
FROM  THE  BRINK? 


Has  Junichiro  Koizumi  committed 
political  hara-kiri?  That's  the 
verdict  of  many  analysts  in 
Tokyo.  After  nine  months  of  sky-high 
polls,  the  tousle-haired  Japanese 
Prime  Minister  has  watched  his  pop- 
ularity ratings  plunge  from  80%  to 
50%  in  a  matter  of  days.  Koizumi 
triggered  the  slide  when  he  fired  his 
popular  Foreign  Minister,  Makiko 
Tanaka. 


It  wasn't  just  the  firing  that  ticked 
off  Koizumi's  supporters,  though. 
Yes,  many  Japanese  love  the  gutsy, 
outspoken  Tanaka,  one  of  the  few 
politicians  willing  to  openly  fight  cor- 
ruption in  the  ruling  Liberal  Democ- 
ratic Party.  But  they  could  have 
lived  with  her  departure  had  Koizu- 
mi dismissed  her  for  a  valid  reason — 
such  as  her  consistently  undiplomatic 
behavior  toward  Japan's  foreign  al- 
lies. Instead,  Koizumi  simply  caved 
in  to  pressure  from  LDP  elders,  who 
were  furious  at  her  effort  to  uncover 
corruption  and  patronage  in  the  for- 
eign ministry.  Koizumi  clearly  is  ei- 
ther unwilling  or  unable  to  reform 
pohtics  as  usual.  "People  realize 
Koizumi  never  had  any  real  power," 
says  veteran  political  columnist  Mi- 
nora Morita.  "He's  reached  his  limit." 

Koizumi  may  still  be  able  to  re- 
verse his  slide  by  initiating  painful 


economic  restructuring,  but  he 
have  to  battle  LDP  elders.  He  a 
must  try  to  loosen  their  grip  on 
ernment  power  by  abolishing  th 
"tribes,"  parliamentary  panels  t 
oversee  government-regulated  s 
tors  such  as  construction,  trans 
tion,  and  agriculture,  and  who  v 
related  legislation.  If  he  fails,  his 
ings  may  sink  further,  but  at  le; 
will  have  tried. 

Whatever  happens,  Ko: 
mi's  days  may  be  number 
Former  Premier  Ryutaro 
Hashimoto,  the  powerful 
tion  chief  who  plotted 
downfall,  believes  he  can  ou 
Koizumi.  The  buzz  on  Naga 
cho  Hill,  Tokyo's  political  hv 
is  that  Hashimoto  and  seve 
other  LDP  power  brokers  ar 
eyeing  Koizumi's  job.  The  o 
guard,  meanwhile,  is  growii 
stronger  by  the  day.  Koizur 
could  lose  an  upcoming  deb 
in  the  Dit 

NO  MORE 
MR.  COOL 

By  bowing  to 

the  LDP 
chiefs,  Koizumi  has 
lost  his  credibility 
among  voters 

linked  to  the  construction  indus 

Koizumi  could  try  one  last  desp 
ate  act  to  prove  his  mettle:  Call  a 
snap  election  for  the  Lower  Hous« 
an  option  he  said  last  year  he  woi 
consider.  The  problem  is  that  if  ht 
acted  against  the  LDP,  he'd  find  hii 
self  out  of  a  job  before  the  campai 
even  got  under  way.  Gerald  Curti: 
Columbia  University  expert  in 
Japanese  politics,  rules  out  any  su 
gambit.  "The  most  likely  scenario 
that  Koizumi  will  stumble  along  ai 
nothing  will  get  done,"  he  predict' 
That,  as  we  all  know,  is  pohtics  as 
usual  in  Japan. 
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over  legis 
tion  that 
would  pri' 
tize  the  n 
rious  Japa 
Highway 
Public  Co; 
a  gravy 
for  poli 
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REE  TOUGH 
WNS 

i  faces  difficult  talks  in 
ing,  Seoul,  and  Tokyo 


e's  the  warrior  President:  the  man 
who  threw  down  the  gauntlet 
against  terrorists  and  the  "axis 
of  evil" — rogue  states  secretly 
facturing  weapons  of  mass  de- 
ion.  George  W.  Bush  is  also  the 
everyone  is  counting  on  to  do 
hing  about  the  worldwide  reces- 
After  all,  the  U.S.  needs  allies 
erous  enough  to  carry  out  their 
in  Washington's  global  security 
plan. 

?se  topics — terror  and  the  global 
my — will  head  the  agenda  for 
as  he  visits  Tokyo,  Seoul,  and 
g  starting  Feb.  17.  In  each  coun- 
fush  has  focused,  and  sometimes 

messages  to  deliver.  One  irony  is 
.he  U.S.  delegation's  friendliest 
don  may  be  from  the  Chinese — 
i  year  ago,  with  a  U.  S.  spy  plane 
red  and  its  crew  on  the  ground 
lina,  were  being  held  up  as  a 

to  global  security.  Bush's  visits  to 
South  Korea  and  Japan,  by  con- 
could  be  fraught  with  tension. 
i  how  each  leg  of  the  trip  is  likely 
y  out: 

jing.  Bush's  meetings  with  Presi- 
Jiang  Zemin  and  Premier  Zhu 
i  on  Feb.  21-22  will  be  the  last 
Bsiest  leg  of  the  trip.  The  Bush 
vvill  thank  the  Chinese  for  backing 
anti-terrorist  drive  and  for  not 
ig  to   block   American   military 

in  Central  Asia,  close  to  the  Chi- 
order.  Neither  country  wants  rad- 
lamic  movements  to  spread.  "Now 
ides  see  more  common  ground," 

senior  Chinese  government  official. 
;h,  however,  will  keep  pressing  the 
se  to  stop  selling  weapons  tech- 
I  to  rogue  states.  Says  a  senior 
nistration  official:  "We  have  to 

clear  to  them  [that]  we  watch 

hey  do."  The  U.  S.  just  sanctioned 
hinese  companies  for  selling  Iran 
cts  that  can  be  used  to  make 
cal  weapons. 

Taiwan  question  hasn't  gone 
of  course.  The  Chinese  will  lecture 
1.  S.  on  selling  Taipei  high-tech 
mry.  The  U.  S.  will  stand  firm. 

good  news  is  there's  only  one 
im  that's  at  all  serious,"  says 
el  Mandelbaum,  a  senior  fellow  at 

until  on  Foreign  Relations.  "The 

ws  is  it's  insoluble." 


■  Seoul.  Bush's  decision  to  name  North 
Korea  as  one  of  three  top  troublemakers 
in  his  State  of  the  Union  speech  didn't 
sit  well  with  South  Korean  President 
Kim  Dae  Jung,  who  has  staked  his  pres- 
idency on  a  dramatic  opening  to  Py- 
ongyang. "The  key  word  with  North 
Korea  is  'dialogue,' "  said  South  Korean 
Foreign  Minister  Choi  Sung  Hong  not 
long  after  Bush's  remarks.  The  Ameri- 
cans will  tell  Kim  that  they,  too,  want 
an  opening  with  the  regime  of  Kim  Jong 


BUSH  AND  JIANG:  "More 
common  ground" 

II — but  that  they  think 
South  Korea  has  gone  soft 
on  the  issue.  Washington 
is  waiting  for  some  sign 
that  Pyongyang  is  willing 
to  stop  selling  missile  tech- 
nology and  allow  inspec- 
tions of  its  nuclear  facili- 
ties. The  U.S.  strategy  is 
to  use  pressure,  rather 
than  conciliation,  to  force 
North  Korea  back  to  the 
negotiating  table. 
■  Tokyo.  Bush's  dealings 
;  with  Prime  Minister  Ju- 
nichiro Koizumi  will  be  the 
&  toughest  part  of  his  trip. 
Koizumi's  credentials  as  a 
reformist  are  in  tatters 
(page  52),  and  Japan's  econ- 
omy is  sinking  deeper  into 
j  recession  and  financial  dis- 
tress. Worse,  Bush's  staff 
'  is  divided  on  just  what  to 
do  to  end  the  Japan  crisis. 
Economic  adviser  Lawrence 
B.  Lindsey  backs  a  weak 
yen,  which  helps  Japan's 
hard-pressed  exporters.  But 
"I  Treasury  Secretary  Paul  H. 
O'Neill  opposes  efforts  to 
drive  down  the  yen  unless 
they  are  linked  to  broader 
reforms.  "Beggar-thy-neigh- 
bor  policies  don't  work," 
says  an  Administration  of- 
ficial who  sides  with 
O'Neill.  The  betting  is  that 
Bush  will  urge  the  Japan- 
ese privately  to  clean  up 
their  bad  bank  debt  fast 
and  stop  relying  on  a  weak 
yen  to  bail  out  the  econo- 
my. If  reform  continues  to 
stall,  though,  Washington 
could  go  public  with  its 
complaints. 

Bush  also  sees  Japan's 
crisis  as  a  security  issue. 
Bush  will  tell  Koizumi  that 
Japan  can  never  ramp  up 
its  armed  forces  until 
Japan  starts  growing  again. 
The  U.S.  is  concerned 
about  Japan's  economy  "because  of  the 
role  Japan  seeks  to  play  as  a  security 
partner  for  the  U.S.,"  says  R.  Glenn 
Hubbard,  chairman  of  Bush's  Council  of 
Economic  Advisers.  If  Japan  fails  in  that 
role,  then  archrival  China  can  throw  its 
weight  around — and  Bush  will  have 
plenty  of  new  problems  to  deal  with  the 
next  time  he  visits  the  region. 

By  Stan  Crock  and  Rich  Miller  in 
Washington,  with  Moon  Ihlwan  in  Seoul 
and  Dexter  Roberts  in  Beijing 
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When  General  Motors  Corp.  agreed 
to  buy  a  controlling  stake  in 
South  Korea's  Daewoo  Motor  Co. 
last  September,  all  parties  concerned 
breathed  a  sigh  of  relief.  Finally,  it 
seemed,  a  drawn-out  drama  that  had 
included  an  abortive  bid  by  Ford  Motor 
Co.,  passionate  union  opposition  to  for- 
eign ownership,  and  a  storm  of  political 
controversy  was  near  an  end.  gm  would 
salvage  the  Korean  auto  maker  by  buy- 
ing its  best  assets,  boosting  government 
efforts  to  force  sales  of  other  distressed 
companies.  The  whole  thing  was  to  be 
wrapped  up  by  yearend. 

More  than  a  month  later,  the  deal  re- 
mains undone.  Negotiators  are  still  ar- 
guing over  how  to  value  the  assets  and 
potential  liabilities  of  two  dozen  Dae- 
woo subsidiaries  around  the  world  and 
how  to  use  its  sales  networks.  The  Dae- 
woo Auto  Workers  Union  still  has  issues 
with  the  takeover  terms.  Meanwhile, 
what  once  was  Korea's  No.  2  carmaker 
is  wasting  away,  and  suppliers  are  being 
pushed  to  the  wall. 

The  Daewoo  impasse  is  adding  to 
the  general  unease  over  the 
Korean  government's  asset- 
Bale  program.  In  recent 
months,  foreign  investors,  fed 
up  with  high  asking  prices  and 
a  refusal  to  separate  good  as- 
sets from  risky  ones,  have 
halted  talks  to  buy  majority 
stakes  in  Seoulbank,  Hanbo 
Steel,  and  Korea  Life  Insur- 
ance. Last  month,  American 
International  Group  pulled  out 
of  a  U.  S.  consortium  negotiat- 
ing a  $1.5  billion  takeover  of 
Hyundai  Securities  and  two 


other  ailing  Hyundai  Group  financial 
units.  No  one  is  more  embarrassed 
than  Finance  &  Economy  Minister  Jin 
Nyum,  who  has  often  cited  the  sale  of 
the  Hyundai  units  and  Daewoo  Motor 
to  foreigners  as  proof  Korea  is  serious 
about  corporate  reform.  "It's  not  de- 
sirable to  delay  sales  of  distressed  as- 
sets," Jin  now  says.  But,  he  adds,  "y°u 
can't  neglect  important  negotiations. 
Excessive  demands  won't  be  met." 

People  close  to  the  GM-Daewoo  talks 
figure  an  understanding  can  still  be 
reached.  GM  badly  wants  Daewoo  as  an 
Asian  beachhead.  And  without  gm,  Dae- 
woo Motors  will  collapse.  Also,  GM  and 
Daewoo's  creditors  have  agreed  on  the 
$400  million  price.  "GM  is  still  strongly 
committed  to  buying  Daewoo,"  says  Kay 
Lee,  a  GM  Korea  executive.  "But  we 
have  to  bring  an  acceptable  deal  to  the 
board  of  director?." 

But  as  the  talks  drag,  Daewoo  Motor 
gets  weaker.  In  1999,  when  it  was  de- 
clared insolvent,  Daewoo  had  a  fifth  of 
Korea's  vehicle  market  and  a  third  of 
passenger  car  sales.  Last  year,  it  built 

SPUTTERING 


DAEWOO'S  KOREAN 
SALES  KEEP  FALLING. 


..AS  DOES  ITS  DOMESTIC 
MARKET  SHARE 
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GUAN  SAN  PLA> 
Daewoo  is  runii 
one -third  of  ca\ 

fewer  than  129c  I 
1.46   million   v.j 
sold    in    Kore; 
now  operates 
than  a  third  of 
pacity.  Daewoo 
released  a  new 
since  1999.  Tw| 
cars  are  plannt 
year.  But  withoi 
help,  they  are 
pected  to  do  wt 
Suppliers,  w  I 
stuck  holding  $j 
lion  in  ious,  al 
hurting.  "We'v< 
muddling  throi 
borrowing,"  sa^| 
Hang    Kyun, 
Daeshin  Machin*] 
dustries  Co.,  which  sells  gearsl 
hand-brake  levers  to  Daewoo.  "M 
us  could  go  belly-up  unless  cas| 
improves  soon."  Joe,  leader  of  a 
suppliers  group,  says  a  quarter  I 
212  members  could  be  bust  by  J  J 
One  holdup  to  the  gm  deal  id 
woo's  union.  Despite  losing  theij 
radicals  still  dominate  the  union' 
ership  and  demand  a  say  over  thl 
ber  of  layoffs  and  asset  sales.  GM  i  [ 
The  union  also  insists  that  a  qua  J 
the  1,700  workers  laid  off  over  tli 
year  be  rehired  in  2002,  and  the  i| 
the  end  of  next  year.  Daewoo  execf 
pledged  only  to  try  to  rehire  2C 
hope  is  that  pragmatism  will  pr 
says  Han  Dai  Woo  of  Korea  D<| 
ment  Bank,  Daewoo's  primary  en 

That  may  yet  happen.  On 
union  boss  Kim  JJ  Seob  and  sever 
sacked  workers  surrendered  to 
after  holding  a  year-long  sit-ir 
church  near  Daewoo's  oldest,  lej 
cient  plant  in  Bupyeong.  Kim,  whJ 
charges  of  organizing  illegal  prJ 
will  let  another  union  official  lea 
talks.  But  few  expect  a  breaktrl 
soon.  Kim's  term  doesn't  expire! 
September,  when  he's  expected  [ 
replaced  by  a  moderate. 

One  way  to  break  the  logjam| 
Seoul  to  mediate  and  offer  a  safe 
and  job  training  for  laid-off  wc 
But  with  elections  looming,  says 
Labor  Institute  researcher  Bae  K 
"nobody  in  the  government  is  i 
to  stick  out  his  neck."  The  wors 
scenario:  When  finally  all  of  the  \ 
come  to  terms,  Daewoo  is  so 
that  gm  no  longer  wants  it. 

By  Moon  Ihlivan  in 


54  BusinessWeek  /  February  18,  2002 


A' 


,  click,  ship.  On  fedex.com,  it's  that  easy.  In  fact,  there's  no  better  way  to  ship  online. 
Jt  shipping  labels,  track  packages,  even  get  exact  directions  to  your  nearest  FedEx  Express  Drop  Box. 
om  the  convenience  of  your  nearest  web  browser.  Need  a  fast,  reliable  way  to  ship  online? 
worry.  There's  a  FedEx  for  that.SM 


fedex.com 


BBH 


The  goal?  Create  a  system 
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BETTER  MOBILITY.  That's  what  American  General  Life  &  Accide 
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A  New  Vision  of  Corporate  Learning  \ 

Accenture  and  Avaya  Advance  ^ 
to  Head  of  Class,  Transforming 
Standards  for  Global  Training  / 


that  coll 


{ Now  it  gets  interesting.} 


Improving  the  perform- 
ance of  thousands  of  people 
through  one  of  the  largest 
engagements  of  its  kind, 
Avaya,  a  global  leader  in 
networking  solutions  and 
services,  has  outsourced 
its    corporate    learning 


operations  to  Accenture. 

Accenture  will  deploy  the 
latest  Web -based  learning 
solutions  in  combination 
with  traditional  classroom 
training  to  create  a  uniquely 
networked  learning  system 
that  extends  the  reach  of 


learning  solutions  in  a 
cost-effective  manneJ 
Accenture  is  pleast 
be  playing  a  major  r( 
the  future  of  this  forvl 
looking  company. 
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IANCE:  WHY  CHIRAC'S  WEAKNESS 
MJLP  CRIPPLE  REFORM 

iese  are  anxious  days  for  French  conservatives.  For 
aonths,  polls  showed  their  standard-bearer,  President 
•cques  Chirac,  beating  his  likely  opponent,  Socialist 
a  Minister  Lionel  Jospin,  in  this  year's  election.  But 
the  first  round  of  presidential  voting  set  for  Apr.  21,  a 
twist  in  a  long-running  corruption  scandal  has  nearly 
>d  that  lead. 

ter  seven  years  on  the  lam,  Didier  Schuller,  a  former  of- 
»of  Chirac's  Rally  for  the  Republic  (RPR)  party,  turned 
^lf  in  on  Feb.  5.  Schuller  is  ready  to  finger  RPR  officials, 
Oly  including  the  President,  in  an  investigation  of  alleged 
lacks  while  Chirac  was  Paris'  mayor  from  1977-95. 
ic's  support  has  slipped  5  points  since  Vaffaire  Schuller 
i  making  headlines  in  mid-January, 
at's  only  the  beginning  of 


JOSPIN  AND  CHIRAC:  Neck  and  neck  for  the  'presidency 


onservatives'  woes.  Under 
French  system,  the  party 
controls  Parliament  effec- 
y  runs  the  government, 
ight,  which  lost  its  major- 
l  1997  to  a  Socialist-led 
ion,  hopes  to  regain  control 
rliamentary  elections  in 

a  month  after  the  final 
lential  vote.  If  Chirac  loses, 
task  wall  be  almost  hope- 
Even  if  he  wins,  scandal-tarred  Chirac  isn't  likely  to  give 
•oops  much  momentum  for  a  parliamentary  victory, 
mpared  to  the  Socialists,  the  conservatives  look  ill-pre- 
I  for  battle.  In  the  past  five  years,  the  right  has  splin- 

from  four  into  six  parties.  Chirac,  69,  has  discouraged 
mergence  of  new  leadership  and  fresh  ideas.  Onetime 
/weights  such  as  Alain  Juppe,  who  was  ousted  as  Prime 
ter  in  1997,  and  Philippe  Seguin,  who  lost  his  race  for 
r  of  Paris  last  year,  are  too  weakened  to  play  key  roles 
lew  government.  Most  analysts  think  the  right's  candi- 
for  Prime  Minister  will  be  a  political  unknown.  "The  big 


problem  for  the  right  is  that  there's  no  one  behind  Chirac," 
says  Pascal  Perrineau,  an  analyst  at  the  Paris-based  Center 
for  the  Study  of  French  Political  Life. 

The  Socialists  have  much  greater  bench  strength — in  part 
because  Jospin,  64,  has  worked  hard  to  accommodate  differing 
factions  in  his  coalition.  Centrist  Socialists  such  as  Finance 
Minister  Laurent  Fabius  and  former  Finance  Minister  Do- 
minique Strauss-Kahn  are  appealing  to  moderate  voters  by 
calling  for  tax  cuts  and  privatization  of  state-controlled  com- 
panies. Strauss-Kahn,  who  left  the  government  in  2000  to  face 
a  corruption  investigation  in  which  he  was  cleared,  is  a  top 
contender  for  Prime  Minister  if  the  left  stays  in  power. 

For  all  his  troubles,  Chirac  maintains  a  slender  lead  over 
his  Socialist  opponent.  If,  as  expected,  Chirac  makes  it  to  the 

second  round  of  voting  on  May 
5,  most  polls  show  him  getting 
51%  to  52%  of  the  vote  against 
Jospin.  Chirac  is  charismatic 
and  a  strong  campaigner,  while 
Jospin  is  colorless  and  aloof. 
And  as  leader  of  the  current 
government,  Jospin  is  vulnera- 
ble  to   attack   over   France's 
worsening  economy.  Chirac  has 
also  rebounded   from   earlier 
'  scandals,  including  the  disclo- 
sure that  he  paid  for  luxury  vacations  with  bags  of  cash 
from  undisclosed  sources.  Other  investigations  have  foundered 
because  Chirac  can't  be  prosecuted  while  in  office. 

So  what  would  happen  if  France  had  another  five  years  of 
cohabitation  between  a  conservative  President  and  a  leftist 
Parliament?  Not  much,  and  that's  the  problem.  Without  the 
political  oomph  of  the  presidency,  neither  the  left  nor  the  right 
would  find  it  easy  to  push  through  badly  needed  measures 
such  as  overhauling  the  retirement  system.  In  this  election, 


reform  could  be  the  real  loser. 


By  Carol  Matlack  in  Paris 


GLOBAL  WRAPUP 


<".< 


■L'S  MISSILE  AMBITIONS 

1  is  seeking  U.  S.  approval  to 
Arrow  ballistic  missile  system, 
leli  military  sources  say.  The  U.  S. 
1  for  a  third  of  the  $2  billion  devel- 
lent  cost  of  the  land-based  system, 
ch  is  designed  to  shoot  down  in- 
ung  missiles,  and  has  the  right  to 
:>  its  sale  to  countries  other  than 
lei.  Israeli  Defense  Minister  Ben- 
in Ben  Eliezer  recently  raised  the 
ie  in  talks  with  Defense  Secretary 
laid  H.  Rumsfeld. 
\irkey,  India,  Britain,  and  South 


Korea  have  all  expressed  interest  in 
buying  the  Arrow,  which  was  devel- 
oped by  Israel  Aircraft  Industries  Ltd. 
and  would  sell  for  an  estimated  $3  mil- 
lion. Israel  Aircraft  Industries  recently 
signed  an  agreement  with  Boeing  Co. 
to  market  the  missiles  and  manufac- 
ture half  of  each  system. 

BLAIR'S  LABOR  WOES 

►  Jousting  between  Prime  Minister 
Tony  Blair  and  Britain's  labor  unions 
could  jeopardize  Blair's  plans  for  a 
growing  private  sector  role  in  the 
London  Underground  and  the  National 


Health  Service.  Striking  rail  unions 
have  recently  disrupted  commuter 
traffic  in  London  and  other  cities. 
Blair  enraged  the  unions  on  Feb.  3  by 
calling  them  "conservatives  who  be- 
lieve the  old  ways  will  do." 

Labor  unrest  is  likely  to  increase. 
Although  strikes  won't  jeopardize 
Blair's  majority  in  Parliament,  they 
may  hamper  his  efforts  to  improve 
transport,  health,  and  education. 
Blair's  Labour  Party  is  likely  to  be 
judged  on  the  quality  of  these  services 
in  the  next  general  election,  which 
must  take  place  by  May,  2006. 
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WIRELESS  WEB 
From  Pepsi  to 
Office  Depot,  New 
Networks  Pay  Off 

UPSTARTS 
Can  Doubleclick 
Defy  the  Ad  Slump? 


r 


M 


Virtual  teams  from  different  companies 

band  together  over  the  Web  to  make 

products  faster  and  cheaper. 

Here's  what  you  can  learn 


facing  your  company. 

Your  customers  shouldn't  be. 


Customer  confidence  can  be  shaken  by  even  a  hint  that  something's  amiss.  That's 
why  your  company  should  run  Microsoft®  Great  Plains®  Customer  Relationship 
Management  software.  Our  scalable  CRM  solutions  ensure  customer,  item  and 
sales  information  is  accurate  and  up-to-date  throughout  your  organization. 
Which  lets  you  service  customers  better,  faster  and  easier.  Giving  you 
confidence  that  they  will  remain  a  customer.  Software  for  the  Agile  Business. 


W 


Microsoft 

Great  Plains 

Business  Solutions 


Microsoft 


©2001  Great  Plains  is  either  a  registered  trademark  or  trademark  of  Great  Plains  Software  Inc.  in  the  United  States  and/or  other  countries.  Great  Plains  Software  inc. 
is  a  wholly-owned  subsidiary  of  Microsoft  Corporation.  Microsoft  is  a  registered  trademark  of  Microsoft  Corporation  m  the  United  States  and/or  other  countries. 
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4.  Home  Page 


The  financial  crisis  boosts  e-banking  in  Argentina; 
jobless  techies  are  mobbing  libraries;  and  warming 

Up  ll'Os 

8.  Web  Smart 

Winging  Into  Wireless 

Once  written  off  as  overhyped  and 
underperforming,  wireless  is  undergoing  a 
quiet  resurgence.  For  some  companies,  it's 
already  paying  off  big 


COMMENTARY 


The  New  Teamwork 

Companies  have  long  talked  about  the  so-called  virtual 
corporation,  one  that  focuses  on  what  it  does  best  and 
farms  out  the  rest  to  specialists.  Now,  a  new  generation 
of  Internet-collaboration  technologies  is  making  it 
easier  and  cheaper  for  companies  to  work  hand- 
in-hand  with  their  partners  to  bring  new  products  to 
market  in  record  time — and  on  penny-pinching 
budgets.  From  Lockheed  to  GM  to  Georgia  Pacific, 
the  pioneers  already  are  reaping  the  rewards 


18.Upstarts 

DoubleClick,  Take  Two 

The  online  ad  leader  got  hammered  last  year  as  the  bottom 
dropped  out.  But  now  it's  branching  into  new  businesses, 
snapping  up  competitors,  and  heading  for  profits 


5.  Data  Mine 

Beware  of  Optimists 

The  tech  industry  has  a  nasty 
habit  of  producing  market  research 


6.  Clicks  &  Misses 

Napster  They're  Not 

The  new  online  music  services, 
RealOne  and  pressplay,  still  don't  get 


that's  wildly  optimistic,  so  be  careful  the  idea  of  providing  a  broad  catalog 

when  basing  business  decisions  on  it  cheaply  and  conveniently 


7.  Digital  Lifestyle 

Hooked  on  BlackBerry 

They're  sprouting  all  over:  BlackBerry 
pagers  that  pipe  e-mail  to  your  hip 
24/7.  But  their  users  are  prone  to 
some  odd  behavior 
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E-BANKING 
TANGO 

H 


ere's  one  way  to  jump-start 
online  banking:  wreck  your 
economy,  slap  controls  on  cash 
withdrawals  from  banks  so  consumers 
can't  drain  every  last  peso  from  their  ac- 
counts, and  voi la!  e-banking  takes  right  off. 

That's  one  lesson  from  Argentina, 
where  the  economic  crisis  has  made  con- 
sumers reach  for  the  mouse.  When  au- 
thorities limited  monthly  cash  with- 
drawals to  1,500  pesos  (now  about 
$1,070),  bank  lines  grew,  cramping  the  style  of  Argentines 
accustomed  to  paying  bills  in  cash.  Since  checking  accounts 
are  rare,  Argentines  are  turning  to  the  Web  to  extract  money  from  savings  accounts 
and  pay  creditors — avoiding  the  hassles  of  both  lines  and  illiquidity.  Red  Link,  one 
of  two  companies  that  manage  Web  sites  for  Argentine  banks,  says  online  transac- 
tions on  its  network  jumped  314%  in  December,  to  1.9  million — in  a  nation  of  3.1 
million  Web  users.  Competitor  Banelco  says  its  Web  transactions  rose  282%.  "It 
was  ridiculous  standing  in  those  long  lines,"  says  student  Ines  Vernengo. 

No  one  knows  whether  Argentina's  tango  with  Web  banking  will  last,  though 
Vernengo  says  she's  hooked.  But  Argentines,  whose  pesos  were  devalued  29%  on 
Jan.  6,  might  think  they  have  bigger  problems  anyway.  — Aixa  M.  Pascual 


The  Water's  Still  Cold 


Tech  stocks  have  been  hot  lately,  but  not  hot  enough  to  ignite  IPOs.  A  handful  are 
planning  to  go  out,  but  they  may  face  a  mixed  reception.  Here's  a  sampling: 


Synaptics 


January  29 


$280  million 


The  skinny:  Strong  debut  for  touchpad  maker,  which  has  $83  million  in  sales  and 
was  profitable  for  two  of  the  last  three  years.  Stock  rose  19%  on  the  first  trading  day. 


PayPal 


Early  February 


$830  million 


The  skinny:  Leading  online  payments  company  grew  1,000%  in  the  first  nine 
months  last  year  but  lost  $89  million.  High  valuation,  but  Street  likes  it  anyway. 


InterVideo 


TBA 


TBA 


The  skinny:  Maker  of  DVD-editing  software  for  PCs  plans  to  expand  into  home  net- 
working. Lost  $5.9  million  in  first  nine  months  of  2001  on  $23.7  million  in  sales. 


Verizon  Wireless 


TBA 


TBA 


The  skinny:  Largest  U.S.  wireless  carrier  made  about  $1  billion  in  2001,  but 
spin-off  was  delayed  amid  telecom  turmoil.  Don't  expect  a  deal  before  summer. 

Data:  Renaissance  Capital 


Time's  Up! 

TM  he  latest  fad  among  jobless  tecr 
San  Francisco?  Taxpayer-funded 
net  access  at  public  libraries.  "I  he 
at  $50  per  month  when  I  worke 
there's  no  way  I  can  afford  that  now," 
Molsen,  a  25-year-old  dot-com  layoff  victir 

As  local  unemployment  has  surge 
5.7%,    once-quiet    bookworm    oases 
swarm  with  surly  surfers.  Weekday  deil 
for  the  main  library's  300  computers 
high  that  administrators  split  them  intc 
press"  terminals,  with  a  15-minute 
and  1 -hour  terminals — with  strictly  enfij 
waiting  lists.  "It's  like  a  stampede 
morning  for  the  sign-up  sheet,"  says 
spokeswoman  Marcia  Schneider, 
has  to  hold  people  back." 

Librarians  say  the  congestion  has 
sparked  Web  rage.  In  December,  onej 
screamed  for  10  minutes  at  a  librariar 
kicked  him  off  a  terminal.  "He  threater 
sue,"  says  Eleese  Longino,  26,  a  patror 
saw  the  incident.  For  some,  the  term  " 
net  craze"  may  be  taking  on  new  meaniil 

— Brian 
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'  ROGER  0.  CROCKETT 
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Beware  of  Optimists 

on't  base  your  business  decisions  on  overly  upbeat  market  research 

SM  NO  SOOTHSAYER,  but  I  had  a  hunch  the  online  grocery  business  would  spoil  like  a  carton  of 
ltdated  milk.  So  when  a  buddy  told  me  he  planned  to  give  up  his  job  with  software  giant 

;:  racle  Corp.  for  a  post  at  Internet  grocery  startup  Webvan  Group  Inc.  a  couple  of  years  back, 
coffed  that  ipo  mania  had  turned  his  brain  to  cottage  cheese. 


By  last  July,  Webvan's  wheels  had  come  off,  and  my  buddy  was 

mming  the  classifieds.  He  didn't  see  it  coming,  but  then  neither 

1  a  lot  of  folks.  Among  the  most  surprised  must  be  researchers 

lupiter  Media  Metrix.  They  said  online  groceries  would  be  a  $2 

lion  business  last  year — more  than  twice  the  $800  million 

ility.  Before  you  lay  too  much  blame  on  Jupiter,  though,  re- 

s  .'mber  that  most  analysts  once  sang  the  praises  of  ill-fated 

line  endeavors  such  as  selling  postage  stamps  and  pet  supplies. 

It's  a  bit  odd:  The  tech  industry  can  make  supercomputers  that 

ndle  enough  complex  calculations  to  predict  the  weather  but  can't 

xluce  market  data  that  holds  up  much  longer  than 

"hunderstorm.  When  forecasting  tech  market 

wth,  analysts  span  the  map  like  a  bunch  of 

t  tourists.  EMarketer  Inc.,  a  researcher  that 

duates  Net  forecasts,  checked  predictions  for 

h-speed  Net  access  that  16  analysts  made 

2000  for  2001.  Only  six  got  within  10%  of 

1 11  million  U.S.  homes  that  had  broadband 

yearend.  London-based  Ovum  Ltd  apparently 

tw  a  dart  and  missed,  predicting  15  million 

as.  Again,  I'm  not  clairvoyant,  but  anyone  who 

|fc>  tried  broadband  knows  that  at  $50  a  month 

tosts  too  much.  Plus,  it  takes  the  tech  skills  of 

9  engineer  to  get  it  working. 

I  What  gives?  The  worst  forecasts  are  made  as  a 

arket's  hype-to-reality  ratio  is  at  its  peak.  In  1999  and 

ly  2000,  when  the  world  was  buzzing  about  the 

imise  of  Web  media,  most  researchers  guessed  that 

er  ad  sales  would  explode.  AdZone  Research  Inc. 

ated  that  online  ad  sales  would  hit  $16  billion  last 

But  banners  bombed:  Just  0.3%  of  Web  surfers 

k  on  them.  So  ad  revenue  finished  last  year  at 

3  billion— 10%  lighter  than  in  2000. 

I  asked  the  researchers  for  an  explanation.  They  all 

they  try  to  account  for  economic  slowdowns, 


funding  shortfalls,  and  demand  shifts.  Obviously,  no  one  could 
have  predicted  September  11,  and  seeing  the  depth  of  last  year's 
tech  downturn  wasn't  easy.  But  researchers  need  to  question  the 
hype  companies  feed  them.  Ovum,  for  instance,  says  its  predictions 
were  colored  by  telecom  companies'  ambitious  development 
plans.  "We  sort  of  cheerfully  assumed  [managers]  knew  what  they 
were  talking  about,"  says  analyst  Tim  Johnson.  And  Jupiter  ana- 
lyst Ken  Cassar  says  he  based  his  forecast  of  grocery  sales  in  part 
on  Webvan's  predictions  of  rapid  expansion.  "The  market  didn't 
develop  nearly  as  quickly  as  we  thought,"  Cassar  says. 

That's  an  understatement.  Jupiter  now  says  online  grocery  sales 
this  year  will  be  $1.2  billion,  a  shadow  of  the  $4.2  billion  pre- 
dicted two  years  ago.  The  lesson  here  is  that  you  need  to  be 
ready  for  both  boom  and  bust.  Cost-conscious  companies 
such  as  shopping  site  BizRate.com  are  still  around  because 
they  didn't  get  suckered  by  upbeat  forecasts.  "As  a  kid,  I 
saved  my  Halloween  candy  for  the  entire  year,"  says  BizRate 
ceo  Chuck  Davis.  "In  a  Net  business  the  same  principle  ap- 
plies: Save  the  money  for  a  rainy  day."  If  market  re- 
searchers and  Webvan's  managers  hadn't  bought  each 
other's  hype,  the  online  grocer  might  still  have  its  wheels 
and  my  buddy  might  still  be  rolling  along  with  it.  e 


Forecasting  Flop 


E-commerce  was  supposed  to  soar  last  year.  Instead,  it 
slowed  dramatically.  Will  2002  predictions  be  more  reliable? 


Online  advertising  revenue 
Homes  with  broadband 
Wireless  Web  users 


HIGHEST  2001 


$16.0  billion 


15.0  million 


15.0  million 


Data:  eMarketer  Inc 


$7.3  billion 


11.0  million 


8.9  million 


HIGHEST  2002 


iJ;^i][HiiiKi 
$9.0  billion 


22.4  million 


22.5  million 
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CLICKS&MISSES 


BY  TIMOTHY  J.  MULLAf 

tim   mullaney@ebiz.businessuueek.il 


Napster  They're  Not 

The  music  industry's  online  offerings  hit  more  sour  notes  than  sweet 


se 


WHEN  RECORD  COMPANIES  sued  Napster  Inc.  in  2000,  the  first  casualty  (after  Napster  itself,  alas)  \  IAD 
common  sense.  On  one  side  of  the  debate  were  bug-ridden  Napster  imitators  intent  on  abetting  1  hoi 
ceny  of  intellectual  property.  On  the  other  was  a  no-growth  music  oligopoly  that  was  late  to  the 
ternet — then  insisted  no  music  service  go  online  without  itself  in  charge.  Choose  your  pois<  tha 


The  solution  is  obvious:  Web  music  services  should  be  cheap- 
er and  more  convenient  than  a  store.  They  should  pay  artists  and 
provide  reliable  downloads.  They  need  every  tune  most  people 
want  and  lots  they  don't  yet  know,  like  a  good  store  has.  Right? 

So  why  don't  pressplay  and  RealOne  Music,  two  new  industry- 
backed  Web  music  services,  understand  this?  A  test  drive  reveals 
weak  selection  and  pricing  that's  not  at- 
tuned to  how  people  want  to  buy  music. 
Both  flunked  the  same  test  Napster 
passed  in  2000:  Could  they  match  my 
own,  suburban-bought,  CD  collection? 
Hardly.  RealOne  couldn't  find 
Beethoven's  Ode  to  Joy.  No  Otis  Red- 
ding. No  zydeco  titan  Clifton  Chenier. 
No  Dar  Williams  or  Richard  Shindell, 
folk  acts  reviewed  in  haute  couture  mag- 
azines such  as  People.  No  Clancy  Broth- 
ers, a  top  Irish  band.  How  about  Top 
40?  No  Jennifer  Lopez.  No  Alicia  Keys. 

Pressplay  also  has  gaps  big  enough  to 
march  a  band  through.  It  has  19 
Beethoven  cuts — by  1980s  band  Camper 
Van  Beethoven.  It  misses  Chenier.  It  has 

the  Clancy  Brothers  but  not  their  sometime-partners,  the  Dublin- 
ers.  No  Shindell,  but  Williams  is  here.  No  Redding.  It  has  Lopez — 
but  just  two  tracks  from  her  J.Lo  CD.  No  Keys.  A  search  for 
*NSYNC  yielded  The  Nixons — until  I  misspelled  *nsync's  name  and 
found  nine  songs.  Most  *nsync  is  on  RealOne. 

The  reason  for  the  gaps  is  simple.  On  pressplay,  there  are  most- 
ly songs  recorded  for  Sony,  EMI,  and  Universal.  RealOne  is  built 
around  Warner  Music,  bmg,  emi,  and  Zomba.  Selection  will  im- 
prove as  licensing  deals  get  cut,  but  now  neither  keeps  up  with  the 
what's  available  on  free  song-sharing  services  such  as  Morpheus, 
which  like  Napster  is  battling  the  industry  in  court.  And  neither 
matches  a  good  store's  breadth  of  selection. 
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RealOne  and  pressplay  aren't  cheap,  either.  A  CD  is  like  :. 
honest  Chicago  politician:  It  stays  bought.  Both  pressplay 
RealOne  use  rental  pricing:  For  $9.95  and  up  per  month,  you' 
play  songs  you  download  on  your  PC,  beginning  at  30 
month  at  pressplay  and  100  a  month  at  RealOne.  (But  Real< 
bars  you  from  transferring  songs  to  portable  music  players — a 

jor  faux  pas.)  For  a  year,  pressplay  costs  $11'  k\ 

use  360  songs — the  equivalent  of  about  24 

.   (on  RealOne,  it's  about  80  CDs).  To  get  moi  i 

the  artists  I  want,  I'd  need  both  services, 

about  $240  a  year.  Since  I  keep  CDs  about 

years,  I'd  spend  $2,400  to  keep  listening  for 

long  online.  RealOne  and  pressplay,  howe 

may  make  economic  sense  for  some  people 

those  who  buy  a  few  cuts  from  a  CD  rather  t 

the  whole  thing,  or  those  who  tend  to  listen 


lb 
u] 


: 


Bti 


serve 


song  for  a  short  time  and  then  move  on,  tl  :-; 
services  may  be  priced  right. 

Otherwise,  RealOne  and  pressplay 
companies,  not  consumers.  Britney  ! 
it  up:  Oops,  they  did  it  again,  e 


Roll  Over,  Beethoven 


The  music  industry's  first  efforts  at  pay-for-download 
Web  services  have  big  problems. 
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RealOne:  Service  has  alliances  with  only  three  of  the 
top  five  record  companies,  meaning  big  gaps  in  selec 
tion.  Plus,  it's  expensive  at  $9.95  a  month  and  up. 

Pressplay:  It  offers  a  different  three  of  the  big  five, 
meaning  different  artists  are  unavailable.  And  you 
get  fewer  downloads  for  the  same  $9.95  fee — 30 
per  month,  vs.  RealOne's  100. 


DIGITALLIFESTYLE 


JOAN  O'C.  HAMILTON 
n  hamilton@ebiz.businessweek.com 


iese  e-mail  pagers  are  capturing  the  digerati — and  spawning  some  weird  behavior 

RZAD  DIBACHI  WAKES  up  every  morning  and  immediately  kisses  his  wife,  Rhonda.  That's  to  remind 
r  how  important  she  is,  Farzad  explains,  as  Rhonda  rolls  her  eyes.  Why  does  the  lovely  Rhonda 
ed  this  reminding?  Because  Farzad  then  reaches  for  his  BlackBerry  e-mail  pager  and  spends  the 
xt  half  hour  in  bed,  assorted  minutes  while  getting  dressed,  and  a  disturbing  amount  of  time  while 

tomer.  She  says  her  investment  bankers  especially  love  the  devices, 
but  their  impact  is  being  felt  all  over  the  company.  For  example, 


on  BlackBerry 


kring  to  work  (at  red  lights  only,  he  insists),  squinting  into  the 
;er-sized  device  and  zipping  off  quick  e-mails.  "I  love  it,"  ad- 
s  Dibachi,  ceo  of  software  company  Niku  Corp.  "I  hate  car- 
fig  a  laptop  just  to  do  e-mail." 

If  you  haven't  seen  BlackBerries,  made  by  Canada's  Research  in 
ition  Ltd.,  they  come  in  two  sizes:  A  pager  look-alike,  and  a 
m-size  device.  Both  have  tiny  keyboards  you  work  with  your 
mbs,  and  they  wirelessly  pipe  your  e-mail  to  your  hip,  24/7.  To 
ny  of  us  that  sounds  disturbingly  like  the  ankle  bracelets  they 
e  felons  under  house  arrest.  And  frankly,  the  first 

one  I  thought  it  was  a  toy  that  had  slipped  its  pi 
st  tie  in  the  Knowledge  Worker  Barbie  accesso- 
pack.  Who  in  the  world  could  type  on  keys 

size  of  a  grain  of  rice? 
Anybody  with  thumbs,  I've  discovered.  I 
w  see  legions  of  BlackBerry  fans  in 
etings,  around  town,  even  in  church, 
here's  something  really  nice  about  being 
p  to  type  in  private,"  says  Yogen  Dalai,  a 
(lture  capitalist  at  Mayfield  Fund  who 
s  he  quickly  got  used  to  the  tiny  keys. 
d  users  are  adopting  a  slew  of  quirky 
vate  and  public  behaviors.  E-mailing  in 
i  bathroom,  for  example.  Or  obliviously 
ertaining  onlookers  in  public  by  scowl- 
swearing,  or  even  verbalizing  their 
oiling  and  typing  into  the  tiny  screens, 
it-dit-dit-daaaa — Send!"  they  yelp.  And  I 

lots  of  brief  e-mails  from  BlackBerry 
ts  written  in  vowel-optional  shorthand 
it  Redwood  City  (Calif.)  lab  techni- 
n  Evelyn  Miller  calls  "Vanna-lan- 
age" — (c  u  @  th  mtng). 
Jill  W.  Mullen  is  a  chief  technology  officer 
Merrill  Lynch  &  Co.,  a  big  BlackBerry  cus 


Merrill  meetings  are  now  judged  successes  or  failures  based  on 
how  many  people  whip  out  BlackBerries  instead  of  paying  at- 
tention, she  jokes.  I'm  told  many  users  now  call  the  increasing- 
ly familiar  BlackBerry  posture  of  head  down,  hands  in  the  lap 
under  the  conference  table,  the  "BlackBerry  prayer." 

Obviously,  the  device's  biggest  appeal  is  real-time  info:  Smythe 
European  Motors  ace  Mercedes  salesman  Tony  Spencer  says  his 
BlackBerry  has  won  him  sales  from  his  demanding  Silicon 
sy  clientele,  such  as  when  his  sales  manager  e- 
mailed  the  salesforce  that  a  silver  version  of  a 
$90,000  car  Spencer  was  test-driving  with  a 
client  had  become  available.  Spencer  paged 
back  "SOLD"  on  the  spot.  "I  wouldn't  take 
a  call  in  that  situation,  and  the  car  would 
have  been  gone  by  the  time  we  got  back," 
he  says.  Los  Angeles  attorney  Nancy  L. 
Abell  even  uses  her  BlackBerry  at  the  bar- 
gaining table.  During  a  difficult  negotia- 
tion she  zapped  a  change  in  strategy  to 
one  of  her  colleagues  just  a  few  chairs  away. 
"He  responded,  and  we  were  set,"  she  says. 
But  can  folks  keep  their  BlackBerry  use 
responsible,  polite,  and  lawful?  Already, 
some  users  defy  airline  rules  about  turning 
off  devices  by  hiding  them  in  their  laps. 
Tony  Spencer's  wife,  Chris,  likes  his  love 
notes,  but  not  the  thought  that  he's  in  the 
car  driving  and  typing  at  the  same  time. 
Oh,  and  one  last  caution  to  the  Silicon 
Valley  venture  capitalist  who  "prays"  often 
throughout  the  day:  Your  assistant  does  not 
ecall  BlackBerry-directed  Starbuck's  runs  being  in 
job  description,  Bucko,  e 
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Winging  Into 

Wireless 

It's  cheaper  and  easier  to  install — and  more 
companies  are  finding  that  it  pays  off  big 

BY  HEATHER  GREEN 

THREE  YEARS  AGO,  U.S.  Fleet  Services  considered  building  a  wireless  net- 
work for  its  drivers,  but  soon  decided  against  it.  Customizing  mobile 
devices  and  developing  software  was  too  hard,  and  the  company 
didn't  have  computer  systems  robust  enough  to  make  it  worth  the 
hassle.  Then,  last  year,  U.S.  Fleet  revisited  the  technology — and  this 
time  it  put  the  pedal  to  the  metal. 


The  reason?  These  days,  wireless  is 
cheaper  and  easier  to  deploy — and  it's  al- 
ready paying  off.  In  September,  U.  S.  Fleet, 
which  refuels  vehicles  for  customers  such 
as  Coca-Cola  and  Nabisco,  began  equip- 
ping its  200  trucks  with  mobile  de- 
vices and  wireless  connections  to 
its  corporate  intranet  The  price: 
$1.5  million,  a  quarter  of  what 
it  would  have  cost  three  years 
earlier.  Now,  managers  can 
check  drivers'  locations  online, 
letting  them  rearrange  routes  on 
the  fly — and  increase  the  average 
number  of  daily  deliveries  per  truck  from 
six  to  seven.  As  soon  as  drivers  fill  a 
client's  vehicle,  the  information  is  scanned 
into  their  handheld  computers  and  zapped 
off  to  the  network.  That  lets  customers 
check  deliveries  immediately  on  U.S. 
Fleet's  Web  site,  two  days  faster  than  be- 
fore the  system  was  installed.  Wireless 
"makes  good  business  sense  and  doesn't 
cost  an  arm  and  a  leg,"  says  Saul  Cohen, 
vice-president  of  information  technology 
at  U.  S.  Fleet. 

Once  written  off  as  overhyped  and 
underperforming,  wireless  is  enjoying  a 


resurgence  in  Corporate  America.  Thanks 
to  plunging  equipment  prices,  new  stan- 
dards for  radio  links,  and  increased  cel- 
lular coverage,  even  small  companies  can 
afford  wireless  systems  once  available  only 
to  deep-pocketed  giants  such  as 
United  Parcel  Service  Inc.  "Dur- 
ing the  past  18  months,  com- 
panies staggered  around,  not 
quite  sure  whether  to  touch 
wireless,"  says  Martin  Duns- 
by,  a  partner  at  Deloitte  Con- 
sulting. "Now  the  interest  is 
accelerating." 
What's  fueling  the  growth?  Device 
makers,  ranging  from  well-known  names 
such  as  Palm  Inc.  to  industry  stalwarts 
like  Symbol  Industries  are  churning  out 
smarter  and  smaller  handhelds.  Symbol's 
standard  machine,  for  example,  has  gotten 
a  tenfold  boost  in  performance  since  1999, 
while  its  price  and  weight  have  fallen  by  a 
third.  That  makes  it  cheaper  for  compa- 
nies to  equip  workers  and  has  cut  the 
price  of  wireless  projects  in  half  over  the 
past  two  years,  says  researcher  IDC  Corp. 
That,  in  turn,  will  help  double  the  number 
of  field  reps  with  wireless  devices,  to  1 1 


ttb 


million,  this  year,  says  Yankee  Group 
search  Inc.  And  in  hospitals,  offices, 
factories,  a  standard  called  WiFi  (a 
802.11b)  that  connects  devices  to 
less  networks  is  simplifying  installati 
This  year,  employees  using  WiFi  netwi 
are  expected  to  more  than  double,  to 
million,  according  to  Gartner  Inc.  An 
er  boost:  Tiny  radios  can  now  track  p 
in  warehouses  or  alert  techies  when 
chines  are  on  the  blink. 

Still,  lingering  design  and  tec 
issues  need  to  be  ironed  out.  Some  o 
panies  are  waiting  for  the  higher-sp 
wireless  networks  that  phone  compa 
such  as  Verizon  Wireless  and  Sprint 
Group  are  promising  this  year.  With 
those  networks  in  place,  companies 
their  wireless  initiatives  won't  have  s 
cient  reach  to  make  them  pay.  For 
stance,  coffee  distributor  Millstone  Co 
gave  handheld  computers  to  400  fi 
reps  last  fall  but  has  delayed  wirele' 
linking  them  until  connection  speeds 
coverage  improve.  And  security  holes  i 
covered  last  year  in  WiFi  technology  h 
sparked  concerns  about  hackers  int 
cepting  corporate  data. 

The  biggest  action  is  in  reaching  out    :. 
field  personnel.  In  years  past,  Pepsi  B    -.-.. 
tling  Group  Inc's  700  soda  fountain  te 
nicians  spent  too  much  time  on 
phone  instead  of  time  fixing  the  com 
ny's  1.3  million  vending  and  fount 
machines.  Customers  called  in  problei 
then  a  call-center  employee  paged  a  te 
nician,  who  would  ring  for  details  atx 
the  job.  At  the  end  of  the  day,  rep 
workers  would  fax  in  forms  detailing  tr 
visits — with  results  not  available  on  Pep 
intranet  until  five  days  later. 

That  system  is  on  its  way  to  the 
heap.  Pepsi's  technicians  now  have  c 
the-shelf  handheld  devices  from  Armo 
(N.Y.) -based  Melard  Technologies  t 
Dispatchers  today  retrieve  from  Pepi 
intranet  everything  the  technicians  need 
know  about  a  job  and  zap  it  off  to  » 
paperback-sized  handheld.  When  the  jo 
done,  the  technician  sends  an  electro, 
bill  to  headquarters.  At  the  same  tir 
the  handheld  automatically  tells  the  sto< 
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i>m  which  parts  were  used,  so  when 
technician  stops  in  for  supplies,  re- 
cements  are  waiting  for  pick-up. 
The  payoff?  Pepsi  answers  calls  20% 
er  than  it  used  to  and  has  saved  $7 
llion — meaning  the  project  will  pay  for 
:lf  in  just  two  years.  And  parts  replen- 
ment  requests  are  now  nearly  100% 
urate,  vs.  85%  in  the  past,  when  legi- 
ity  was  a  big  issue.  "We  sell  soda,"  says 


Gary  K.  Wandschneider,  senior  vice-pres- 
ident for  operations  of  Pepsi  Bottling 
Group.  "When  we  tried  to  figure  out  why 
customers  switched  to  our  competitors, 
part  of  the  answer  was  customer  service 
and  equipment  failure." 

Field  workers  aren't  the  only  ones  go- 
ing wireless.  In  warehouses,  offices,  and 
hospitals,  wireless  technology  gives  mobile 
workers  instant  access  to  data.  St.  Luke's 


Episcopal  Hospital  in  Houston 
spent  $2.5  million  on  computers 
and  a  WiFi  network  for  three  of 
its  22  floors.  Nurses  and  doctors 
bring  laptops  on  their  rounds, 
entering  treatment  info  and  zap- 
ping it  to  the  hospital's  intranet. 
Staff  in  the  departments  with 
wireless  have  cut  data-entry  time 
by  30%,  says  Gene  Gretzer,  the 
hospital's  wireless  project  leader. 
The  respiratory  therapy  group 
alone  was  able  to  shave  staff  by 
20%,  saving  $1.5  million  while 
handling  13%  more  patients. 

Increasingly,  companies  are  us- 
ing wireless  devices  that  talk  to 
each  other,  cutting  out  humans 
entirely.  Thermo  King  Corp., 
which  makes  cooling  units  for 
trucks  and  shipping  containers,  is 
selling  self-monitoring  equipment 
When  a  truck  returns  from  a  de- 
livery, a  radio  connected  to  the 
Net  contacts  sensors  on  the  vehicle 
that  track  the  performance  of  the 
cooling  machinery.  If  there's  a  problem, 
an  alert  is  sent  to  a  Web  site  monitored  by 
technicians.  That  can  mean  savings  of  up  to 
$1,000  per  truck  annually  by  reducing 
spoilage  and  cutting  maintenance  staff. 

Sure,  the  wireless  Web  hasn't  lived  up 
to  expectations  for  consumers.  For  busi- 
nesses though,  the  mobility  of  wireless 
combined  with  the  wealth  of  data  on  the 
Internet  are  creating  a  one-two  punch,  e 


I  [A/here  the  Wireless  Web  Works 

I   usinesses  flocked  to  wireless  projects  as  their  cost  fell  by  more  than  50%  in  the  past  two  years.  Here's  what  companies  are  doing: 
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Workers  on  the  move:  The  roll- 
out of  data  networks  helps  companies 
improve  customer  service  by  getting 
info  to  reps  more  quickly. 

Wireless  workplaces:  Offices 
are  setting  up  systems  that  transmit 
data  from  the  Web  or  a  company's  in- 
tranet to  employees  moving  about 
the  workplace. 

Smart  machines:  Wireless  de- 
vices in  plants  and  warehouses  can  au- 
tomatically collect  data  from  other 
computers  around  them,  speeding  up 
work  flow  and  eliminating  paperwork. 


Pepsi  Bottling  Group's  700 
technicians  phoned  in  to  get 
service-call  data— and 
faxed  back  billing  info. 

Staff  at  St.  Luke's  Episcopal 
Hospital  in  Houston  spent  too 
much  time  on  administrative 
tasks.  Handwritten  records 
had  potential  for  errors. 

Office  Depot's  2,000  drivers 
sorted  through  info  from  40- 
plus  deliveries  daily.  This 
led  to  data-entry  errors  and 
slowed  inventory  tracking. 


Now  a  wireless  network 
sends  details  to  the  service 
rep's  handheld.  The  device 
zips  billing  data  to  the  office. 

A  wireless  network  for  three 
of  the  hospital's  floors  lets 
staff  check  charts,  lab  re- 
sults, and  patient  data,  wip- 
ing out  handwriting  errors. 

Drivers'  handheld  devices 
automatically  transfer 
customer  data  to  the  com- 
pany's Web  site  when  they 
return  each  evening. 


Service  response  time  cut 
by  20%.  Errors  from  the  old 
fax  system  gone.  Correct 
parts  ready  for  pickup. 

Staff  on  the  networked  floor 
cut  time  spent  on  data  entry 
30%.  The  respiratory  thera- 
py group  cut  staff  by  20%, 
saving  $1 .5  million  a  year. 

No  more  handwritten  bills, 
which  reduced  customer 
complaints  about  missed 
deliveries  by  more  than 
10%  last  year. 


Data:  Gartner  Inc.,  International  Planning  &  Research,  Cahners  In-Stat  Group,  Venture  Development  Corp. 
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JHped  John  Deere  become    ■* 
t  by  developing  an  extranet  that 
snat  .060  John  Deere  dealers  to 

track  orders  for  parts  via  the  Web. 
Bu  this  extranet  reduced  cycle  time 

customer  service  costs  fey  30%. 
Bea  tikes  tractors.  And  tractors  like  Bea. 
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NACHO  DOMINGUEZ  and  his  team  worked 
with  Sprint  PCS  to  create  Sprint  PCS  Voice 
Command,"  a  voice  recognition  technology 
for  hands-free  dialing.  This  increased  revenue, 
kept  existing  customers  happy,  and  helped 
find  new  ones.  (Maybe  it's  time  to  tell  your 
phone  to  "call  Nacho.") 
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PEOPLE  WHO  GET  IT.  PEOPLE  WHO  GET  IT  DONE. 

ibm.com/e-busmess/peop4e 
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COVERSTORY 


The  NEW 


This  generation  of  collaboration  technologies  is  making  it  easier  for 
companies  to  work  with  partners  and  deliver  products  in  record  time 


BY  FAITH  KEENAN  AND  SPENCER  E.  AN 


f 


MARK  THE  TIME  and  place:  Oct.  26,  2001,  Lockheed  Martin 
Aeronautics  Co.  in  Fort  Worth.  On  that  day,  the  defense  contractor 
won  the  first  piece  of  the  biggest  manufacturing  contract  ever — $200 
billion  to  build  a  new  family  of  supersonic  stealth  fighter  planes  for 
the  Defense  Dept.  That  Friday  also  marks  the  kickoff  of  a  new 


technology  era,  one  that  could  transform  the 
basic  workings  of  every  major  corporation. 

Lockheed's  mega-win  will  require  some 
intricate  teamwork.  More  than  80  sup- 
pliers will  be  working  at  187  locations  to 
design  and  build  components  of  the  Joint 
Strike  Fighter.  It's  up  to  the  75-member 
tech  group  at  Lockheed's  Aeronautics  di- 
vision to  link  them  all  to- 
gether, as  well  as  let  the  U.  S. 
Air  Force,  Navy,  and 
Marines,  Britain's  Defense 
Ministry,  and  eight  other 
U.  S.  allies  track  progress  and 
make  changes  midstream  if  necessary.  All 
told,  people  sitting  at  more  than  40,000 
computers  will  be  collaborating  with  each 
other  to  get  the  first  plane  in  the  air  in 
just  four  years — the  same  amount  of  time 
it  took  to  get  the  much  simpler  F-16  from 
contract  to  delivery  in  the  1970s. 

A  project  this  enormous  requires  a 
feat  of  computing  to  keep  all  its  moving 
parts  in  sync.  Lockheed  and  its  partners 
will  be  using  a  system  of  90  Web  software 
tools  to  share  designs,  track  the  exchange 


of  documents,  and  keep  an  eye  on 
progress  against  goals.  Major  partners 
such  as  Northrop  Grumman  Corp.  al- 
ready are  hooked  up.  In  about  six  months, 
the  rest  will  be  on  board.  "We're  getting 
the  best  people,  applying  the  best  designs, 
from  wherever  we  need  them,"  says  Mark 
Peden,  vice-president  for  information  sys- 

WEB-SOFTWARE  TOOLS  MAKE 

IT  POSSIBLE  TO  REINVENT 
ENTIRE  BUSINESS 


terns  at  Lockheed  Martin  Aeronautics. 
"It's  the  true  virtual  connection." 

Management  experts  have  long  talked 
about  the  so-called  virtual  corporation:  a 
company  that  focuses  on  what  it  does 
best  and  farms  out  the  rest  to  specialists 
who  can  do  it  better.  Now,  a  new  genera- 
tion of  Net-collaboration  technologies  is 
making  it  easier  for  companies  to  work 
hand-in-hand  with  their  partners  to  bring 
new  products  to  the  market  in  record 
time — and  on  penny-pinching  budgets. 


These  jazzy  new  technologies  cc 
take  the  Web  a  step  closer  to  delivering 
its  potential.  Companies  can  reinvent] 
tire  business  processes,  such  as  proc| 
design,  supply-chain  management, 
sales  and  distribution  relationships. 
Net  allows  people  from  different  cor 
nies  with  incompatible  computing 
terns  to  meet  in  the  middle  on  Web 
that  speak  a  common  language.  And  I 
stead  of  simply  sending  data  from  P<\ 
PC,  these  Web  tools  let  people  separate 
oceans  interact  with  one  another 
there  were  not  even  a  wall  between  thl 
They  can  talk  via  their  computers  wl 
looking  at  shared  documents,  carry| 
e-mail  chats,  and  use 
tronic  white  boards — wl| 
two  or  more  people 
draw  pictures  or  charts! 
real   time,   as   the   ott 
watch  and  respond. 
If  this  stuff  takes  off,  the  corporatioi| 
we  know  it  could  be  turned  inside 
Picture  it:  Companies  that  have  dl 
everything  in  the  past  from  ordering 
to  bolting  them  together  to  selling  til 
could  instead  use  the  Web  as  a  giant  el 
tronic  Yellow  Pages — to  find  expert'| 
do  many  of  these  jobs  and  then  to 
laborate  with  them  over  the  Net  ol 
minute-by-minute  basis.  The  same  al 
pany  could  offer  its  expertise  to  oil 
firms,  assembling  and  disbanding  teaml 
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Expediting  the  Xbox 


Working  with  manufactur- 
ing partner  Flextronics,  Mi- 
crosoft Corp.  used  a  Web 
collaboration  system  to  bring  its  new  Xbox 
video  game  console  to  market  last  Nov.  15. 
The  system  helped  slice  about  two  months  off 
the  original  production  schedule.  In  one  case, 
Microsoft  decided  that  a  metal  bracket  for 
holding  the  disk  drive  in  place  was  too  heavy, 
so  it  replaced  it  with  a  plastic  one  that  was  sev- 
eral ounces  lighter  and  stronger. 


Microsoft  creates 
a  3-D  design  for 
the  new  part  and,  tapping  into  the  sys- 
tem, tells  Flextronics  to  make  the 
change.  The  system  automatically  sends 
an  e-mail  alert  to  Flextronics' 
manufacturing  and  design  teams. 


Step  4 


Flextronics 
logs  on 


and  approves  the  changes. 
An  e-mail  alert  is  sent  to  the 
Flextronics  unit  that  makes 
the  plastic  part. 


Step 


Flextronics 

engineers  log  on 

to  the  system, 

see  the  change  order, 

and  discuss  it  among  themselves.  Til 

determine  that  the  change  doesn't  c| 

any  problems  with  manufacturing. 


Step  5 


The  parts  people  see 
the  e-mail,  log  on  to 
the  system,  and  ap- 
prove the  change.  The 
manufacturer  modifies 
its  tooling  machines 
and  builds  a  new 
version  in  two  weeks. 


projects  begin  and  end. 
Tighter  relationships  between  companies 
also  could  spur  innovation  as  they  tap 
the  best  talent  from  anywhere  in  the 
world.  Workers  might  end  up  identifying 
less  with  their  company  than  with  their 
cross-company  team — and  get  bonuses 
based  on  the  team's  performance.  Po- 
tentially more  radical  than  reengineer- 
ing,  Web  collaboration  could  reshape  the 
traditional  corporation,  says  George 
Colony,  ceo  of  tech  market  researcher 
Forrester  Research. 

For  now,  most  companies  would  be 
content  with  technologies  that  make  them 
far  more  flexible  and  efficient.  Previously, 
they  mosuy  relied  on  a  pricey  older  tech- 
nology called  electronic  data  interchange, 
or  EDI,  to  trade  basic  information  like 
purchase  orders.  Because  of  the  limits  of 
the  technology  and  resistance  to  changing 
business  processes,  only  about  10%  of 
large  companies  are  collaborating  with 


partners,  according  to  Raymond  E.  Miles, 
professor  at  the  Haas  School  of  Business  at 
the  University  of  California  at  Berkeley. 
"People  don't  know  yet  how  to  do.  this, 
but  they  have  to  do  it,"  says  Miles.  "You're 
not  going  to  create  wealth  in  the  21st 
century  the  way  you  did  in  the  20th." 

The  new  tools  are  barely  out  of  the 
box,  but  some  early  experiments  are 
showing  solid  results.  By  using  the  Web  to 
coordinate  auto  design  by  internal  engi- 
neers and  external  suppliers,  General  Mo- 
tors Corp.  can  get  a  car  into  production 
in  18  months,  down  from  the  42  months 
it  took  in  the  mid-1990s.  Land  O'Lakes 
Inc.  has  saved  $40,000  a  month  since 
September  by  using  the  Web  to  stuff  but- 
ter and  cheese  into  trucks  it  shares  with 
companies  such  as  Georgia-Pacific  Corp. 
And  Deloitte  Consulting  says  it  can  bring 
a  new  team  member  up  to  speed  on  a 
project  in  a  day  or  two,  down  from  three 
weeks,  by  keeping  everything  they  need  to 
know  on  a  Web  site. 

If  this  stuff  delivers  on  its  promise,  it 
could  help  drive  productivity  growth  for 
years.  Yankee  Group  Research  Inc.  says 
that  over  the  next  five  years,  collaborating 
over  the  Net  can  save  companies  $223 
billion  by  cutting  transaction,  production, 


and  inventory  costs.  "There's  an  oppc 
nity  for  a  whole  new  level  of  busi 
performance     improvements     in 
collaborative  redesign  of  processes,  ij 
the  Internet  as  the  great  enabler," 
James  A.  Champy,  chairman  of  consul 
at  Perot  Systems  Corp.  and  author  ol 
Engineering  the  Corporation:  Reinveii 
Your  Business  in  the  Digital  Age. 

Still,  Net  collaboration  is  only 
toddler  phase.  Network  connections 
always  reliable,  so  real-time  collabor? 
sessions  sometimes  cut  off  suddenll 
midstream.  Technology  novices  tenJ 
be  flummoxed  by  logging  on  to  Web 
and  uploading  documents.  And  <| 
when  the  software  works  as  advertise! 
isn't  always  quickly  adopted.  Cult 
the  main  hangup.  Like  squirrels  bi 
nuts  for  winter,  companies  and 
visions  have  traditionally  hoarded 
mation — even  from  each  other- 
competitive  advantage.  The  challenj 
to  come  up  with  ways  to  reward  emp 
ees  for  working  in  new  ways. 

Tight  technology  budgets  also 
slowed  adoption  of  new  software, 
companies  delayed  collaboration  prol 
in  the  second  half  of  2001.  "They  we  I 
going  full-bore  because  they  got  bul 
before"  by  earlier  Internet  technokl 
that  didn't  deliver,  says  analyst  Heel 
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p  i  Uini  of  Salomon  Smith  Barney.  "Next 
ar  is  when  we'll  move  beyond  initial 
rployments.  We're  still  very  much  in  the 
ujrly  adopter  phase." 

Being  a  collaboration  pioneer  has  paid 
sul  F  big-time  for  Juniper  Networks  Inc.  It 
rms  out  operations  like  manufacturing, 
gistics,  and  customer  support  so  it  can 
ncentrate  on  what  it  does  best:  design- 
rig  and  selling  networking  equipment. 

a  use  the  company  is  so 
t  icient,  even  when  revenue 
.  iwth  slowed  to  32%  in 
from  a  fivefold  jump 
i    2000,  it  was  able  to  in- 
ise  research  and  develop- 
nt  spending  by  80%.  "We  were  able  to 
lage  costs  to  protect  strategic  invest- 
nt,"  says  CEO  Scott  G.  Kriens.  "This 
i  lot  to  do  with  the  outsourcing." 
ir.|  Juniper's  network  links  its  own  opera- 
-»ns  with  those  of  partners — setting  off  a 
tal  chain  reaction.  Customers  place  an 
der  via  the  Web,  which  relays  the  order 
Juniper's  core  planning  software,  which 
its  out  the  details  to  every  internal  de- 
1  rtment  that  needs  the  info — from  fi- 
nce  to  supply  chain  and  to  outsiders  like 
ntract  manufacturers.  Juniper's  produc- 
>n  planning  system  automatically  vets 
"  manufacturer's  inventory,  raw  materi- 
and   production   lead   time — then 


coughs  up  a  date  when  the  product 
will  be  shipped  directly  to  the  cus- 
tomer. If  a  customer  changes  her  order 
on  short  notice,  a  team  of  material 
planners  and  process  engineers  from 
Juniper  and  its  contractor  manufacturers 
are  alerted  by  e-mail.  They  get  together  in 
a  Web  conference  to  figure  out  what  needs 
to  be  done  to  deliver  on  time. 

One  of  the  most  effective  uses  of  the 
new  collaboration  technologies  is  in  the 
area  of  product  development — everything 
from  designing  cars  to  developing  new 
prescription      drugs. 
This  kind  of  teamwork 
not  only  increases  effi- 
ciency but  boosts  in- 
novation— the     holy 
grail    of    companies 
hoping  to  produce  the 
Next    Big    Thing    in 
their  industry.  General 
Motors,  for  one,  has 
chalked  up  big  wins  since  setting  up  a 
collaborative  engineering  system  in  1999 
that  allows  GM  employees  and  external 
auto  parts  suppliers  to  share  product  de- 
sign information.  Previously,  GM  had  no 
way  of  coordinating  its  complex  designs 
across  its  14  engineering  sites  scattered 
across  the  world,  plus  the  dozens  of  part- 
ners who  design  subsystems. 

Now,  gm's  collaboration  system  serves 
as  a  centralized  clearinghouse  for  all  the 
design  data.  More  than  16,000  designers 
and  other  workers  use  the  new  Web  sys- 

CHANGING  OLD  HABITS  IS  ONLY 
ONE  OF  THE  ROADBLOCKS  TO 
SMOOTHER  COLLABORATION 

tern  from  Electronic  Data  Systems  Corp. 
to  share  3-D  designs  and  keep  track  of 
parts  and  subassemblies.  The  system  au- 
tomatically updates  the  master  design 
when  changes  are  finalized  so  everyone  is 
on  the  same  page.  The  result:  gm  has 
slashed  the  time  it  takes  to  complete  a 
full  mock-up  of  a  car  from  12  weeks  to 
two.  The  time  saved  by  online  collabora- 
tion frees  up  workers  to  think  more  cre- 
atively— mocking  up  three  or  four  more 
alternative  designs  per  car. 

After  products  roll  off  the  assembly 
line,  Web  collaboration  software  can  help 
sell  them.  Companies  with  complex  sales 
channels  are  turning  to  the  Net  to  help 


COVERSTORY 

sign  up  resellers  and  coordinate  marketing. 
PTC,  in  Needham,  Mass.,  which  makes 
product-design  software,  is  using  Web- 
collaboration  software  to  reach  out  to  re- 
sellers it  needs  to  expand  to  new  markets 
not  already  served  by  its  sales  force.  The 
software  from  ChannelWave  Inc.  auto- 
mates the  recruiting  and  certification 
process.  It  now  takes  a  day  to  sign  up  a 
partner — down  from  a  week  In  a  year, 
PTC  has  signed  up  about  170  partners. 
ptc  expects  to  recoup  the  $22,000  a 
month  it  pays  for  ChannelWave  with  an 
improved  rate  of  converting  leads  for  re- 
sellers to  sales — 35%,  vs.  20%  in  the  old 
days.  It  will  be  able  to  use  the  Web  site  to 
hand  off  leads  to  specific  resellers  and 
track  their  attempts  to  land  customers.  If 
a  reseller  is  having  trouble,  ptc  can  step  in 
to  help  cement  the  deal. 

Once  a  sale  is  made,  the  next  step  is 
delivering  products.  Collaboration  tech- 
nologies are  saving  money  in  warehouses 
and  on  18-wheelers.  A  dozen  companies 
including  Land  O'Lakes  and  Georgia-Pa- 
cific use  a  collaboration  system  devised  by 
Nistevo  Corp.,  a  software  company  in 
Eden  Prairie,  Minn.,  to  use  the  fewest 
trucks  possible  and  keep  them  full  by 
matching  loads  and  routes.  The  compa- 
nies submit  all  the  details  about  their 
routes  and  contracts  with  truckers  to  the 
Nistevo  Web  site.  The  company  matches 
up  the  participants'  schedules  and  notifies 
potential  partners  by  e-mail.  Once  the 
companies  agree  to  terms,  they  log  on 
to  a  Web  site  to  place  an 
order  for  a  truck  and  track 
the  shipments. 

The  rewards  are  starting 
to  roll  in.  In  just  six  months, 
Georgia-Pacific  says  it  has 
saved  $600,000  on  one,  six-legged  route 
from  Chicago  to  Maine  and  back  again. 
And  Fernando  Palacios,  vice-president  for 
operations  and  supply  chain  at  Land 
O'Lakes,  says,  based  on  initial  results,  the 
company  expects  to  save  a  half-million  dol- 
lars this  year.  Payoffs  like  that  more  than 
cover  the  average  $250,000  annual  cost  for 
Nistevo  and  the  $75,000  installation  fee. 

There's  no  matching  Net  collabora- 
tion when  a  crisis  breaks  out.  Web  sites 
can  be  set  up  in  minutes.  People  are  able 
to  share  data,  schedule  meetings,  conduct 
forum  discussions,  and  view  up-to-date 
drafts  of  documents  they're  working  on. 
Using  a  Web  site  provided  by  New  York- 
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based  IntraLinks  Inc.,  80  people  from  sev- 
en consulting  firms  produced  a  report 
for  the  New  York  City  Partnership  on  the 
economic  impact  of  the  September  1 1 
attacks.  It  took  just  six  weeks — rather  than 
the  normal  six  months  or  more.  The  tim- 
ing was  crucial  since  the  city  needed  facts 
to  back  up  its  pleas  for  relief  funds.  The 
Web  site  made  sharing  information  a 
snap.  Every  morning,  Jenny  Abramson, 
an  associate  with  Boston  Consulting 
Group,  posted  links  to  newspaper  articles 
on  the  Web  site — alerting  her  colleagues 
with  e-mails.  "We  were  able  to  spend 
more  time  on  the  content  issues,  and  less 
on  logistics,"  says  Abramson. 

Those  are  some  of  the  best-case  sce- 
narios. In  other  cases,  collaborative  proj- 
ects have  yet  to  deliver  the  goods.  Last 
spring,  Baker  &  McKenzie,  a  Chicago  law 
firm  with  3,000  attorneys  and  62  offices 
worldwide,  was  enthused  about  a  new 
multimillion-dollar  collaboration  system 
from  Lehi  (Utah) -based  Nextpage  Inc. 
that  would  allow  its  lawyers  to  manage 
cases  and  corporate  mergers  with  other 
parties  over  the  Web.  The  company  had 
an  ambitious  plan  to  roll  out  the  service 


to  10  of  its  offices  in  the  second  quarter 
and  get  the  other  offices  online  by  the 
end  of  the  year. 

It  didn't  happen.  The  firm  underesti- 
mated the  training  costs  and  the  diffi- 
culties of  changing  peoples'  behavior, 
especially  among  workers  who  weren't 
computer-sawy.  During  an  early  train- 
ing session,  one  older  lawyer  actually 
confused  a  Microsoft  PowerPoint  pres- 
entation they  were  using  to  train 


Changing  old  habits  is  only  on« 
the  roadblocks  to  smoother  collabd 
tion.  Technology  bugs  and  a  compet} 
wariness  are  making  people  move 
gerly.  One  tech  manager  at  Boeing 
complains  that  Microsoft  Corp.'s 
Meeting  software  for  online  meeti) 
"is  terrible —  Everything  freezes  so 
pie  have  to  reconnect."  Engineers 
about  the  time  it  takes  to  transfer  bi 
design  files.  And  early  users  of  a 


A  KEY  LESSON:  ITS  PEOPl 

WHO  MUST  WORKTOGETHEI 

NOT  JUST  MACHINES 


people  for  the  collaboration  service  it- 
self. "Getting  people  to  practice  in  a  dif- 
ferent way  is  a  very  ambitious  exercise," 
says  Mark  Swords,  a  partner  heading  the 
initiative.  Now,  Swords  says,  Baker  & 
McKenzie  plans  to  roll  out  the  service 
in  the  second  quarter,  a  year  later  than 
expected,  and  in  only  two  offices  instead 
of  10  or  more.  The  firm  remains  com- 
mitted to  it  because  he  believes  it  could 
help  land  new  clients. 


New  Ways  to  Get  Work  Done 

Web  sites  where  workers  can  collaborate  change  the  game  for  corporations  by 
saving  time  and  money  on  everything  from  product  design  to  mergers 


Product  Development:  Companies  are 
making  products  more  cheaply  and 
quickly  by  using  the  Web  to  synchronize 
the  design  process  with  suppliers. 

Supply  Chain:  Companies  can  use 
shared  Web  sites  to  work  closely  with 
contract  manufacturers  and  suppliers- 
reducing  inventories. 

Sales  Channels:  On  Web  sites,  compa- 
nies and  their  resellers  share  technical 
information,  conduct  employee  training, 
and  track  sales  leads. 

Transportation:  Logistics  exchanges 
take  the  hassle  out  of  delivering  goods  by 
offering  quick  price  quotes,  truck  avail- 
ability,  and  shared  trucks. 

Project  Management-  Law  firms,  con- 
sulting    ms,  and  banks  can  use  elec- 
tronic bu  e   n  boards  to  manage  com- 
plex deals     j  orojects. 


Using  a  collaborative  system  at  1 1  Gen- 
eral Motors  Corp.  factories,  the  company 
has  cut  the  time  it  takes  to  finish  a  vehi- 
cle mock-up  from  12  weeks  to  two  weeks. 

By  purchasing  food  ingredients  and  oth- 
er goods  via  an  online  service  that  allows 
it  to  interact  with  suppliers,  H.J.  Heinz 
Co.  has  cut  its  supplier  costs  by  10%. 

Toshiba  Canada  Office  Products  Group 
has  reduced  by  half  the  time  it  takes  to 
process  orders  handled  by  its  resellers 
and  has  cut  printing  and  mailing  costs. 

Georgia-Pacific  Corp.  has  saved 
$600,000,  or  19%,  since  June  on  a 
single  cross-country  route  that  it  shares 
with  General  Mills  Inc. 

Deloitte  Consulting  can  bring  a  new 
team  member  up  to  speed  on  a  project 
within  a  day  or  two  rather  than  the  three 
weeks  it  used  to  take. 


laboration  system  made  by  Groove 
works    Inc.     in     Cambridge,    M< 
complain  that  they  have  to  reformat 
crosoft  Word  documents  before  they 
share  them  in  cyberspace.  Software  a\ 
panies  are  scurrying  to  work  out 
bugs  so  their  tools  catch  on  faster. 

One  of  the  key  early  lessons  is 
for  collaboration  to  work  well,  it  haJ 
be  between  people,  not  just  machia 
Management  experts  say  digital  wcl 
spaces  can't  completely  replace  m| 
traditional  interactions,  especially  in 
creative  process.  In-person  commun  | 
tion  is  important  for  training,  built 
relationships,  and  riding  herd  on  a 
ficult  project.  Nistevo  addresses  that] 
mixing  tech  wizardry  with  old-fashio'| 
meetings.  Palacios  of  Land  O'Lakes 
companies  participating  in  NistevJ 
trucking  project  build  trust  and  sort 
their  problems  by  meeting  face-to-f| 
every  quarter. 

Lockheed  won't  have  the  luxur 
waiting  for  in-person  confabs  to  get 
hurdles.  Its  suppliers  span  26  states  A 
three  countries.  But  it's  willing  to  put  | 
with  the  glitches  that  are  inherent  in 
tronic  collaboration.  The  Lockheed  te 
heading  into  the  digital  wilderness  with  J 
thought  of  turning  tail.  "This  wasn't] 
accounting  decision,"  says  Lockheed's 
den.  "It  was  a  what-do-you-want-to-J 
when-you-grow-up  decision." 

Other  companies  will  face  sir 
choices  as  these  teamwork  tools  imprc| 
For  many  outfits,  finding  a  way  to 
collaboration    work    across    corporl 
boundaries  may  be  the  surest  path| 
reaching  a  ripe  old  age. 
Contributing:  Ben  Elgin  and  Steve  Heal 
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we  can  guarantee  you'll  save  20%  on  your  customer  contact  operations. 

And  that's  bound  to  impress  someone. 


.Anything  on  that  list  look  good?  Talk  to  us.  We're  eLoyalty.  Our  deep  expertise  in  the  areas  of  operations  management,  CRM  technologies 
pel  financial  performance  is  saving  our  customers  an  average  of  25-30%  on  their  customer  contact  operations.  It's  a  bold  step  to  guarantee 
such  a  thing,  but  that's  the  kind  of  savings  we're  offering.  The  kind  of  savings  that  makes  a  difference  -  the  kind  that  gets  noticed. 

hi  go  ;i  long  way  in  these  lough  economic  limes,  hit  I?  Contact  eLoyalty  toda 

CALL   1.877.4.ELOYAL  OR  VISIT  OUR  WEBSITE  WWW.ELOYALTY.COM 
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Ryan:  "We  are  look 
to  acquire  anything 
that  is  a...competiti 


IT  HAS  BEEN  more  than  two  years  in  the  making,  but  DoubleClick 
Inc.  finally  seems  poised  to  take  advantage  of  one  of  the  Internet's 
early  promises:  targeted  marketing  made  possible  by  reams  of  in- 
formation about  customers'  shopping  habits.  In  1999,  DoubleClick 
paid  $1  billion  in  stock  for  direct-market  researcher  Abacus  Direct 
Inc.,  which  gathers  information  about  the  buying  habits  of 


consumers  from  catalog  sales  and  then 
sells  it  to  retailers.  DoubleClick  hoped  to 
merge  Abacus'  database  of  billions  of  con- 
sumer catalog  transactions  with  its  own 
data  about  shoppers'  online  behavior.  But 
privacy  advocates  protested  that  would 
reveal  too  much  about  individual  con- 
sumers, and  DoubleClick  was  prevented 
from  taking  full  advantage  of  Abacus. 

Until  now.  On  Jan.  22,  DoubleClick 
rolled  out  a  new  service  called  ChannelView, 


which  helps  retailers  with  online  sales  and 
catalog  or  store  sales  know  how  individual 
customers  shop.  With  this  information,  re- 
tailers can  target  promotions  to  particular 
shoppers,  find  out  whether  the  promotions 
are  working,  and  quickly  make  adjustments. 
Consumers  get  to  choose  whether  they  par- 
ticipate or  not,  alleviating  privacy  concerns. 
"This  is  about  taking  advantage  of  what 
the  Internet  is  good  for,"  says  Jupiter  Media 
Metrix  analyst  Marissa  Gluck. 


Doubleclick's  new  service  could 
have  come  at  a  better  time  for  the  coi 
pany.  Of  all  of  the  black  eyes  suffered 
dot-coms,  none  has  been  worse  than  tl 
of  the  online  ad  industry.  After  a  blowc 
$8.2  billion  year  in  2000,  sales  of  Net  i 
plummeted  22% — to  an  estimated  $< 
billion — last  year,  according  to  Men 
Lynch  Inc.  DoubleClick,  the  online  a 
vertising  leader,  took  a  licking  with  t 
rest.  On  Jan.  15,  it  reported  that  fotul 
quarter  revenue  fell  27%,  to  $96  millk 
and  it  suffered  a  $64  million  loss. 

Rather  than  become  just  another  1 
ternet  hard  luck  story,  the  online  ad  p 
neer  is  trying  to  prove  that  operating  ii 
terrible  market  can  actually  be  a  go 
thing.  The  company  is  de-emphasizi 
its  business  of  selling  advertising  spt 
for  Web  sites.  At  the  same  time,  it's 


EB  18  BusinessWeek  e. biz  /February  18,  2002 


1 


UPSTARTS 


lick, 

WO 


ting  in  other  ad-related  businesses, 
ving  up  ads  for  Web  sites  from  its 
n  computers,  technology  for  analyz- 

customer  data,  and  market  research, 
nless  you  see  online  advertising  as 
id,  you  really  need  to  look  at  Double- 
ck  as  a  huge  beneficiary  of  the  shake- 
on  a  long-term  basis,"  says  analyst 
>tt  Kessler  of  Standard  &  Poor's. 
In  fact,  most  analysts  expect  online 
fertising  to  rebound,  boosting  all  of 
ubleClick's  businesses.  Merrill  Lynch 
>ects  online  ad  sales  to  grow  to  $7.3  bil- 
i  this  year,  and  bounce  up  to  $9.1  bil- 
n  in  2003. 

Already,  the  five-year-old  company  is 
bbering  the  rest  of  the  industry  it 
ped  create.  With  5,000  customers, 
ubleClick  is  more  than  twice  as  big  as 
closest  rival,  24/7  Real  Media.  Mean- 
ile,  others  are  dropping  by  the  way- 
e:  MatchLogic  Inc.,  once  Doubleclick's 
mary  competition,  went  out  of  business 
mid-September.  And  rival  Netcentives 
.  went  belly-up  on  Oct.  9. 
What  keeps  DoubleClick  on  top  of 

heap  is  cash.  As  a  result  of  well-timed 
)lic  offerings  in  1998  and  2000,  it  has 
>re  than  $750  million.  With  a  burn  rate 
$10  million  per  quarter,  the  reserve 
)uld  tide  it  over  until  it  becomes  prof- 

le,  which  analysts  expect  by  the  third 
irter  of  this  year.  And  the  cash  allows 
ubleClick  to  buy  up  the  competition 
:  distressed  merchandise  at  a  going- 

of-business  sale.  "We  are  looking  to 
juire  anything  that  is  a  direct  competi- 
,"  says  DoubleClick  ceo  Kevin  P.  Ryan. 

DoubleClick  has  acquired  six  com- 
lies  or  product  lines  in  the  past  year. 

Oct.  2,  it  bought  a  unit  from  former 
al  L90  Inc.  that  creates  ads  for  Web 
;s  and  tracks  the  response  to  them, 
d  on  Jan.  18,  it  purchased  e-mail 


The  online  ad  leader 
got  hammered  last 
year,  but  it's  branching 
into  new  businesses 
and  headed  for  profits 

BY  JEAIMETTE  BROWN 

marketing  outfit  McAuliffe  Message  Me- 
dia. Ryan  expects  several  more  acquisi- 
tions in  the  coming  year. 

At  the  same  time,  Doubleclick's  ad- 
sales  business  is  shrinking.  The  problem 
is  that  smaller  Web  sites  are  going  out  of 
business,  and  large  Web  sites  increasing- 
ly handle  their  own  ad  sales,  so  there's  a 
shrinking  role  for  an  intermediary  be- 
tween Web  sites  and  advertisers.  The 
company  still  handles  ad  sales  for  715 
Web  sites,  including  Nasdaq.com.  But 
the  business  is  struggling.  Fourth-quarter 
revenues  for  the  unit  were  $27  million, 
down  from  $60  million  a  year  ago,  and 
more  than  90%  of  the  company's  oper- 
ating losses  come  from  this  business. 
DoubleClick  says  it's  open  to  the  possi- 
bility of  exiting  ad  sales  altogether  if  a 
buyer  can  be  found — something  analysts 
say  is  unlikely. 

Even  if  DoubleClick  doesn't  shed  the 
ad-sales  business,  a  fundamental  shift  is 


under  way.  In  2001,  50%  of  the  compa- 
ny's revenues  came  from  technology 
products  and  services,  32%  came  from 
ad  sales,  and  18%  from  market  research. 
In  2002,  the  company  expects  technolo- 
gy to  grow  to  62%  and  ad  sales  to 
shrink  to  16%,  with  the  balance  coming 
from  market  research.  To  boost  its  tech- 
nology, the  company  has  brought  on  a 
new  chief  technologist.  Formerly  cio  at 
Ameritrade,  Mok  Choe's  mission  is  to 
develop  new  services  for  analyzing  cus- 
tomer behavior. 

It  will  take  several  quarters  for  the  busi- 
ness remix  to  show  results.  Revenues  will 
decline— from  $406  million  in  2001  to  $369 
million  this  year — before  starting  to  grow 
again  in  2003,  say  analysts.  Doubleclick's 
stock  is  trading  at  about  $11  per  share,  up 
from  a  low  of  $4.40  in  October,  because  an- 
alysts are  forecasting  improved  financial 
performance.  Goldman,  Sachs  &  Co.  fore- 
casts a  $5.36  million  profit  this  year. 

Expect  Doubleclick's  buying  spree  to 
go  on  until  most  of  the  valuable  tech- 
nology assets  of  the  remaining  online  ad- 
vertising companies  are  under  its  roof. 
Then,  if  the  online  ad  market  turns 
around,  it  will  be  ready  for  a  second 
growth  spurt.  If  this  all  works  out  as 
planned,  the  company's  biggest  problem 
might  turn  out  to  be  an  enviable  one: 
dealing  with  the  loneliness  of  being  by 
itself  on  top  of  a  still-emerging  industry,  e 


Getting  DoubleClick  to  Click 


With  $750  million  in  cash,  DoubleClick  is  snapping  up  rivals  and  increasing 
the  services  it  offers.  Meanwhile,  its  core  online  ad-sales  business  is  shrinking 
rapidly.  Here's  how  the  buying  binge  could  help: 


L90:  The  Oct.  2,  2001,  acquisition  of  L90's  online-ad  serving  and  tracking  unit 
lands  DoubleClick  1,700  customers,  for  a  total  of  5,000— twice  as  many  as  its 
nearest  rival.  This  is  expected  to  help  build  the  company's  ad  serving  and  tracking 
business  to  about  47%  of  overall  revenues  this  year,  up  from  40%  in  2001. 

FloNetworks:  Last  April,  DoubleClick  bought  FloNetworks  for  $40  million,  bolstering 
its  push  into  e-mail  marketing.  The  Web  marketing  business  is  expected  to  account 
for  15%  of  total  revenues  this  year,  up  from  10%  in  2001. 

©plan:  With  the  acquisition  of  the  market-research  company  for  $91  million  last 
February,  DoubleClick  set  out  to  own  a  research  arm.  Combined  with  the  company's 
business  of  selling  info  about  consumers'  buying  habits,  market  research  could  grow 
this  year  to  22%  of  the  company's  revenues,  up  from  18%  in  2001. 

Data:  Company  reports,  US  Bancorp  Piper  Jaftray.  SG  Cowen  Securities 
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Banking  on  i-mode  for 
convenience  in  Japan. 


NTT 

Do  Co 


Beyond  The  Mobile  Fn 


Cafe  rendezvous  in  Tokyo 

-Sorry  I'm  late. 

-Yes,  you're  20  minutes  late. 

-Am  I  that  late? 

-It's  okay.  So,  what  did  you  want  to  talk  about? 

-You  know.  I'm  in  charge  of  Yoko's  after-wedding  party.  I  thought  this  area  would 

be  good  since  it's  close  to  the  wedding  venue.  I  wanted  you  to  keep  me  company 

while  I  checked  out  some  places. 
-Then  let's  use  i-area  which  will  automatically  give  us  information  on  restaurants, 

weather  and  even  maps  for  where  we  are  now  and  the  surrounding  area.  From 

the  i-menu,  go  to  i-area.  See?  How  about  Ginza?  It's  got  plenty  of  restaurant 

listings.  Let's  click  on  this  place... 
-Looks  good.  But  why  don't  we  first  look  at  a  couple  of  places  ourselves? 
-Well,  we  could  just  make  the  party  reservation  from  this  site  with  the  "Phone 

to"  function.  But.  yes.  perhaps  we  should  just  go  there 

and  check  the  places  out  like  you  suggest. 
-The  large,  clear  screen  makes  it  so  easy  to  see  the  map. 


But.  aren't  you  worried  about  the  phone  bill?  You've  been 

connected  for  ages. 
-No.  It's  a  cost-effective  packet  communications  system. 

So  you  only  get  charged  by  the  amount  of  data  you 

send  and  receive,  not  for  the  time  spent  online. 
-Really?  How  convenient!  Then  if  none  of  the  places  are 

any  good,  we  can  always  do  another  search  on  i-mode. 
-Sure.  Before  we  get  going.  I'd  like  to  suggest  that  we 

don't  drink  too  much.  OK? 


NTT  DoCoMo's  i-mode  service  is  only  available  to  subscribers  in  Japan. 


i-mode  service  was  developed  by  NTT  DoCoMo,  one  of  the  world's  largest  mobile  communications  operators.  Within  three  years  (as  of  January  2002), 
this  remarkable  service  has  attracted  over  30  million  subscribers  in  Japan  of  which  over  10  million  use  Java™-compatible  i-mode  terminals  with  cost- 
effective  packet  communications  services  and  access  to  a  wealth  of  convenient  content  on  the  mobile  Internet.  In  October  2001,  NTT  DoCoMo| 
introduced  fully  commercialized  "FOMA"  3G  mobile  communications,  which  now  enables  i-motion  video-clip  distribution  services. 


i-mode.  the  i-mode  logo  and  FOMA  e--  :ernarks  of  NTT  DoCoMo,  Inc  in  Japan    i-motion  rs  a  trademark  of  NTT  DoCoMo,  tnc  in  Japan    Java  is  a  trademark  or  registered  trademark  of  Sun  Microsystems,  Inc  in  the  United  States  1 

other  countries.  Actual  screens  are  in  Japanese  and  may  differ  from  those  shown  above  Names  of  people  and  companies  used  in  the  dialog  are  fictional. 


For  a   borderless  world 


Find  out  more  at  -v  WWW.nttd0C0iT10.C0' 
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NOTHER  TIME, 
NOTHER  ROSS  PEROT 


lutifully  runs  the  family 
iputer  biz,  but  Perot  Jr. 
|lazing  his  own  trail 
lis  own  fortune 

hen  you're  H.  Ross  Perot  Jr., 

the  only  son  of  you-know-who, 

it's  tough  to  go  against  your 

father's  wishes.  As  he  says 

"Rebelling  wasn't  a  big  option  in 

lousehold.  We  never  wanted  to  do 

hing  that  would  make  our  parents 

med."  After  Perot  Jr.  graduated 

Vanderbilt  University  in  1981,  his 

r  asked  Texas  developer  Trammell 

9  to  give  his  son  some  career  ad- 

I  Crow  had  just  one  word  for  young 

It:  warehouses.  Six  years  later,  Ross 

E 


[ 


Jr.  jumped  into  real  estate  development, 
using  several  thousand  acres  of  his  fam- 
ily's Texas  land  as  the  springboard.  And 
when,  in  late  1999,  his  father  began 
needling  him  to  take  over  computer- 
services  company  Perot  Systems  Corp., 
he  soon  obliged:  "I  said,  'I'm  here  to 
do  what  you  want  me  to  do.'" 

Of  course,  Perot  pere  commands  more 
attention  than  most  other  fathers.  He 
helped  launch  the  computer  services  in- 
dustry when  he  founded  Electronic  Data 
Systems  Corp.  in  1962,  and  the  company 
made  him  one  of  the  richest  men  in 
America.  He  dazzled  the  country  when 
he  arranged  for  the  daring  rescue  of 
two  eds  employees  held  hostage  in  Iran 
in  late  1979  and  ran  for  President  twice. 

The  way  Perot  fils  looks  at  it,  he 
would  be  crazy  to  strike  out  on  his  own: 


LORD  OF 
THE  RINK 

Perot  sold  Dallas 
on  the  idea  of 
a  hockey  and 
basketball  arena 


"I  was  dealt  some 
great  cards,  and  I 
try  to  play  them 
well,"  he  says.  To- 
day, at  43,  he  is 
one  of  the  most 
formidable  devel- 
opers in  Texas. 
His  firm,  Hillwood 

Development  Corp.,  specializes  in  mega- 
projects  requiring  big  backers,  political 
muscle,  and  piles  of  public  dollars.  It's 
the  kind  of  company  that  only  someone 
with  a  name  like  Perot  could  run.  Case 
in  point:  the  $420  million  American  Air- 
lines Center  in  Dallas,  which  opened  in 
July.  Located  on  once-blighted  land,  it's 
the  most  expensive  basketball  and  hock- 
ey arena  ever  built,  and  nearly  a  third 
of  the  funding  came  from  tax  receipts. 
But  now  neither  Perot's  real  estate 
ventures  nor  the  family  company  are 
proving  to  be  sure  things.  Recession 
has  slowed  the  real  estate  market.  And 
Perot  Jr.'s  reliance  on  public  money, 
controversial  in  the  best  of  times,  is 
now  being  criticized  even  more  harshly. 
That  has  put  his  scheme  to  surround 
the  arena  with  an  upscale  urban 
streetscape  in  doubt.  As  ceo  of  Perot 
Systems,  in  which  the  family  maintains 
a  32%  stake,  Perot  Jr.  is  charged  with 
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pulling  off  a  tough  turnaround  during  a 
brutal  time  for  tech  companies.  Cost- 
cutting  should  help  increase  profits  by 
about  15%,  to  $65  million  in  2001.  And 
the  stock  has  gone  up  80%  since  he 
took  charge  in  Augasi,  2000.  But  the 
company  is  puny  compared  with  such 
rivals  as  IBM  and  EDS,  which  Perot  Sr. 
sold  to  General  Motors  in  1984  for  $2.5 
billion.  And  it's  growing  at  about  half 
the  rate  of  EDS.  In  the  fourth  quarter, 
revenues  likely  rose  just  6.7%,  com- 
pared with  consensus  estimates  of 
16.6%  for  EDS,  says  rbc  Capital  Mar- 
kets analyst  Cynthia  L.  Houlton.  An- 
nual revenues  at  Perot  Systems  were 
$1.2  billion  in  2001,  she  estimates;  EDS 
sales  were  about  $22  billion.  "They've 
got  a  ways  to  go,"  says  Merrill  Lynch  & 
Co.  analyst  Stephen  T.  McClellan. 

Just  before  Perot  Jr.  took  over,  the 
company  fell  into  trouble.  Perot  Systems 
can  still  rely  on  contracts  from  health- 
care providers,  which  account  for  39% 
of  its  revenue,  but  sales  to  other  indus- 
tries are  faltering.  In  2000,  three  major 
clients — UBS,  anc  Rental,  and  East  Mid- 
lands Electricity — greatly  reduced  their 
spending.  The  result:  nearly  $200  million 
in  lost  revenue  that  caused  sales  to  de- 
cline 3%  for  the  year  instead  of  growing 
an  anticipated  14%.  Analysts  say  a  small 
player  like  Perot  Systems  needs  to 
grow  more  than  20%  a  year,  and  for 
several  years  it 
did.  But  sales 
were  slow  in 
2001  as  well;  the 
company  expects 
to  grow  at  least 
15%  this  year. 

Perot  has  re- 
placed wayward 
execs  and  in- 
stilled new  disci- 
pline in  a  compa- 
ny that  some  speculate  had  gotten  away 
from  his  father.  How?  By  reinforcing 
his  father's  maxims:  Know  your  cus- 
tomer. Never  be  satisfied.  Spend  each 
dime  like  it's  your  own.  "That's  the  way 
to  get  things  done,"  says  Perot  Sr.,  who 
is  the  company's  chairman  but  doesn't 
spend  much  time  in  the  office  these 
days.  Replies  the  dutiful  son:  "I  do  any- 
thing he  wants  me  to  do."  Many  of  the 
elder  Perot's  famously  stern  policies,  in- 
cluding mandatory  drug  testing  and  no 
benefits  for  same-sex  domestic  partners, 
remain  in  place  as  well. 

But  the  company  still  isn't  quite  mea- 
suring up.  To  speed  its  growth,  Perot  Jr. 
needs  to  broaden  the  company's  skills 
far  beyond  serving  health-care  and  fi- 
nancial-services outfits,  probably  by  ac- 
quiring other  firms.  "They  need  many 


Scouting  out  Dallas 
by  helicopter 


more  prospects,"  says  McClellan.  Perot 
admits  as  much:  "We're  certainly  not 
satisfied  today." 

At  least  Perot  knows  a  little  some- 
thing about  toughing  it  out.  He  and  his 
four  younger  sisters  grew  up  with  re- 
tired Marine  Corps  drill  instructors  as 
security  guards.  Perot  Sr,  a  Naval 
Academy  grad,  used  to  tote  his  son  to 
prisoner-of-war  rallies  and  took  him  to 
Cambodia  and  Laos  during  the  Vietnam 
War.  When  Perot  Jr.  entered  Vanderbilt 
to  study  business  administration,  he  ea- 
gerly joined  the  rotc.  After  graduat- 


H.  ROSS  PEROT  JR. 


BORN  Nov.  7,  1958,  Dallas 

EDUCATION  B.A.,  business  admin- 
istration, Vanderbilt  Uni- 
versity, 1981 

CURRENT  JOBS  CEO, 
Perot  Systems  Corp.; 
Chairman,  Hillwood 
Development  Corp. 

FIRST  JOB  Digging  holes 
for  shrubs  at  EDS  cam- 
pus, where  his  father, 
Ross  Perot,  was  CEO 

MILITARY  SERVICE  Joined  the  Air 
Force  in  1983  and  trained  to  be  a 
fighter  pilot;  served  8/2  years  active 
duty  and  reserves 

CLAIM  TO  FAME  Co- 
pi  lot  on  first  around-the- 
world  helicopter  flight;  his 
aircraft,  Spirit  of  Texas, 
hangs  in  the  Smithsonian's 
Air  &  Space  Museum 

FAMILY  Married  to  Sarah; 
they  have  four  children 

ing,  he  and  a  Vietnam  vet  at  EDS,  Jay 
Coburn,  became  the  first  to  circle  the 
globe  in  a  helicopter,  in  1982.  Along  the 
way,  they  had  to  make  a  treacherous 
refueling  stop  on  a  ship  in  the  North 
Pacific.  After  that  adventure,  Perot 
served  in  the  Air  Force,  then  turned  to 
real  estate  development  in  1987.  These 
days  he  wears  the  same  uniform  as  his 
father:  a  suit,  white  shirt,  and  tie. 

He  has  pretty  much  the  same  atti- 
tude, too.  He  intimidates  other  devel- 
opers with  an  approach  he  calls  "win 
or  die."  His  vast  assets,  connections, 
and  political  influence  help,  too.  Says 
one  rival:  "I  don't  like  to  compete  with 
them  head-to-head  because  you  really 
can't.  They  can  use  their  might."  Perot 
is  almost  as  rough  on  colleagues.  For 
years,  he  fought  with  financier  Thomas 


O.  Hicks,  owner  of  Dallas'  pro 
team,  over  the  arena's  direction, 
nally  agreed  to  join  forces,  but  it  j 
ot's  vision  that's  guiding  them  no\ 
Perots  are  "not  used  to  being 
partners  with  somebody,"  Hicks  b-l 
Perot  Jr.'s  first  business  chaj 
was  convincing  his  father  that  he| 
turn  2,500  acres  of  the  family's 
land  into  an  industrial  airfielc 
rounded  by  warehouses  and  facl 
Then  he  wooed  a  host  of  publi<| 
cials  who  over  time  put  up  $152 
in  public  funds.  Today,  the  prh 
held  AllianceTexas  spans  15,000 
and  is  home  to  more  than  100  c  1 
nies  as  well  as  a  NASCAR  speedwj 
research  firm  hired  by  Perot  esi 
the  project  is  responsible  for 
every  15  jobs 
Fort  Worth  ard 
That  sii 

paved  the  wa 
his  next  big 
revitalize  do\ 
Dallas  with 
of-the-art 
palace  surrounc 
shops,    restai 
and  hotels, 
he  bought  the| 
NBA  team, 
ericks,  and 
leverage  to 
city  to  put  up  $125  million,  more 
half  the  arena's  initial  price  taj.1 
money  would  come  from  an  incre] 
taxes  on  hotel  rooms  and  rental! 
Some  balked  at  bankrolling  the 
billionaire.  But,  as  he  did  with 
Perot  employed  a  small  army  < 
ists  to  sell  the  deal.  In  1998,  he 
ly  won  a  referendum  on  the  arena! 
years  later,  he  sold  the  Mavericll 
$280  million,  doubling  his  investm| 
But  with  the  recession  straining 
ernment  budgets,  Perot's  ability 
tract  public  funds  may  be  di 
Some  city  officials  who  supporte| 
arena  are  resisting  requests  for 
tional  $45  million  in  property 
ceipts  for  more  amenities.  A  coalit 
Dallas  property  owners  opposes  the 
They  say  it  would  siphon  resources! 
other  revitalization  projects.  If  thf 
doesn't  put  up  the  funds,  then 
main  investors  will  walk  away, 
opponents  are  on  the  attack.  Says 
Miller,  a  former  city  councilwoman  ^1 
the  leading  contender  for  mayor  il 
Feb.  16  runoff  elections:  "They  a* I 
way  too  much.  I  cannot  imagine! 
we'll  give  them  this  kind  of  su| 
again."  The  power  of  the  Perot 
may  be  wearing  off. 

By  Andrew  Park  in  L\ 


After  circling  the 
globe  in  1982 
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"We  told  KPMG  Consulting: 
We  absolutely,  positively  had  to 
have  the  system  in  7  months... 


"FedEx  depends  on  KPMG  Consulting  to 
know  their  business  and  operations,  to 
navigate  internally,  and  get  things  done. 

We  are  an  integral  part  of  the  team 
inside  FedEx.  We  understand  how  to 
design,  facilitate,  and  execute  from 
strategy  through  integration. 

The  bottom  line,  we  help  reduce  costs 
and  deliver  efficiency  breakthroughs 
company-wide.  It's  a  solid  partnership." 


"...And  they  delivered.  A  new  Web-based 
financial  system  in  just  7  months.  It's 
already  helping  us  cut  costs,  improve 
information  availability,  and  boost 
profitability. 

We  streamlined  the  financial  processes  of 
our  service  organization.  We're  now  at  a 
best-in-class,  2-day  close  process." 


YOU    CAN    HEAR    THEIR    STORY    @ 
www.kpmgconsulting.com/results 
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COMPENSATION 


A  LITTLE  LESS  IN  THE 
ENVELOPE  THIS  WEEK 


With  companies  cutting 
back,  something's  got  to 
give-and  in  this  downturn, 
it  may  be  your  pay  package 

A  decade  ago,  the  deal  didn't  get 
any  better  than  at  ibm.  Big  Blue's 
generous  compensation  packages 
offered  medical  coverage  that  was 
virtually  free,  cushy  pensions,  and 
salaries  that  rose  dependably  each  year. 
Today,  those  guarantees  are  gone. 

The  convulsive  change — in  which  IBM 
ripped  out  the  ramparts  of  its  entitle- 
ment culture  and  replaced  them  with 
more  pay-for-performance  and  leaner 
benefits — began  in  the  early  1990s  and 
took  on  an  added  urgency  during  the 
late  '90s  war  for  talent.  Cast  as  the 
crusty  stalwart  in  the  battle  against  all 
those  cash-gorged  startups  coughing  up 
options,  IBM  realized  its  compensation 
structure  was  about  as  appealing  as  its 
old  Selectrics.  A  workaholic  up-and-com- 
er  could  exceed  every  goal  and  still 
wind  up  with  the  same  raise  as  the  in- 
competent in  the  next  office.  Worse, 
fewer  than  1,000  employees  had  stock 
options.  In  a  climate  that  was  all  about 
risk  and  reward,  ibm  was  more  about 
security  and  one-size-fits-all  pay. 

So  the  company  instituted  rigorous 
performance  reviews,  spread  stock  op- 
tions to  70,000  workers,  and  made  an 
average  of  10%  of  employee  pay  vari- 
able— meaning  it  would  swell  and  shrink 
depending  on  the  worker's  performance 
and  that  of  the  company.  Benefits  were 
also  overhauled.  In  1999,  ibm  announced 


SHIFTING 
RISK 

Employers  are  tying  more  pay 
to  performance  by  using 
bonuses,  stock  options,  and 
other  variable-pay  schemes — 
even  as  they  reduce  their 
contributions  to  benefits 


its  new  cash-balance  pension  plan,  which 
saved  the  company  millions  but  earned 
it  the  ire  of  employees,  many  of  whom 
complained  of  losing  as  much  as  half  of 
their  benefits.  That's  not  to  mention 
health  coverage,  which  ended  up  costing 
as  much  as  $157  a  month.  Says  37-year- 
old  ibm  engineer  Jeff  Zitz,  who  esti- 
mates his  pension  under  the  new  plan 
could  take  as  much  as  an  80%  hit: 
"Halfway  through  my  career,  they 
changed  the  deal." 

Now,  blue-  and  white-collar  employ- 
ees across  Corporate  America  are  real- 
izing just  how  much  their  deals  have 
changed,  too.  Nowhere  is  the  shift  in 
risk  more  dramatic  than  at  Enron  Corp., 
where  employees  saw  their  retirement 
savings  wiped  out  even  as  executives 
at  the  top  cashed  in. 

But  you  don't  have  to  work  at  a 
company  that's  bankrupt  and  under 
siege  by  federal  investigators  to  feel 
at  least  some  of  the  pain.  In  the  first 
months  of  this  year,  for  example,  many 
workers  at  companies  as  diverse  as 
Ford  Motor  Co.  and  Texas  Instruments 
Inc.  won't  see  a  penny  in  bonuses — 
something  that  during  the  boom  was  a 
guaranteed  slam-dunk,  swelling  pay  by 
10%  to  70%.  At  Gap  Inc.,  salaries  are 
frozen,  while  at  Bethlehem  Steel  and 
Wyndham  Hotels,  company  matches  to 
401(k)s  have  been  cut.  At  Lockheed 
Martin  Corp.,  the  squeeze  comes  in  the 
form  of  soaring  health-care  costs:  For 
some,  the  employee  portion  of  premi- 
ums has  tripled  in  the  past  seven  years. 
Co-pays  on  doctor  visits  and  prescrip- 
tion drugs  have  doubled.  Robert  M. 
Handshuh,  a  45-year-old  Lockheed  Mar- 


x  - 


tin  project  manager,  says  his  2% 
won't  begin  to  offset  the  spike  I 
barely  holding  my  own  in  the  la**  -' 
years,"  he  says. 

Even  in  a  recession,  there  is  sq 
big  plus  for  workers  in  the  new 
fluidity:  It  gives  companies  other] 
besides  layoffs  to  deal  with  the  t| 
lence  of  the  global  market.  The 
in  variable  pay  and  options  is  aU| 
reason  why  Federal  Reserve  Ba 
New  York  economists  Hamid  Ml 
and  Joseph  Tracy  think  the  labor! 
ket  is  able  to  operate  more  efficl 
than  in  the  past:  The  new  tools ■ 
companies  an  end  run  around  waj 
flation.  Says  Phil  Webber,  ibm's[ 
president  of  compensation  and  be  J 
"Flexible  compensation  is  good  ftl 


MORE 
BONUS  PAY... 


SPENDING  ON  INCENTIVES  TIED  TO 
PERFORMANCE  AS  A  PERCENT  OF  PAYROLL* 


...AND  WIDENING  USE 
OF  OPTIONS... 

PERCENT  OF  COMPANIES  WITH  BROAD-BASED 
STOCK  PLANS 


'91 


10.8% 


'91 


'01 


...LINK  MORE 
PAYCHECK  TO 

OPTIONS  AND  VARIABLE  PAY  A| 
OF  BASE  SALARY.  2001 


More  than  100% 


FOR  SALARIED  EMPLOYEES.  EXCLUDING  OPTIONS 
SURVEY  OF  953  MID-  AND  LARGE-CAP  COMPANIES  IN  A  BROAD  RANGE  OF  INDUSTRIES 


41% 


Data:  Hewitt  Associates 


25%  -  50% 


MIDDII 

1 10%  LOWER-Rll 

Data:  Buck  Consulta  I 
William  M.  Mercer,  Watsch 
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that  you  have  to  take  a  percent  of  the 
risk  with  them,"  Xavier  says.  Adds  He- 
witt Associates  llc  compensation  ex- 
pert Ken  Abosch:  "There's  no  question 
that  most  corporations  have  turned 
away  from  fixed  forms  of  compensation 
in  favor  of  variable  forms.  There  has 
been  an  abandonment  of  entitlement 
programs." 

This  quarter,  for  example,  is  turning 
into  the  bloodiest  ever  for  bonuses. 
Salaries  aren't  immune,  either.  Nearly 
30%  of  companies  have  cut  or  frozen 
pay,  says  Steven  E.  Gross  of  compensa- 
tion consultant  William  M.  Mercer 
Cos. — a  number  he  projects  could  rise  to 
50%  this  year  if  the  economy  stays 
weak.  That's  not  to  mention  the  over- 
whelming majority  of  employee  stock 
options  that  are  deep  underwater. 
What's  more,  almost  half  of  the  compa- 
nies polled  by  Mercer,  for  example,  said 
they  plan  on  shifting  greater  portions  of 
their  health-care  costs  onto  workers  in 
the  coming  years.  Kenneth  R.  Jacob- 


ROBERT  HANDSHUH 

Lockheed  Martin,  project  manager 

His  raises  don't  begin 
to  offset  the  TRIPLING 


ess  in  terms  of  controlling  costs." 
ig  the  boom,  performance-based 
ilso  enabled  employees  to  pump 
eir  bank  accounts  by  hitting  goals, 
i  in  turn  helped  companies  boost 
ictivity. 

11,  it's  hard  to  believe  how  fast — 
Irastically — things  have  changed. 
:ade  ago,  Corporate  America  prid- 
>elf  on  offering  employees  some 
ition  from  the  vagaries  of  the 
ess  cycle  with  a  panoply  of  bene- 
nd  a  steady,  if  slow,  climb  in  pay. 
landing  out  supersized  raises  to 
ete  with  startups  during  the  boom 
have  wrecked  profits  and  locked 
ce  sheets  into  higher  fixed  costs, 
mpanies  started  doling  out  stock 
is  and  implementing  variable-pay 


:  COMPANIES  CHIP 
liS  TO  PENSIONS... 

■'ENDING  PER  HOUR 
f 


$1.13 


...AND 
HEALTH  CARE 

EMPLOYER  SPENDING  PER  HOUR 
FOR  HEALTH  COVERAGE 


79 


'89 


'99 


Data:  Economic  Policy  Institute.  Bureau  of  Labor  Statistics 


schemes — bonuses  and 
other  cash  incentives 
that  have  to  be  re- 
earned  each  year.  The 
gamble  paid  off  as 
everyone  from  secre- 
taries to  ceos  saw  five  years  of  dizzy- 
ing, double-digit  gains  in  stock  portfo- 
lios, lavish  bonuses,  and  a  sizzling  job 
market  that  made  it  seem  like  person- 
al fortunes  could  only  go  in  one  direc- 
tion— up. 

This  year,  employees  are  seeing  the 
dark  side  of  the  deal:  vanishing  vari- 
able pay,  tougher  performance  reviews, 
cuts  to  401(k)s,  and  shrinking  health 
benefits.  A  year  ago,  Silicon  Valley  sales 
and  marketing  executives  like  Madeleine 
Xavier  were  making  more  than  six  fig- 
ures. Today,  Xavier, 
a  36-year-old  Univer- 
sity of  California  at 
Berkeley  grad,  works 
at  online  registration 
outfit  Acteva.com — 
for  a  salary  of  noth- 
ing. Like  many,  she 
has  taken  a  commis- 
sion-only sales  job  to 
tide  herself  over  dur- 
ing the  bust.  "Now  a 
company's  attitude  is 


of  his  health  insurance  costs 
over  the  past  seven  years 


$1.07 


$1.35 


$1.27 


sen,  a  consultant  with  benefits  expert 
Segal  Co.,  estimates  that  the  percentage 
of  an  employee's  paycheck  going  toward 
health  care  could  spiral — in  the  worst- 
case  scenario — to  as  much  as  8.2%  by 
2005,  up  from  3.4%  today. 

Mix  in  the  grueling  performance  re- 
views, increased  workloads,  and  insecu- 
rity over  jobs,  and  it  makes  most  pine 
for  the  gilded  days — or  at  least  look 
forward  to  the  end  of  the  New  Econo- 
my's meanest  season  yet.  The  problem 
is,  this  may  be  more  structural  than 
seasonal.  The  workplace  that's  emerg- 
ing is  a  far  different  place  from  the 
office  of  the  early  1990s.  That's  when 
most  companies  still  subscribed  to  the 
peanut  butter  school  of  pay — spread 
the  extra  compensation  thin  but  even- 
ly throughout  the  company.  Bonuses 
and  pay  hikes  were  often  given  irre- 
spective of  a  weak  economy. 

Today,  more  than  75%  of  salaried 
and  hourly  workers  have  variable  pay, 
up  from  fewer  than  half  that  number 
10  years  ago.  The  number  of  companies 
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with  pay-for-performance 
programs,  some  of  which 
institute  cutthroat  quo- 
tas for  "ranking  and 
yanking"  at  least  5%  of 
workers,  also  doubled  in 
the  1990s.  Moreover, 
more  than  40%  of  com- 
panies now  offer  stock 
options  to  employees, 
up  from  just  8%  in 
1991.  Compensation  ex- 
pert Gross  estimates  that 
in  the  late  '90s,  these 
awards  amounted  to  as 
much  as  a  10%  bump  for 
low-level  workers,  25% 
for  managers,  and  more 
than  100%  for  senior  ex- 
ecutives (charts). 

The  boom-time  bounty 
pushed  nearly  everyone 
up  the  ladder  and  made  it  easy  for 
companies  to  get  employees  to  buy  in, 
especially  since  it  masked  some  of  the 
benefit  takeaways.  Now,  though,  the 
paycheck's  volatility  is  leading  to  more 
uncertainty.  Goldman,  Sachs  &  Co.  sen- 
ior economist  John  Youngdahl  estimates 
that  the  evaporation  of  variable  pay 
alone,  not  including  disappearing  stock- 
option  income,  could  subtract  as  much 
as  $40  billion  in  compensation  in  the 
first  and  second  quarters — a  sum  that's 
more  than  last  summer's  tax  rebates 
combined.  He  adds  that  people  in  the 
upper-income  tier  who  are  losing  the 
most  in  variable  pay  are  also  the  ones 
who  have  slashed  their  savings  rate  in 
the  past  six  years. 

True,  recent  tax  cuts,  mortgage  refi- 
nancings, and  dropping  energy  prices 
will  help  mitigate  the  effects.  But  hitch- 
ing pay  to  the  profits  roller  coaster 
could  cause  more  aftershocks  at  the 
macro  level.  Morgan  Stanley  Dean 
Witter  &  Co.  chief  global  economist 
Stephen  S.  Roach  thinks  that  the  plung- 
ing of  variable  pay  in  the  first  quarter 
could  cause  consumption  to  drop  0.8% 
instead  of  the  consensus  estimate  of  a 
0.8%  rise.  Other  possible  dents  in  a  re- 
covery: dried-up  severance  packages, 
record  levels  of  overall  consumer  debt, 
and  the  fact  that  laid-off  workers  typi- 
cally get  new  jobs  paying  at  least  10% 
.less.  "We  are  going  to  see  incomes 
weaken  considerably  over  the  next 
three  to  six  months,"  says  Mark  Zandi, 
Economy.com  Inc.'s  chief  economist. 
"Even  if  the  corporate  top-line  num- 
bers are  stronger,  this  is  going  to  en- 
sure that  the  recovery  is  muted." 

Michael  Rawson  is  one  man  whose 
usual  contribution  to  consumer  spend- 
ing has  disappeared  this  year.  During 


X 


the  boom,  the  production  worker  at 
Ford  Motor  did  his  share  to  give  the 
economy  a  lift  every  March,  when  he 
got  his  annual  cash  bonus.  Last  year,  it 
totaled  $10,000.  Rawson  socked  away 
two-thirds  into  a  retirement  fund  and 
used  the  rest  to  splurge  on  a  56-inch 
Sony  TV.  He  was  already  counting  on 
putting  some  of  his  2001  money  toward 
a  souped-up  hot  tub,  complete  with  an 
underwater  chaise  longue.  "I  would 
have  gone  out  and  bought  it  the  next 
day,"  says  Rawson,  46.  But  Ford's 
earnings  have  tanked,  and  he  and  the 


MADELEINE  XAVIER 

Acteva,  account  executive 

During  the  boom 

she  had  a  six-figure 

salary. 

Now  she  works  for 

COMMISSION  ONLY 


MICHAEL  RAWSON 

Ford  Motor,  production  worker 

Last  year  his  bonus 
was  $10,000. 
This  year  it's  ZERO 


company's  other  100,000  produc 
workers  will  take  home  a  bonus  of  | 
this  March. 

Still,  it's  not  as  if  all  employees) 
serve  to  moan.  During  the  1990J 
survey  after  survey,  workers  said 
wanted  more  skin  in  the  game,  the 
opting  for  more  measurements  of 
performance.  "We  take  risks,  and] 
can't  whine  when  the  economy 
south,"  says  Intel  Corp.'s  directc 
consumer   Internet   strategy, 
Nash,  who,  like  Rawson,  has  seer 
bonus  shrivel  to  nothing  this  year.| 
many  employees  say  they  didn't 
that  while  they  could  be  whips* 
by  the  ups  and  downs  of  variable] 
many  executives  would  be  insul? 
At  the  same  time  that  companies 
cutting  retirement  benefits  for  emj 
ees,  for  example,  some  were  alsoi 
ating  special  supplemental  plans 
their  highest-paid  executives  that  j.J 
anteed  lush  retirements. 

For  companies  looking  to  presj 
worker  relations,  September  11 
yet  another  complication.  The  at 
created  a  slew  of  new  corporate 
sponsibilities  to  protect  employee^ 
only  physically.  But  the  crunched  I 
and  benefits,  coupled  with  the  hj 
performance   assessments,   send  I 
opposite  signal.  They  also  create  rl 
inequality.  Employers  are  using  M 
able  pay  to  lavish  financial  resoi 
on  their  most  prized  employees,  crj 
ing  a  kind  of  corporate  star  systerl 

No  doubt,  dismantling  the  old  *| 
tlement  culture  is  bound  to  creal 
whole  new  set  of  questions.  "Hov| 
you  communicate  to  a  workforce 
isn't  created  equally?"  asks  Jay  Scl 
ter  of  Los  Angeles-based  compens£| 
consultants  Schuster-Zingheim  & 
sociates  Inc.  "How  do  you  trejl 
workforce  in  which  everyone  has  al 
ferent  deal?"  One  way  companies  cj 
start  is  by  being  clear  about  what 
new   deal   is:    Workers   will   havl 
greater  chance  to  lap  up  the  gains,! 
they'll  also  run  a  bigger  risk  of  b| 
left  out  in  the  cold. 

By  Michelle  Conlin  in  New  1| 
with  Robert  Berner  in  Chicago 
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E  ACCOMPLISHING  MORE 


THAN  yOU  EVER  THOUGHT  POSSIBLE. 
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hat's  the  experience  of 
,shiba  Mobile  Computing 
n  Microsoft6  Windows'  XP 
fessional  and  Mobile  Inter 
itiunT  III  Processors. 


Tecra*  9000  Portable 

The  ultimate  power  and  performance 


Looking  to  take  your  mobile  productivity  to  new  extremes?  Then  get  a  Toshiba  Mobile  Computer 
with  Microsoft  Windows  XP  Professional  and  Mobile  Intel  Pentium  III  Processors  -  the  best 
choices  for  mobile  computing.  Toshiba  portables  with  Windows  XP  give  you  the  productivity  you 
need,  with  extended  laptop  capabilities,  new  ways  of  working  remotely  and  effortless  networking. 
Whether  you're  in  the  office,  on  the  road,  at  home,  or  even  at  the  beach,  Windows  XP  Professional 
protects  your  data  and  personal  files,  while  giving  you  expanded  capabilities  to  accomplish  more 
than  you  ever  thought  possible.  Just  another  example  of  minds  on  the  move. 


Portege  *  4000  Portable 

Perfect  balance  of  ultraportobility  and  performance 


Satellite?  Pro  6000  Portable 

Best  performance  for  the  best  price 


M, 


era  9000 

BB*1'6'    Pentium'  III  Processor 
to  1  2GHz 

■vays  to  connect-  -  integrated  Wi-Fi 
^Bb  wireless  LAN),  Bluetooth7"  wireless  technology, 
^Bt  LAN,  fast  IR,  i.Lmk    (IEEE  1394)  and  modem 
mmon  accessories  with  Portege  4000  and 
eKite  Pro  6000  including  Advanced  Port  Replicator, 
lectBay  devices  and  memory 
cure  Digital  Media  slot  for  easy  file 
BB?  with  other  digital  devices 
Hiant  14  1 "  TFT  display 


TOSHIBA 


Toshiba  PC's  use  genuine  Windows®  Operating  Systems 
www.  m  i c  rosoft .  com/p i  ra  cy/h  o wtote 1 1 

elated  Wi-Fi  and  Bluetooth  technology  available  as  options  at  time  of  order.  ©2002  Toshiba  America  Information  Systems,  Inc.  Portege,  Tecra,  Satellite  Pro  and  SelectBay  are  registered  trademarks 
'Hba  America  Information  Systems,  Inc.  and/or  Toshiba  Corporation.  Intel,  the  Intel  Inside  logo  and  Pentium  are  trademarks  or  registered  trademarks  of  Intel  Corporation  or  its  subsidiaries  in  the  United 
and  other  countries.  Microsoft  and  Windows  are  registered  trademarks  of  Microsoft  Corporation  in  the  United  States  and/or  other  countries.  Bluetooth  is  a  trademark  owned  by  Bluetooth  SIG,  Inc.  and 
by  Toshiba  under  license.  All  other  products  and  names  mentioned  are  the  property  of  their  respective  owners.  All  specifications,  software,  prices,  and  availability  are  subject  to  change.  All  rights  reserved. 
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BIOTECHNOLOGY 


WHERE IMCLONE 
WENT  WRONG 

What  biotech-and  Big  Pharma-could  learn  from  its  debacle 


How  ever  did  it  come  to  this?  Since 
the  Food  &  Drug  Administration 
refused  to  accept  an  approval  ap- 
plication for  ImClone's  promising 
new  Erbitux  cancer  drug  on  Dec.  28, 
the  company  has  been  in  something 
close  to  a  free  fall.  Once  one  of  the 
hottest  biotech  stars,  ImClone  Systems 
Inc.  is  grappling  with  a  congressional 
investigation,  Securities  &  Exchange 
Commission  and  Justice  Dept.  in- 
quiries, and  more  than  a  dozen 
shareholder  lawsuits.  And  now, 
ImClone  development  partner 
Bristol-Myers  Squibb  Co.  is  de- 
manding that  the  company's 
founding  brothers,  ceo  Samuel 
D.  Waksal  and  coo  Dr.  Harlan  W.  J 
Waksal,  step  aside.  If  they  re- 
fuse, the  pharma  giant  says 
it  will  walk  away  from 
its  $2  billion  com 
mitment  to  Im 
Clone. 

But    Bris- 
tol-Myers 
CEO       Peter 
R.  Dolan  has 
some         ex- 
plaining of  his 
own    to     do, 
and    so    may 
the  FDA. 

Sources   close 
to  the  clinical 
trial  say  Bristol 
surely  reviewed 
all    communica- 
tions between  Im 
Clone  and  the  FDA, 
so  it  should  have 
been  aware  of  any 
problems.        Yet 
both  Bristol-My- 
ers and  ImClone 
insist  they  were 
stunned  by  the 
fda's        action. 
How  that  could 
be  is  one  of  the 
deep  mysteries 
of  this  mess. 


Clinical  trials  are  often  designed  in 
close  collaboration  with  the  FDA,  and 
the  agency  documents  every  conversa- 
tion it  has  with  company  executives. 
Hundreds  of  pages  of  such  memos  have 
been  filed  with  the  congressional  com- 
mittee investigating  ImClone.  Erbitux' 
trial  was  in  progress  before  ImClone 
approached  the  FDA,  but  the  agency 
still  had  to  review  and  sign 
off  on  the  design,  which 
tested  Erbitux  on 
120  very  sick  colon 
cancer  patients 
in  combination 
with  standard  j 
chemotherapy.  ' 
That's  why  congres- 
sional investigators  are 
now  asking  how  Im- 
clone's  appli- 


m 


cation  could  have  been  so  out  of 
with  the  fda's  requirements. 

ImClone  might  take  cold  comf< 
the  fact  that  it  is  not  the  first  bi 
company  to  run  into  trouble  on 
FDA's  doorstep.  Over  and  over,  dru 
provals  are  delayed  because  the  ag 
wants  more  data.  In  the  past  se 
months,  Corixa,  Chiron,  Northfield 
oratories,  Genzyme,  and  Genentech 
all  had  setbacks  at  the  FDA  with 
trumpeted  as  promising.  Several 
companies  have  announced  delays 
ing  their  FDA  applications  while 
tinker  with  late-stage  clinical  tri; 
All  of  these  companies  must 
stantly  wrestle  with  reconciling  th 
perdrive  demands  of  a  cash-hungry 
ness  and  medical  research  that  is 
and    rarely    definitive.    It    can 
decades — and  hundreds  of  millio 
dollars — to  develop  a  new  drug, 
biotech  companies,  ImClone  inch, 
pin  all  their  hopes  on  just  one 
pound  and  are  regularly  ft 
to  go  hat  in  hand  to  vei 
capitalists  and  the  stock 
ket  to  keep  that  drug  ii 


list 


Ita 


pvest: 

Imore 


running.  In  the  backgri 
are  desperately  ill  pat' 
clamoring  for  effective  t 
ments,  adding  to  the  urge 
"I  think  a  lot  of  biotech 
panies  get  into  survival  ma 
stead  of  success  mode," 
Richard  B.  Brewei 
of    Scios    Inc 
Sunny v 
Calif. 
Natrecor 
failure 
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for  a  yeai 
a    half 
the  FDA  i 
pectedly  i 
for  more  1 
It  finally 
approval 
August.  " 
forget  tha 
FDA      is 
here     to 
your  druj   m 
proved, 
here  to  prjiar, 
patients." 
ImCli 
seems  to 
made     all 
classic  mist 
of  a  biotech 
pany  hungry 
quick    drug 
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through  its  FD   bcatior 
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tion,  kept  clinical^  trials  as  small  as 
onably  possible  to  save  money,  and 
board  members  renowned  for 

scientific  credentials — meant  to  im- 
s  investors — rather  than  their  ex- 
;nce  with  the  FDA.  Only  two  of  lin- 
e's directors  came  from  the  drug 
stry — former  Ciba-Geigy  U.  S. 
rman  Richard  Barth  and  and  for- 
Bristol-Myers  Vice-Chairman 
am  R.  Miller.  ImClone's  chairman, 
art  F.  Goldhammer,  is  a  partner  at 
?y-management  firm  Concord  In- 
itional  Partners. 
lClone  may  have  had  another  lia- 
r:  its  brash  and  boastful  ceo.  Sam 
>al,  53,  has  long  raised  eyebrows 
•'all  Street  with  his  activi- 

outside  ImClone.  He 
[s  out  with  celebrities, 
vs  high-profile  parties  in 
Boho  loft,  and  has  made 

investments  in  restau- 
.  He  and  his  brother  bor- 
d  more  than  $33  million 

ImClone  in  July  12  to 
:ise  options  and  warrants 
i5  million  shares.  He  has 

been 


was  filed.  ImClone  executives  promised 
investors  that  the  application  would  be 
submitted  by  July,  even  though  data 
from  the  120-patient  trial  was  only  pub- 
licly released  in  May.  That  was  an  am- 
bitious plan,  since  FDA  applications  are 
notoriously  difficult  to  put  together, 
typically  requiring  a  truckload  of 
verifying  data. 

Then  came  the  first  hint  that 
the  approval  process  would  not 
be  a  smooth  one.  ImClone  start- 
ed filing  its  application  on  June 
28.  But  it  was  a  so-called  rolling 
application,  meaning  sections 
would  be  submitted  as  they  were 
completed.  Ultimately,  ImClone 


WHAT  A  DIFFERENCE  A  YEAR  MAKES 

The  checkered  journey  of  Erbitux, 
ImClone's  cancer  drug 


FEB.  1,  2001  The  FDA  grants  fast-track 
approval  status  to  Erbitux  . 


FDA  HEAD- 
QUARTERS 


a  re- 
:ss  promoter 

Erbitux. 

ghout    last 

he  assured 
tors  that  the 

would  win 
ly  FDA  ap- 
il  and  be 
tble  by  mid- 

i  easy  to  inl- 
and his  hur- 
mClone  has 
irned  a  prof- 

ts  17  years  of  existence 

las  spent  close  to  $200 

n  and  nine  years  devel- 

Erbitux.  His  enthusiasm 

understandable.  Cancer 

dists  have  been  buzzing 

Erbitux    since    1999, 

the  drug,  combined  with 

)therapy,  showed  notable 

cy    against    late-stage 

cancer.  Granted,  it  isn't 

close  to  a  cure.  But  tu- 

shrank  in  22.5%  of  the 

ipants  in  a  120-patient 

il  trial,  a  high  response 

>r  a  cancer  drug.  Plus,  to 

Erbitux  has  produced  no 
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FDA  was  impressed 
h  by  the  early  data  that 
nted  Erbitux  fast-track 

in  February,  2001, 
ng  it  would  review  the 
within  six  months  after 
►plication   for   approval 


WAY  12,  2001  ImClone  reports  a  22.5% 

response  in  the  sickest  colon  cancer 
patients  in  clinical  studies. 

JUNE  28,  2001  ImClone  starts  filing 
a  "rolling"  approval  application  with 
the  FDA,  submitting  sections  as  they 
are  completed. 

SEPT.  19,  2001  Bristol-Myers  Squibb 
agrees  to  pay  $1  billion  for  a  20% 
stake  in  ImClone,  plus  $1  billion  in 
stages  as  Erbitux  reaches  approval. 

OCT.  29,  2001  Bristol-Myers  deal  is 
completed.  The  Waksals  tender  20% 
of  their  shares  for  $110  million. 

NOV.  1,  2001  ImClone  finishes  its  application. 

DEC.  6,  2001  COO  Harlan  Waksal  files  SEC 
document  to  sell  700,000  shares. 

DEC.  15,  2001  An  FDA  committee  reviewing 
the  application  extends  its  45-day  deadline 
to  issue  a  decision. 

DEC.  28,  2001  The  FDA  rejects  the  Erbitux 
application. 

JAN.  7,  2002  An  industry  newsletter 
publishes  parts  of  a  leaked  FDA  letter, 
indicating  that  the  agency  had  warned 
ImClone  about  the  design  of  its  clinicai 
trials  more  than  a  year  earlier. 

JAN.  18,  2002  The  same  congression- 
al subcommittee  that  is  investigating  Enron 
announces  that  it  will  investigate  ImClone's 
conduct  of  its  clinical  trials  of  Erbitux.  CEO 
Sam  Waksal  is  forced  to  sell  80%  of  his 
ImClone  shares  in  margin  calls. 

JAN.  25,  2002  ImClone  receives  inquiries 
from  the  SEC  and  the  Justice  Dept. 


Some  doctors  who 
participated  in  the 
clinical  trials  wish 
they  could  get  the 
drug  to  patients 

IMCLONE'S  ERBITUX 

did  not  complete  its  application 
until  Nov.  1,  setting  off  the  fda's 
own  45-day  clock  to  decide  if  the 
application  was  adequate. 

Meanwhile,  ImClone  had  already  won 
some  validation  on  the  business  side. 
Sam  Waksal  announced  in  September 
that  Bristol-Myers  Squibb  would  buy  a 
20%  stake  in  the  company  for  $1  bil- 
lion. Shareholders  got  a  windfall,  since 
Bristol  was  paying  $70  a  share,  a  $20 
premium  over  the  trading  price,  just  to 
get  its  hands  on  40%  of  the  marketing 
rights  to  Erbitux.  Waksal  and  his  broth- 
er Harlan  together  made  $111.3  million 
when  they  tendered  20%  of  their  shares. 
Plus,  Bristol  promised  $1  billion  more  in 
payments  to  be  parceled  out  every  time 
ImClone  met  certain  key  milestones  in 
the  drug's  development.  One  of  these 
payments — $300  million — would  fall  into 
ImClone's  coffers  as  soon  as  the  ap- 
proval application  was  accepted  by  the 
FDA.  Since  the  FDA  rejects  only  a  hand- 
ful of  such  applications  each  year,  Im- 
Clone likely  felt  the  money  was  a  lock. 
But  the  fda's  45-day  deadline,  Dec. 
15,  came  and  went  with  an  ominous  si- 
lence. When  the  agency  announced  on 
Dec.  28  that  it  would  not  accept  Im- 
Clone's application,  the  boom  fell — sort 
of.  Sam  Waksal  insisted  that  the  fda's 
main  concern  was  that  the  company  did 
not  include  enough  data  on  the  disease 
status  of  the  patients  in  the  trial  and 
that  ImClone  could  easily  provide  that 
data.  It  was  another  clue  that  the  ap- 
plication was  rushed:  Industry  analysts 
say  it  is  unusual  not  to  include  informa- 
tion on  the  status  of  each 
patient  in  a  new-drug 
application. 

ImClone  still  might  have 
recovered  its  footing  with 
I  the  investment  community — 
gjS*  '  I  if  the  highly  secret  FDA  let- 
THE  "  ter  spelling  out  the  agency's 
CANCER  objections  hadn't  been  leaked. 
LETTER  As  reported  in  The  Cancer 
Letter,  an  industry  newsletter,  the  FDA 
said  the  clinical  trial  used  to  support 
the  application  was  not  adequate  and 
that  a  new  trial  could  be  needed  before 
the  drug  could  be  approved.  Even  more 
damning,  it  said  the  company  had  been 
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repeatedly  about  problems  with  its 
'ail  trial,  even  though  Waksal  had 
—and  continues  to  say — that  the 
jany  had  no  idea  the  trial  would  be 
ned  inadequate. 

he  telling  the  truth?  At  least  12 
Seholder  lawsuits  charge  that  he 

The  answer  may  be  clearer  once 
■ompany  meets  with  the  FDA  in  late 
•uary  to  determine  how  best  to  go 

listol-Myers  Squibb 
ty  walk  away 
m  $1.2  billion, 
he  Waksals  don't 
ip  aside 

OOLAN 


ard.  Right  now, 

FDA  won't   com- 

..     Richard     C. 

igan,  a  genetics 

•ssor  at  Harvard 

cal  School  and  a 

ber  of  ImClone's 

.tine       advisory 

1,  defends  Wak- 

'I  find  it  incon- 

.ble   that   there 

any  underlying 

il  deception."  In- 

,  says  Mulligan,  who  was  not  in- 

I  d  in  developing  or  testing  Erbitux, 

quite  likely  that  there  were  errors 

in  preparing  the  application." 
)tech  executives  say  such  errors 
ommon,  in  part  because  FDA  com- 
cations  can  be  confusing  to  a 
e.  Scios  ceo  Brewer  notes  that  the 
can  easily  change  gears  mid- 
m — as  it  did  with  his  company's 
ecor.  After  the  drug  was  recom- 
led  for  approval  by  the  agency's 
ie  advisory  committee,  the  fda's 
reviewers  rejected  it  and  asked  for 
Y  new  clinical  trials  that  would 

the  drug's  efficacy  in  head-to-head 
arison  with  an  existing  treatment — 

done  for  drugs  pre-approval.  "You 
ay  that's  not  fair  or  that's  not  what 
old  us  in  the  first  place,  but  they 

care  about  being  fair,"  Brewer 
"TheyTl  just  say,  things  change' — 
hey're  right." 

ctors  involved  in  the  Erbitux  trial 
were  canvassed  by  BusinessWeek 
y  they  remain  enthusiastic  about 
rug's  potential  and  are  disappoint- 
f  the  way  things  have  changed, 
•e  is  no  doubt  that  the  compound 


works,"  says  Dr.  Robert  J.  Mayer,  di- 
rector of  gastrointestinal  oncology  at 
Dana-Farber  Cancer  Institute  in  Boston, 
who  has  no  financial  stake  in  ImClone. 
"We  have  had  people  who  benefited 
quite  dramatically." 

Mayer  was  an  investigator  in  a  trial 
of  57  patients  who  received  Erbitux 
without  chemotherapy,  the  results  of 
which  were  also  submitted  to  the  FDA. 
About  11%  of  those  patients  responded, 
lower  than  the  22.5%  response  rate 
when  Erbitux  was  combined  with  chemo 
but  still  considered  good  for  a  cancer 
drug  in  late-stage  cancer  patients.  "The 
greatest  frustration  that  people  like  me 
have  is  that  there  is  a  highly  useful 
drug  gathering  dust  in  a  back  room  due 
to  the  regulatory  morass,"  says  Mayer. 
Bristol  thinks  it  can 
pull  Erbitux  out  of 
this  morass,  particu- 
larly if  the  Waksals 
get  out  of  the  way. 
Doctors  investigating 
the  drug  say  it  is  still 
the  most  promising 
compound  around  for 
colon  cancer,  a  particu- 
larly deadly  disease 
once  it  spreads.  If 
more  clinical  trials  are 
needed,  there  are 
plenty  of  patients  ea- 
ger to  participate,  they 
say,  and  trials  could  be 
completed  by  the  end 
of  the  year. 

Or,  Bristol  could  base  its  FDA  appli- 
cation on  trials  being  conducted  by  the 
German  company  Merck,  which  holds 
the  European  rights  to  Erbitux.  Merck 
is  testing  the  drug  against  both  head 
and  neck  cancer  and  colon  cancer,  and 
"the  studies  look  good,"  says  a 
spokesperson.  It  expects  to  present  its 
results  to  the  European  Union  by  July 
or  August.  So  biotech  analysts  are  still 
confident  that  the  drug  will  win  FDA 
approval  by  mid-2003.  Although  Astra- 
Zeneca  PLC  has  a  similar  drug,  Iressa,  in 
clinical  trials  that  may  arrive  on  the 
market  first,  that  compound  is  being 
tested  for  lung  cancer  and  may  not  be 
appropriate  for  colon  cancer,  doctors  say. 
Meanwhile,  patients  suffer.  Dana-Far- 
ber's  Mayer  complains  that  "yes,  the 
stock  is  down.  Yes,  there  are  unhappy 
people  on  multiple  levels.  But  my  con- 
cern is  that  this  is  an  effective  drug — 
and  it  is  not  getting  to  patients."  He  can 
only  hope  that  Bristol-Myers  does  a  bet- 
ter job  the  second  time  around. 

By  Catherine  Arnst  in  New  York, 

with  John  Carey  in  Washington  and 

Jack  Ewing  in  Frankfurt 
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uring  Lawrence   II.  Summers' 
days  in  the  nation's  eajpitol,  the 
former  U.S.  Treasury  Secre- 
tary earned  a  reputation  as  a 
prickly  guy  with  an  impolitic 
streak.   Summers   eventually 
learned  to  be  more  diplomatic,  but  he 
seems  to  have  slipped  back  into  his  old 
habits  since  returning  to  Harvard  Uni- 
versity as  its  president  last  year.   In- 
deed, after  just  one  semester  on  the  job, 
Summers  already  has  managed  to  kick 
up  more  controversy  than  some  of  his 
predecessors  did  during  their  entire  time 
in  office. 

Right  off,  he  rattled  students  and  pro- 
fessors alike  by  lambasting  a  grading 
system  so  generous  that,  last  year,  half 
the  grades  were  A's,  while  90%  of  the 
seniors  graduated  with  honors.  Then,  af- 
ter September  11,  he  assailed  Harvard's 
long-standing  antipathy  toward  the  mil- 
itary, which  is  banned  from  campus. 
Most  recently,  he  offended  some  of  the 
university's  high-profile  scholars  in  Afro- 
Ameriean  Studies,  who  promptly  threat- 
ened to  decamp  to  Princeton  University 
after  questioning  his  commitment  to  af- 
firmative action. 

Summers  will  need  to  resharpen  his 
people  skills  in  a  hurry  if  he  hopes  to 
achieve  even  half  of  what  he  has  set 
out  to  do  at  Harvard.  You  wouldn't 
know  it  from  all  the  negative  head- 
lines, but  ever  since  Summers  took 
over  last  July,  he  has  been  methodi- 
cally assembling  an  ambitious  agenda 
to  overhaul  America's  oldest  university. 
Dramatic  change  is  needed,  he  says, 
if  Harvard  is  to  retain  its  stature. 
Sure,  the  university's  endowment  has 
doubled  in  five  years,  to  $18.3  billion, 
making    Harvard    nearly    twice    as 
wealthy  as  its  nearest  rival,  Yale  Uni- 
versity. Harvard's  facilities,  student 
body,  and  faculty — studded  with  Nobel 
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Larry  Summers 
has  an  ambitious 
agenda  to  remake 
the  nation's 
leading  university. 
Can  he  do  it? 

Cover  Story 


HARVARD  AND  BEYOND 

If  Summers  succeeds 
in  putting  more 
emphasis  on  science 
and  multidisciplinary 
studies,  other 
universities  ore  likely 
to  follow  his  lead 
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LAW  CLASS  IN  ACTION  Grad  students  get  marquee  professors,  but  undergraduates  rarely  interne 


laureates  and  other  stars — also  remain  the  envy  of  the 
academic  world. 

So  how  do  you  fix  something  that  isn't  broken?  After  an 
exhaustive  inquiry,  the  47-year-old  Summers — himself  a  for- 
mer Harvard  economics  wunderkind  who  won  tenure  at  age 
28 — has  come  away  convinced  that  his  old  school  needs  far 
more  than  a  minor  tune-up.  His  most  shocking  conclusion: 
Harvard  College  is  failing  to  provide  undergrads  with  the  ed- 
ucation they  need  in  today's  fast-changing  global  economy. 

To  rectify  what  he  calls  "Harvard's  Achilles'  heel,"  Summers 
is  calling  for  nothing  less  than  a  cultural  revolution  on  campus. 
He  wants  to  stiffen  grading,  transform  tenure  reviews,  en- 
courage study  abroad,  and  perhaps  most  important,  persuade 
professors  who  now  get  rewarded  almost  entirely  for  their  re- 
search to  spend  far  more  time  with  students.  He  also  has  ini- 
tiated a  review  of  the  material  undergraduates  study 
that  ultimately  could  help  change  the  definition  of  a 
liberal  arts  education  in  the  21st  century. 


Harvard  Business  School — where  it  now  has  more  land  il 
owns  in  Cambridge.  Summers  wants  to  move  big  chul 
the  university  across  the  Charles  River  to  this  site.      i 
the  size  of  several  Harvard  Yards  (map,  page  76).  The 
has  rankled  city  officials  and  is  opposed  by  Harvard 
fessors,  who  perceive  the  new  site  as  an  academic  Siber 
Summers  sees  it  as  "an  historic  opportunity  to  create 
Harvard  campus  for  centuries  to  come." 

A  lot  more  than  just  Harvard's  success  is  riding  on] 
mers'  big  plans.  Globalization  and  the  technology  revc 
have  wrought  major  changes  in  U.S.  business  and  socij 
the  past  decade  or  so.  Many  educators  worry  that 
trends  aren't  reflected  in  the  education  most  collegd 
dents  get.  "Summers  comes  to  Harvard  at  a  defininsl 
ment,"  says  Columbia  University's  Teachers  College 

SUMMERS'  GRAND  PLANS 


Summers'  grand  ambitions  don't  stop  there.  He  Since  former  U.S.  Treasury  Secretary  Larry  Summers 

wants  to  reassert  Harvard's  historic  role  in  nation-  it~~~.~~j>~  „„„^a~~*  /„„*  r».j„.  u„  »,,.«,  a*.™.**  „.*,  „«  ™»,» 

,      ,.  .  n  ,  e  ,        ..  Harvard  s  president  last  July,  he  has  drawn  up  an  ami 

al  pohev,  especially  m  education  reform,  where  its  *  ,  ■        ..     „  .    . 

president  helped  to  set  the  national  agenda  in  the  program  to  overhaul  the  university  He  wants  to: 


1950s  by  advocating  large,  comprehensive  high 
schools.  He  even  dreams  of  leveraging  Harvard's 
growing  prowess  in  medicine  and  the  life  sciences  to 
help  create  a  second  Silicon  Valley  in  the  Cam- 
bridge-Boston area,  built  around  biotech.  Harvard 
has  kept  its  preeminence  over  the  centuries  be- 
cause "it  has  never  been  complacent  or  standing 
still,"  says  Summers.  "It  has  always  been  prepared 
to  question  the  ways  things  have  been  done." 

To  accomplish  all  this,  Summers  wants  to  expand 
a  campus  that's  already  overcrowded.  Even  before  he 
took  over,  Harvard  had  quietly  purchased  100  acres 
in  the  Allston  neighborhood  of  Boston,  adjacent  to 


►  Improve  undergraduate  education  by  stiffening  grading,  tra 
tenure  reviews,  encouraging  foreign  study,  and  persuading  pnl 
spend  more  time  with  students 

►  Reassert  Harvard's  historic  role  in  national  policy,  especial  | 
education  reform,  where  it  once  set  the  national  agenda 

►  Leverage  Harvard's  growing  prowess  in  medicine  and  the  M 
sciences  to  help  create  a  second  Silicon  Valley  in  the  Cambri" 
Boston  area  built  around  biotech 

►  Build  a  new  campus  across  the  Charles  River  to  accomr 
university's  growth  and  his  expansion  plans 
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Arthur  Lavine.  "His  real  assignment  is  to  create 
a  new  kind  of  university  to  meet  the  needs  of 
this  very  different  society." 

Indeed,  even  Harvard's  archrivals  hope  Sum- 
mers will  succeed.  "All  of  American  education 
would  be  well  served  if  Harvard  devoted  more 
attention  to  undergraduate  education,"  says  Yale 
President  Richard  C.  Levin.  Similarly,  Charles  M. 
Vest,  president  of  Harvard's  Cambridge-based 
competitor,  Massachusetts  Institute  of  Technolo- 
gy (mit),  says  he's  encouraged  by  Summers'  in- 
terest in  improving  undergraduate  science  edu- 
cation. "For  Harvard  to  stand  up  and  make  some 
bold  moves  in  this  area  would  set  a  wonderful 
standard  for  this  country,"  he  says. 

The  question,  though,  is  whether 
Summers  can  overcome  the  formidable 
obstacles  he  faces.  For  all  the  pres- 
tige of  Harvard's  presidency,  his  pow- 
ers are  far  more  circumscribed  than 
those  of  a  Treasury  Secretary,  let  alone 
a  chief  executive.  Harvard  has  long 
given  virtual  autonomy  to  the  deans  of 
its  12  schools  and  colleges.  In  late  2000, 
for  instance,  Harvard  Law  School  put 
the  finishing  touches  on  a  20-year  strategic  plan 
that  calls  for  slashing  class  size  while  increasing 
faculty,  programs,  and  faculties.  Only  then  did 
Law  Dean  Robert  C.  Clark  present  a  brief 
overview  of  the  plan  for  approval  to  Harvard's 
governing  corporation  and  Neil  L.  Rudenstine, 
Summers'  predecessor. 

Similarly,  most  of  Harvard's  endowment  is  as- 
signed to  specific  schools,  which  jealously  guard 
wealth.  Harvard  College  and  its  grad  school  command 
Jy  $8  billion,  while  the  medical  school  has  more  than  $2 
and  the  business  school  $1.3  billion.  Summers  is  left  with 
.  control  over  less  than  one-fifth  of  the  total, 
this  environment,  he  can  hardly  just  order  change.  In- 
,  Summers  will  have  to  learn  to  curb  his  sometimes 
ant  manner  and  cajole  these  feudal  lords  to  adopt  his 
la.  Indeed,  practically  every  plank  in  Summers'  platform 
ires  uprooting  entrenched  Harvard  habits  and  interests, 
"iven  a  faculty  that  is  "narcissistic  and  self-serving," 
warns  Sol  Gittleman,  the  veteran  provost  of  nearby 
Tufts  University,  the  coming  battles  are  "going 
to  be  tough." 

To  expand  the  campus,  for  instance, 
Summers  must  persuade  some  of 


IN  HIS  ELEMENT 

Summers  on  campus 
in  1988  and  with 
President  Clinton  in  '99 


Harvard's  schools  to  move  from  Cambridge  to  the  new  site  in 
Boston.  The  law  school  is  a  natural  candidate,  since  it's  rapidly 
outgrowing  its  crowded,  17-acre  campus.  But  Summers  met  a 
barrage  of  opposition  when  he  broached  the  idea  recently  to 
law  professors,  who  overwhelmingly  voted  against  the  move 
two  years  ago.  Although  Dean  Clark  worries  that  the  law 
school  will  run  out  of  space  if  it  stays  put,  he  says  many  pro- 
fessors fear  that  "if  we  build  from  scratch,  we  could  end  up 
with  a  Brasilia" — an  isolated  campus  no  one  wants  to  go  to. 
In  a  similar  vein,  Summers'  ideas  for  remaking  under- 
graduate education  cut  deep  philosophical  rifts.  For  one 
thing,  Harvard  College  Dean  Harry  R.  Lewis  pooh-poohs 
the  issue  of  grade  inflation.  "The  principal  reason  grades 
have  been  going  up  is  that  the  student  body  is  better,"  he 
says.  Still,  Summers  is  making  progress.  Harvard's 
faculty  soon  will  debate  a  proposal  to  stop  giving 
honors  degrees  to  students  with  B  averages. 

Summers  is  hardly  the  first  Harvard  president  to 
propose  radical  change — or  face  fierce  resistance 
(table,  page  77).  When  Harvard  was  founded  as 
America's  first  college  in  1636,  it  offered  a  medieval 
curriculum,  imported  from  Britain's  Cambridge  Uni- 
versity. By  the  time  Charles  W.  Eliot  took  office  in 
1869,  the  Industrial  Revolution  had  changed  the 
world  and  "this  classical  curriculum  was  nearly  use- 
less," says  Columbia's  Levine.  Despite  opposition,  Eliot  rein- 
vented Harvard  as  a  modern  university,  replacing  required 
classics  with  an  elective  system.  Similarly,  when  James  B.  Co- 
nant  took  charge  in  1933,  he  set  out  to  make  a  meritocracy 
out  of  an  elitist  institution  dominated  by  Boston's  Brahmins. 
Conant's  crusade  met  intense  faculty  opposition  but  nonethe- 
less started  Harvard  down  the  road  that  led  to  today's  dra- 
matically more  diverse  student  body  (charts,  page  76). 

On  paper  at  least,  Summers  is  more  qualified  to  lead  than 
were  many  of  his  predecessors,  whose  experience  was  often 
strictly  academic.  After  earning  his  BS  from  MIT  in  1975, 
Summers  quickly  established  a  reputation  as  a  whiz-kid  grad 
student  in  Harvard's  economics  department.  He  was  also  a 
workaholic,  says  fellow  grad  student  Kim  B.  Clark,  now  dean 
of  Harvard  Business  School.  In  the  late  '70s,  he  and  Summers 
established  "one  of  the  first  24-hour-a-day  research  operations" 
in  economics,  he  recalls,  with  Clark  beginning  work  about  5:30 
a.m.  while  night  owl  Summers  would  "get  going  about  noon 
and  then  go  gangbusters  into  the  early  morning."  In  1993, 
Summers  received  the  John  Bates  Clark  Medal,  given  every 
two  years  to  an  outstanding  American  economist  under  40. 
In  fact,  Harvard  has  never  had  a  president  with  such 
prominent  public-policy  experience.  In  more  than  a  decade  in 
Washington,  Summers  served  on  the  Council  of  Economic  Ad- 
visers, as  World  Bank  chief  economist,  and  then, 
during  the  Clinton  era,  as  Under  Secretary  of  the 
Treasury  for  International  Affairs  before  becoming 
Deputy  Secretary  in  1995  and  Secretary  in  1999. 

But  if  Summers  has  a  weakness,  it's  his  combative, 
headstrong  personality.  "He  likes  a  lot  of  give  and 
take  and  can  push  people,"  says  David  Cutler,  a 
Harvard  economist  who  has  known  Summers  since 
the  mid-1980s.  Cutler  recalls  conversations  in  which 
he  suggested  an  idea  only  to  have  Summers  quickly 
snap  back  "that  he  sees  six  or  seven  problems  with 
what  I  suggested."  It  didn't  bother  Cutler,  who  says 
"that's  just  Larry's  way  of  processing  things."  But 
it's  a  trait  that  landed  Summers  in  hot  water  in 
Washington  more  than  once. 

In  1995,  he  irritated  many  on  Capitol  Hill  when  the 
Clinton  Administration  was  desperately  seeking  con- 
gressional backing  for  a  big  bailout  for  Mexico.  Sum- 
mers, then  Treasury  Undersecretary,  drew  anger  with 
his  overbearing  attitude  and  propensity  to  lecture 
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SOUTHWARD 

Harvard  is  running  out 
of  room,  but  Summers' 
proposal  to  expand  across 
the  Charles  River  from 
Cambridge  to  Boston 
is  controversial 
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lawmakers.  His  high-handedness  wasn't  the  only  reason  the  ef- 
fort failed,  but  it  certainly  didn't  help.  The  Clinton  team  end- 
ed up  sidestepping  Congress  and  instead  joining  with  the 
International  Monetary  Fund  to  rescue  Mexico. 

Summers  got  into  hot  water  again  in  1997  when  he  ac- 
cused Republicans  who  wanted  to  cut  estate  taxes  of  "self- 
ishness." His  boss  and  mentor,  then-Treasury  Secretary 
Robert  E.  Rubin,  quickly  defused  the  situation,  quipping 
that  while  he  wasn't  offended  by  Summers'  remarks,  his 
children  were. 

In  fact,  Summers  learned  a  lot  from  Rubin, 
whose  ability  to  handle  people  was  widely  admired. 
"[Summers]  was  a  very  different  man  after  working 
with  Rubin — more  diplomatic  and  more  effective," 
says  former  IMF  deputy  managing  director  and 
longtime  Summers  friend  Stanley  Fischer.  "He 
does  have  an  intellectually  challenging  style,"  adds 
Rubin.  "[But]  for  a  university  like  Harvard,  that 
should  be  welcome." 

The  question  is  whether  Summers  can  retain  the 
lessons  he  learned  in  Washington.  Consider  the  conflagration 
he  ignited  after  an  October  meeting  with  Cornel  West,  who 
teaches  Harvard's  popular  introductory  course  in  Afro- Amer- 
ican Studies.  West  later  complained  that  Summers  attacked 
him  for  cutting  a  rap  CD  and  supporting  the  Presidential  am- 
bitions of  the  Rev.  Al  Sharpton.  Summers  calls  it  a  "major 
misunderstanding."  He  says  that  while  "diversity  is  crucial  to 
[our]  educational  mission  and  academic  freedom  is  sacro- 
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sanct... urging  excellence  in  scholarship  and  dedicati 
teaching  and  the  setting  of  high  standards  is  central  to 
demic  leadership."  Still,  Summers  failed  to  clear  up  the 
lem  until  after  it  exploded  onto  the  front  pages.  On  J< 
one  Harvard  Afro- American  Studies  professor,  K.  An 
Appiah,  announced  his  departure  for  Princeton.  While  A 
said  he  had  no  beef  with  Summers,  the  move  could  p> 
West  or  other  colleagues  to  follow. 

Lost  amid  the  furor  is  the  number  of  allies  Summei 
won  over  since  taking  office.  "I  am  excee 
pleased  with  his  leadership,"  says  Harvard  M 
School  Dean  Joseph  B.  Martin.  Adds  Rich* 
Zeckhauser,  politics  professor  at  Harvard's  Kei 
School  of  Government:  "When  you  lead  a  uni 
ty,  1,000  people  may  support  what  you  do  q 
while  50  oppose  what  you  do  vocally." 

Certainly,  Summers'  plan  to  increase  studen 
tacts  with  professors  has  the  support  of  man 
dergrads.  On  the  day  his  appointment  wa 
nounced  last  spring,  Summers  spent  two 
meeting  with  some  50  undergraduate  leaders.  Durin 
session,  he  asked:  "How  many  of  you  have  had  a  half-hou  :  re 
versation  with  a  senior  faculty  member  about  your  futb 
an  intellectual  issue?"  To  Summers'  chagrin,  "less  thai   : 
raised  their  hands,"  he  recalls. 

Of  course,  faculty  neglect  of  undergrads  is  a  long-sta 
problem  at  many  major  research  universities.  Harvard 
men  typically  take  large  survey  courses,  such  as  the 
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«y  economics  course  taught  by  Martin  Feldstein,  the  re- 

ied  economist.  But  with  well  over  500  students  enrolled, 

?ver  converse  with  the  master.  Instead,  they  interact 

ly  with  graduate-student  assistants.  "A  lot  of  people 

lain  they  have  had  a  very  poor  experience"  with  grad- 

nt  teachers,  says  Rohit  Chopra,  a  sophomore  who  chairs 

ard's  student  affairs  committee. 

mmers  is  launching  a  multi-pronged  assault  on  the 

s  quo.  To  lift  a  student/teacher  ratio  that  lags  behind 
of  Harvard's  rivals,  he's  expanding  the  arts-and-science 

;y  to  more  than  700,  vs.  642  today.  He's  also  champi- 

;  teaching  at  every  turn.  It's  a  crusade  that  comes 

ally  to  Summers,  who  as  a  professor  made  a  point 

ing  available.  "When  I  had  a  problem,  he  wrould 
(J  call  me  at  11  p.m.  or  come  by  on  weekends," 
onomist  Cutler,  who  took  courses  from  Sum- 
as  an  undergrad. 

>mg  to  put  money  where  his  mouth  is,  Sum- 
i  iws  to  change  Harvard's  internal  reward  sys- 

fhe  idea  is  to  favor  outstanding  teachers  when 

prized  administrative  positions  and  in  handing 

he  university's  most  treasured  award:  tenured 
At  Harvard,  the  presi- 

must  sign  off  on  tenure 
i  htments,  and    Summers 

[  already    rejected    twro 

nent  outsiders,  both  in 

imid-50s.  "The  hiring  de- 
i  is  at  Harvard  need  to  be 

largely  on  predictions  of 
work  rather  than  just 

ewrard  for  extraordinary 

ichievement,"  he  says. 
a  Hat's  more,  with  Harvard 

to  begin  its  biggest  fac- 

uring  spree  in  a  genera- 
te vows  to  make  "teach- 

valuations  part  of  every 

on."  For  that  reason,  he 

ts  to  favor  for  tenure 

ird's  own  assistant  pro- 
's, who  are  often  by- 

I  in  favor  of  outside  lu- 

ies.  "People  who  come 

rough  our  system  tend 

more  oriented  towards 

ng,"  Summers  says. 

lanwhile,  the  new  presi- 

jis  embarking  on  what 
experts  feel  is  a  long- 

ue  review  of  undergrad- 

curriculum.  Like  most 
arts  colleges,  Harvard 

•es  students  to  choose  a 
from  one  of  some  40 

lines.  In  addition,  they 

broaden  their  minds  by 

leting  one  course  each 

eight  areas  across  the 

ulum.  But  given  an  ex- 

n  of  knowledge  and  the 
g  importance  of  science, 

iversities  "need  a  new 

of  synthesis,  a  way  of 
ting  the  chaff  from  the 
"  argues  former  Brown 

trsity  President  Vartan 

rian,  who  now  heads  the 

;gie  Corporation. 


BIG  SHOES  TO  FILL 

Summers  joins  an  elite  group  of  educators  who  each 
served  long  terms  as  Harvard's  president 

CHARLES  W.  ELIOT 

TERM  OF  OFFICE  1869-1909. 
PRIOR  JOB  Chemistry  professor  at  MIT. 
KEY  ACCOMPLISHMENTS  Replaced  required 
courses  at  undergraduate  level  with 
electives.  Opened  Harvard  Business  School  in  1908. 

JAMES  llC  ONANT 

TERM  OF  OFFICE  1933-1953. 

PRIOR  JOB  Chemistry  professor  at  Harvard. 

KEY  ACCOMPLISHMENTS  Began  shifting 

Harvard  from  a  school  for  the  Brahmin  elite 
to  a  meritocracy.  A  major  figure  who  championed  cre- 
ation of  large,  comprehensive  high  schools  in  late  '50s. 

NATHAN  ML  PUSEY 

TERM  OF  OFFICE  1953-1971. 

PRIOR  JOB  President  of  Lawrence  College, 

liberal  arts  college  in  Appleton,  Wise. 

KEY  ACCOMPLISHMENTS  Prodigious  fund- 
raiser who  expanded  Harvard's  faculty  and  buildings. 
Called  in  police  during  anti-Vietnam  War  protests. 


DEREK  C.  BOK 


TERM  OF  OFFICE  1971-1991. 
PRIOR  JOB  Dean,  Harvard  Law  School. 
KEY  ACCOMPLISHMENTS  Expanded  Kennedy 
School  of  Government.  Championed 
affirmative  action  to  diversify  Harvard's  student  body. 


NEILL.  RUDENSTINE 


For  starters,  Summers  wants  to  beef  up  what  Harvard 
traditionally  has  dismissed  as  "physics  for  poets" — science 
education  for  nonscience  majors.  Today,  Harvard  has  a  "cul- 
ture where  it  is  unacceptable  not  to  be  able  to  name  five 
plays  by  Shakespeare  but  where  it  is  fine  to  not  know  the 
difference  between  a  gene  and  chromosome,"  he  complains. 
"We  have  to  find  ways  of  making  a  basic  understanding  of 
science  a  crucial  part  of  what  it  means  to  be  an  educated 
person,"  he  says. 

He's  also  pushing  to  encourage  more  study  abroad.  Harvard 
has  long  made  it  difficult  to  get  credit  for  study  overseas,  in 
the  belief  that  nothing  matches  a  Harvard  education.  What 
does  exist  is  "half-assed,"  complains  Chopra,  the  sophomore 
who  hopes  to  become  an  urban  planner.  Indeed,  less 
Fi  than  10%  of  Harvard  students  study  abroad.  In  con- 
trast, 21  Dartmouth  College  departments  sponsor 
overseas  study  and  47%  of  students  take  part. 

Summers  wants  a  more  interdisciplinary  approach 
to  learning  as  well.  Currently,  most  students  major 
in  traditional  subjects,  such  as  English  or  earth  sci- 
ences.  But  "as  the  nature   of  knowledge  has 
changed,  many  of  the  most  exciting  areas  of  in- 
quiry cut  across  traditional  dis- 
ciplines," says  Summers.  So  it's 
increasingly  important  to  com- 
bine biology  and  computer  sci- 
ence, say,  or  politics  and  region- 
al studies. 

The  problem  is,  Harvard's  fac- 
ulty, not  Summers,  has  the  au- 
thority to  mandate  a  new  cur- 
riculum. So  he  must  persuade 
them  to  go  along.  In  a  university 
where  departments  fight  fiercely 
for  students  and  resources,  "it 
will  be  a  hard  assignment," 
warns  Columbia's  Levine. 

Relocating  whole  portions  of 
the  university  to  Allston  could 
prove  equally  challenging.  Har- 
vard got  off  on  the  wrong  foot 
with  the  city  by  buying  up  most 
of  its  Allston  land  secretly  be- 
fore disclosing  it  as  a  fait  accom- 
pli a  few  years  ago.  Relations 
have  since  improved.  But  some 
city  officials  worry  that  gentrifi- 
cation  could  destroy  the  blue-col- 
lar neighborhood  surrounding  the 
commercial  land  Harvard  bought. 
"I  don't  want  to  see  families  who 
have  lived  in  Allston  for  several 
generations"  pushed  out,  says 
Mark  Maloney,  head  of  the 
Boston  Redevelopment  Authority. 
Then  there's  the  question  of 
who  at  Harvard  will  get  up- 
rooted. Summers  is  mulling  sev- 
eral options.  One  is  to  move  in 
their  entirety  some  of  the 
crowded  professional  schools, 
such  as  education  or  law.  A  sec- 
ond: relocate  some  of  Harvard's 
museums  and  administrative 
offices.  Third,  Allston  could  be- 
come a  center  for  scientific  re- 
search, Harvard's  fastest-grow- 
ing academic  activity.  While 
some  in  each  group  welcome  the 


TERM  OF  OFFICE  1991-2001. 
PRIOR  JOB  Executive  V-P,  Mellon  Foundation. 
KEY  ACCOMPLISHMENTS  Dramatically  in- 
creased endowment.  Merged  Radcliffe  Col- 
Harvard's  former  women's  college — into  Harvard. 

Data:  Making  Harvard  Modern,  by  Morton  Keller  and  Phyllis  Keller 
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added  space,  opponents  fret  about  lost  power  and 
prestige. 

Summers'  biotech  dream  is  one  argument  for 
expanding  science  across  the  river.  In  recent  years, 
Harvard  has  set  up  the  Institute  for  Chemistry 
&  Cell  Biology  and  the  Institute  for  Proteomics,  the 
study  of  proteins,  to  push  biomedical  research.  And 
the  Medical  School  has  launched  its  largest  expan- 
sion ever  with  the  same  aim. 

The  result,  Summers  argues,  is  an  historic  opening  if  Har- 
vard can  seize  it.  MIT,  Harvard,  and  its  affiliated  hospitals  al- 
ready have  attracted  biotech  companies  such  as  Biogen,  Mil- 
lennium, and  Vertex.  They  could  serve  as  the  springboard  for 
more  industrial  development.  "Where  high  tech  is  only  mod- 
erately driven  by  academics,  biotech  is  completely  driven 
by  it,"  says  Chris  Gabrieli,  a  partner  at  Everest  Ventures,  a 
biotech  venture-capital  firm.  He  sees  a  seamless  flow  in  which 


cures  are  developed  at  Harvard  or  MIT,  tesl 
Harvard's  teaching  hospitals,  and  spawnef 
companies.  But  to  make  that  happen,  Harva 
break  from  its  pure-science  past  and  move  clcl 
MIT's  philosophy  of  working  closely  with  cj 
nies — a  big  cultural  change. 

Plenty  of  Summers'  constituents  at  Harvar| 
port  some  or  even  much  of  what  he's  trj 
achieve.  But  acting  like  a  hotshot  academij 
says  whatever  comes  into  his  rapid-fire  mind  could  [ 
him  banging  his  head  against  the  Georgian  brick  builc 
Harvard  Yard.  If  he  can  learn  how  to  truly  lead,  Hi 
could  be  transformed  into  an  even  better  institution 
already  is.  In  the  process,  it  might  also  set  an  example| 
American  universities  would  want  to  follow. 

By  William  C.  Symonds  in 
with  Rich  Miller  in  Washi 


I'M  HAVING  A  GREAT  TIME' 


Harvard's  new  president  has  chal- 
lenged seemingly  every  policy 
and  practice  on  campus.  In  a 
recent  interview,  Larry  Summers 
discussed  his  views  with  Boston 
Bureau  Chief  Bill  Symonds. 


We  need  to  recognize  that  much  of 
what  is  important  in  education  doesn't 
take  place  in  the  classroom....  In  light 
of  the  importance  of  globalization,  we 
should... promote  many  more  students 
going  overseas. 


Grade  inflation  is  rampant  at  Har- 
vard. Some  90%  of  all  students  now 
graduate  with  hon- 
ors. Should  they? 

Standard-setting 
is  integral  to  educa- 
tion, and  grading  is 
integral  to  stan- 
dard-setting. What 
grades  and  honors 
represent  is  [that  an 
honors  student]  is 
the  best  relative  to 
a  peer  group  at  a 
point  in  time.  People 
run  much  faster 
than  they  used  to, 
but  we  still  give 
only  one  gold  medal. 

You  argue  that  Har- 
vard must  do  a  bet- 
ter job  of  teaching 
science  to  non- 
science  majors.  Why? 

If  war  is  too  im- 
portant to  be  left  to  generals,  science 
and  its  implications  are  too  impor- 
tant to  leave  to  scientists.... In  an  in- 
creasingly technical  era,  we  are  go- 
ing to  have  to  find  ways  of  making  a 
basic  understanding  of  science... a 
crucial  part  of  what  it  means  to  be 
an  educated  person. 

You  have  also  criticized  Harvard's 
long-standing  reluctance  to  let  stu- 
dents study  abroad. 


HARVARD'S 
DEEP  POCKETS 

(Universities  with  the  largest 

endowments  in  fiscal  2001) 

University  Billions 


HARVARD 

$18.3 

YALE 

UNIV.  OF  TEXAS 

10.7 
9.4 

PRINCETON 

8.4 

STANFORD 

8.2 

MIT 

6.1 

UNIV.  OF  CALIFORNIA 

4.7 

EMORY 

4.3 

COLUMBIA 

4.3 

TEXAS  A&M 

4.0 

Data:  National  Association  of 
College  &  University  Business  Officers 

What  is  the  biggest  problem  with  the 
way  you  educate  undergraduates? 

If  there  is  an 
Achilles'  heel  in  the 
Harvard  experience, 
it  is  with  respect  to 
faculty-student  con- 
tact....  There  are 
still  too  many  stu- 
dents who  are  able 
to  graduate  without 
having  direct  person- 
al contact  with  facul- 
ty members. 

You  recently  vetoed 
two  academic  stars 
in  their  50s  who  had 
been  nominated  for 
tenure.  What  are  you 
looking  for? 

In  the  next  dec- 
ade, we're  likely  to 
see  more  faculty  hir- 
ing than  in  any 
decade  in  at  least  a 
generation.  I  want  to  shift  towards 
recruiting  scholars  more  on  the  basis 
of  their  future  promise... what  they 
will  contribute  when  they  are  here 
rather  than  just  being  able  to  point  to 
people  like  trophies  on  a  wall  and  say, 
"We  have  X"— but  X  didn't  do  it  here. 

What  about  financial  aid  for  graduate 
students? 

Any  student  can  come  to  Harvard 
College  [regardless  of  financial  re- 


sources], but  that  is  not  true  toda\| 
at  [the  graduate  level].  Perhaps  tl 
most  important  thing  we  can  do  is| 
make  it  possible  for  students  who 
want  to  go  into  public  service  [to 
sufficient  financial  aid]  so  they  wo^ 
be  constrained  [by  lack  of  money]. 
This  will  mean  mobilizing  funds  or 
university-wide  basis. 

How  are  you  going  to  pay  for  ever 
thing  you  want  to  do? 

We're  going  to  use  our  re- 
sources as  aggressively  as 
possible.  That  means  we 
are... prepared  to  cut  things 
where  appropriate  and  to 
spend  more  aggressively 
from  the  endow- 
ment ....  Harvard  is 
much  bigger  than 
Princeton,  but  if 
you  just  look  at 
the  Faculty  of 
Arts  &  Sciences, 
Princeton  has 
about  40%  more 
money  than  Har- 
vard. So  this  idea 
that  Harvard  is 
uniquely  rich  in 
higher  education  is 
just  not  true. 

How  do  you  like  your 
new  job? 

I'm  having  a  great 
time....  What  is  ex- 
citing is  that  so  much 
[of  what  I  do  now]  is 
not  about  tomorrow 
or  the  day  after  but 
about  things  that  will 
have  influence  over  a 
long  time.  ■ 
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In  1997,  Toyota  was  the  first  car  company 
in  the  world  to  mass-produce  a  hybrid 
vehicle.  By  combining  gasoline  and  electric 
power,  the  Prius  reduces  smog-forming 
emissions*  cuts  gas  consumption  in  half, 
and,  in  short,  has  revolutionized  the  way 
cars  affect  our  environment. 

Even  so,  we're  not  resting  on  our  laurels. 
The  Toyota  Hybrid  System  is  being  further 
refined,  to  make  it  cleaner  and  more 
efficient.  And  we're  continuing  to  search 
for  even  greener  forms  of  transportation. 

Our  hydrogen-powered  fuel  cell  hybrid 
SUV  is  now  being  road-tested.  Its  only 
emission  is  pure  water.  Beyond  that,  who 
knows.  But  no  matter  what  alternatives 
are  discovered  in  the  future,  they  won't 
be  found  overnight.  They'll  be  the  result 
of  90%  perspiration.  And  10%  inspiration. 

www.toyota.com/tomorrow 


hydrocarbons  aiSd  oxides  of  nitrogen.  Compared  to  the  average  car.  (&2002 


IN  TIMES  LIKE  THESE,  YOU  NEED 
E-BUSINESS  SOLUTIONS  THAT  WILL  HEi 
YOU  SURVIVE  TIMES  LIKE  THESE. 


Today,  the  best-run  e-businesses  know  that  to  achieve  real  ROI.  you  need  more  tha 
approaches  and  stand-alone  solutions.  You  need  a  new  way  to  make  everything  work  to! 
SAP  is  a  leading  provider  of  integrated  e-business  solutions.  Our  expertise  in  21  industry-j 
areas  has  helped  86%  of  the  top  50  Global  Fortune  companies  focus  on  the  things  that  mat: 
efficiency  and  profitability.  To  see  how  we  can  help  you,  visit  sap.com 


THE  BEST-RUN  E-BUSINESSES  RUN  SAP 
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HTERNATIONAL  BOSS 
ILL  RQEDY,  WITH 
OLIN  TSAI  AND  LENA 
iND  YULIA  OF  TATU 


f 


he  Suit  vs.  the  Tattoo  Set.  Fog- 
Bottom  and  the  Hip  Hop  Crowd. 
General  and  the  Veejay.  It's, 
well,  it's  another  weird  but  fas- 
cultural  moment  on  MTV,  the 
-owned  music  network  that  sup- 
ts  its  core  mission  of  delivering 
ibel  music  to  the  world's  teens 
raight-talking  programs  on  is- 
ch  as  AIDS,  drugs,  and  racism. 
■3.  14,  U.S.  Secretary  of  State 
Powell  will  lead  Be  Heard,  a 
3-barred  talk  show  on  MTV  Net- 
where  he  will  field  questions  on  the  crisis  in  Afghanistan 
ens  from  Boston  to  Berlin  to  Bombay.  The  program  will 
ITV's  33  channels  worldwide  and  reach  almost  375  mil- 
iseholds.  MTV's  video  jockeys — the  ones  who  usually  de- 
ill-to-wall  Hindi  film  music,  German  hard  rock,  Mando- 
d  Mexican  hip  hop  to  local  viewers — will  moderate  the 

t,  and  translators  will  be  on  hand  to  turn  questions  into 
It  will  be,  in  other  words,  an  Event. 
ll's  appearance  is  a  media  moment  that  only  MTV 
ill  off.  Media  moguls  can  babble  on  about  the  global 
L 


Mando-Pop. 

Mexican  Hip  Hop. 

Russian  Rap.  It's  all 

fueling  the  biggest 

global  channel 


village,  about  how  CNN  or  BBC  can 
reach  out  and  touch  the  world.  But 
those  news  shows  are  bush  league  op- 
erations compared  with  MTV's  clout. 
Thanks  to  the  roaring  success  of  its 
subsidiary,  MTV  Networks  Internation- 
al, the  music  channel  and  its  sister  op- 
erations, VHl  and  Nickelodeon,  reach 
1  billion  people  in  18  different  lan- 
guages in  164  countries.  Eight  out  of 
ten  MTV  viewers  live  outside  the  U.  S. 
CNN  reaches  an  international  audience 
less  than  half  the  size  of  MTV's.  Its  im- 
pressive global  reach  has  earned  MTV  membership  in  that  elite 
of  such  globally  transcendent  brands  as  Coke  and  Levi's. 

MTV  seems  not  to  have  missed  a  beat  as  turmoil  roils  the  ex- 
ecutive ranks  at  parent  Viacom,  whose  board  in  late  January 
called  upon  ceo  Sumner  Redstone  and  Chief  Operating  Officer 
Mel  Karmazin  to  cease  feuding.  The  stock  is  down  almost  20% 
since  early  January,  but  analysts  say  the  strife  should  have  no 
impact  on  operating  units  like  MTV.  MTV  Networks  International 
makes  buckets  of  money  year  after  year  from  a  potent  com- 
bination of  cable  subscriber  fees,  advertising,  and  increasing- 
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MTVs  policy  of  70%i 


Entertainment 


ly,  new  media.  Few  other  transnational  media  operations  can 
claim  to  make  profits  at  all.  But  revenues  at  MTV  Networks  In- 
ternational increased  19%  in  2001,  to  $600  million,  while  op- 
erating profits  grew  a  hefty  50%,  to  $135  million.  They  are  ex- 
pected to  more  than  double  by  2004,  according  to  Merrill 
Lynch  &  Co.  media  analyst  Jessica  Reif  Cohen.  In  the  past 
three  years,  the  growth  of  MTV  Networks  International  has 
outpaced  the  domestic  network,  accounting  for  16%  of  MTV 
Networks'  revenues,  says  co-founder  and  Chairman  Tom 
Freston.  He  aims  to  increase  that  to  40%  within  five  years,  as 
MTV  in  the  U.  S.  starts  to  plateau,  mtv's  international  success 

is  attracting  a  host  of 
imitators,  one  of  them 
spawned  by  the  re- 
lentless Rupert  Mur- 
doch. But  for  now,  mtv's  version  of  globalization  rocks. 

MTV  Networks  International  owes  its  success  to  a  lot  of 
factors.  First,  demographics:  There  were  2.7  billion  people  be- 
tween the  ages  of  10  and  34  in  2000.  By  2010,  there  will  be  2.8 
billion.  Increasingly,  this  age  group  is  acquiring  the  bucks  to 
buys  CDs,  jeans,  acne  cream — whatever  brands  are  hot  in 
each  country.  That  means  advertisers  increasingly  love  MTV  In- 
ternational. Second,  music:  All  that  stuff  about  music  being  a 
universal  language  is  true,  and  rock  is  the  universal  language 
for  Planet  Teen.  What  MTV  does  is  customize  the  offering  in  a 
brilliant  way.  Third,  television:  The  number  of  sets  in  the 
world's  living  rooms — especially  in  such  places  as  China,  Brazil, 
Russia,  and  India — is  exploding.  So  are  the  globe's  cable  net- 
works. "Everyone  who  has  a  TV  knows  there's  something 
called  MTV,"  says  Chantara  Kapahi,  a  17-year-old  student  at  Jai 
Hind  College  in  Bombay.  The  fourth  reason:  Bill  Roedy. 
Roedy,  a  53-year-old  West  Point  grad,  is  president  of  MTV 


Networks  International  and,  theoretically,  is  based  ir 
don.  Theoretically,  since  his  real  office  is  more  of  a  ser 
petual  airborne  state  involving  him,  his  trademark  army 
pen  and  paper,  and  a  business-class  round-trip  ticket  to 
ever.  To  give  kids  their  dose  of  rock,  he  has  breakfastei  I 
former  Israeli  Prime  Minister  Shimon  Peres,  dined  v 
gapore  founder  Lee  Kuan  Yew,  and  chewed  the  fat  wit 
nese  leader  Jiang  Zemin.  Roedy  even  met  with  El  C; 
himself — Cuban  leader  Fidel  Castro,  who  wondered 
could  teach  Cuban  kids  English.  Says  Roedy:  "We\ 
very  little  resistance  once  we  explain  that  we're  not 
business  of  exporting  American  culture." 

Roedy  &  Co.  are  shrewd  enough  to  realize  that  \\Y 
world's  teens  want  American  music,  they  really  Wi 
local  stuff,  too.  So,  mtv's  producers  and  veejays  scour  tli 
cal  markets  for  the  top  talent.  The  result  is  an  eij 
stream  of  overnight  sensations  that  keep  MTV's  global  | 
ings  fresh.  Just  over  a  year  ago,  for  example,  Lena 
and  Yulia  Volkova  were  no  different  than  most  M^ 
schoolgirls.  Today,  Katina,  16,  and  Volkova,  15,  make  uj 
one  of  the  hottest  bands  ever  to  come  out  of  Russia, 
won  a  cult  following  among  local  teens  since  their  debi 
gle,  Ya  Soshla  s  Uma  (I've  Gone  Crazy),  first  aired  ol 
Russia  15  months  ago.  Universal  even  plans  to  pr«| 
Tatu's  next  recordings  in  the  U.S.  "Our  producers 
have  signed  a  contract  with  Sony  or  Warner,  too.  We  h| 
fers  from  all  of  them,"  says  Katina. 

Tatu  is  just  one  of  a  slew7  of  emerging  local  music 
gaining  international  exposure  through  MTV  and  a  wide 
ence  in  the  U.S.,  too.  Colombian  rock  singer  Shal 
known  outside  Latin  America  until  she  recorded  an  M 
plugged  CD — the  acoustic  live  concerts  recorded  by 
1999,  is  nowT  the  winner  of  one  U.  S.  Grammy  and  two  I 
Grammy  awards.  Her  CD  has  gone  platinum,  selling  monl 
2  million  copies  worldwide.  After  releasing  four  CDs  if 
three  years,  Taiwanese  pop  star  John  Tsai,  21,  is  gaining 
ularity  in  mainland  China  thanks  to  heavy  airplay  on 
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ent  has  been  the  source  of  its  most  creative  shows 


iacom  is  now  counting  on  MTV  to  be  one  of  its  biggest 
i  drivers  in  the  next  decade.  There's  plenty  of  room  to 
]  ch  new  channels  on  cable  and  satellite  outside  the  U.S., 
•e  penetration,  at  38%,  is  about  where  the  American  mar- 
was  in  1983.  As  digital  television  takes  off  in  Europe, 
plans  to  introduce  more  music  channels,  such  as  the  sev- 
t  has  in  Britain  that  focus  on  such  genres  as  rhythm-and- 
s  and  dance.  Another  part  of  the  strategy:  make  MTV  "a  ve- 
to develop  business  [for  other  Viacom  brands],"  says 
om  coo  Karmazin.  "Let's  face  it,  the  way  people  know  Vi- 
l  is  through  MTV."  Viacom  can  parlay  growth  abroad  for  its 
r-known  VH1,  Nickelodeon,  and  TV  Land  brands  "off  mtv's 
tation." 

TV  also  is  betting  heavily  on  emerging  technologies.  In 

dinavia,  it  recently  premiered  MTV  Live,  which  goes  to 

es  with  broadband  cable.  Viewers  can  play  virtual  games, 

as  Trash  Your  Hotel  Room,  where  users  get  the  chance 

a  rock  star  and  wreak  virtual  havoc.  Meanwhile,  in  July, 

MTV  Asia  launched  LiLi,  a  virtual  animated  veejay 

interacts  with  viewers  on  air  

online  in  five  Asian  languages, 
actor  behind  the  image  controls 
i's  responses,  letting  her  inter- 
'  artists  and  offer  viewers  tips 
op  culture  in  real  time.  LiLi  is 
so  popular  with  Asian  teens 
Ericsson  has  launched  a  line  of 
mobile  phones.  In  Japan,  an 
wireless  Internet  service  lets 
■s  download  entertainment 
s,  vote  for  their  favorite  vee- 
or  choose  music.  MTV  "tries 
lake  a  lot  of  noise  off  the  chan- 
says  Nigel  Robbins,  CEO  of 
Group  Japan. 

TV's  early  international  expan- 
t  got  into  Moscow  in  1993, 


Hiii. 

Data:  Viacom.  Mernll  Lynch  &  Co 


for  example — puts  it  ahead  of  the  competition  in  nearly  every 
market.  Hong  Kong-based  Channel  V's  24-hour  music  channel, 
owned  by  Rupert  Murdoch's  Star  TV,  reaches  nearly  47  million 
homes  but  has  yet  to  make  a  profit.  VIVA — owned  45.9%  by  AOL 
Time  Warner,  EMI,  and  Vivendi  Universal — is  MTV's  biggest 
rival  in  Europe.  It  reported  a  net  loss  of  $9.4  million  on  sales  of 
$40  million  in  the  first  nine  months  of  2001  but  expects  to  be  in 
the  black  in  2002.  "The  market  is  big  enough  for  both  of  us," 
says  viva  ceo  Dieter  Gorny. 

MTV  faces  some  risks  in  a  handful  of  countries,  such  as 
Italy  and  Brazil,  where  it  operates  with  a  local  partner.  "It's  re- 
ally a  question  of  whether  they  can  maintain  distribution  on 
outlets  they  don't  own,"  says  Sanford  C.  Bernstein  &  Co.  me- 
dia analyst  Tom  Wolzien.  WoLzien  says  News  Corp.  and  Viven- 
di have  much  stronger  relations  with  local  regulators,  giving 
them  an  edge  in  launching  music  channels  they  can  control. 

mtv's  best  response  to  these  threats  is  to  make  its  pro- 
gramming as  strong  as  possible.  Its  policy  of  70%  local  content 
has  resulted  in  some  of  the  network's  most  creative  shows,  such 
^^^^^^^^^  as  mtv  Brasil's  monthlong  Rockgol,  a 
soccer  championship  that  pits  Brazilian 
musicians  against  record  industry  ex- 
ecutives. In  Russia,  the  locally  pro- 
duced Twelve  Angry  Viewers  was  vot- 
ed one  of  Russia's  top  three  talk 
programs.  In  a  colorful  studio  amid 
bright  blue  steps  and  large  green  cush- 
ions, a  dozen  teens  watch  and  discuss 
the  latest  videos.  Periodically,  they 
break  into  spontaneous  dance  or  pop 
one  another  over  the  head  with  inflat- 
able lollipops.  O.K.,  it's  not  Chekhov. 
But  Russian  groups  beg  to  be  featured 
on  it.  Says  producer  Piotr  Sheksheyev: 
"mtv  trusts  that  we  Russians  know- 
best  wThat  works." 

Ceding  so  much  control  to  local 
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MTV's  Chinese  ad  income  almost  doubled  in  2i 


channels  does  result  in  the  occasional 
misstep.  While  watching  MTV  in  Taiwan, 
Roedy  was  aghast  to  see  nude  wrestling. 
That  was  one  time  he  had  to  intervene.  When  MTV 
first  entered  the  Indian  market  in  1996,  Hindi  film  music — 
the  romantic  soundtracks  of  Bollywood  movies — was  wildly 
popular,  but  the  channel's  locally  hired  programmers  dis- 
dained it  as  uncool. 
Viewers  abandoned 
the  channel,  forcing  it 
to  air  Bollywood  mu- 
sic. Since  then  its  ratings  have  soared  by  some  700%. 

India  is  one  of  the  giant  markets  that  MTV  is  determined  to 
dominate.  The  other  big-country  play  is  China.  Analysts  be- 
lieve it  is  likely  to  be  some  time  before  the  government 
grants  24-hour  broadcasting  licenses  to  foreigners  on  a  na- 
tionwide basis.  Still,  in  2001,  MTV's  advertising  revenue  in  Chi- 
na almost  doubled — even  though  the  network  airs  only  a 
maximum  of  six  hours  daily  through  Chinese  cable  systems. 


Entertainment 


Roedy  has  spent  the  past  decade  cultivating  rehi 
ships  in  China.  At  one  long  dinner  with  Chinese 
operators,  he  desperately  attempted  to  hold  his  own  tl 
countless  toasts  and  karaoke  songs.  After  his  Chinese 
terparts  sang  Chinese  opera  arias,  Roedy  sang  a  few 
from  Madame  Butterfly,  while  MTV  Chairman  Freston| 
ed  out  House  of  the  Rising  Sun,  the  bluesy  ballad 
a  New  Orleans  whorehouse.  They  must  have  been  in 
mtv  Mandarin  is  seen  in  60  million  homes  in  China 
Chinese  cable  systems.  Last  year,  more  than  10,000 
came  from  all  over  China  to  audition  to  become  the  I 
veejay  on  MTV  Mandarin.  One  finalist,  who  had  trul 
18  hours  to  Beijing,  was  so  distraught  at  losing  thai] 
offered  to  let  her  veejay  for  a  day.  Anything  to 
a  viewer. 

By  Kerry  Capell  in  London,  with  Catherine  Belt\ 
Moscow,  Tom  Lourry^  in  New  York,  Manjeet  Kripak 
Bombay,  Brian  Bremner  in  Tokyo,  Dexter  Roberts  in  B\ 
and  bureau  reports 


HOW  MTV  CONQUERED  ITALY 


M 


Ionday  through 
Friday,  thousands 
of  cheering  teens 
crowd  the  streets  near 
Milan's  Duomo.  It's  not 
religion  that  has  got 
these  kids  so  worked 
up.  Around  the  corner 
from  Milan's  famous 
cathedral  are  MTV 
Italia's  studios,  where 
bands  from  around  the 
world  appear  on  the 
show  Total  Request 
Live,  or  TRL.  Some  12 
million  viewers  watch 
MTV  Italia  every  week, 
making  it  one  of  the 
most  successful  opera- 
tions in  mtv's  roster. 

Credit  goes  to  Anto- 
nio Campo  Dall'Orto,  the  37-year-old 
managing  director  of  mtv  South, 
which  includes  mtv  Italia  and  mtv 
Espana.  Before  joining  mtv  in  1997, 
the  Milan  native  was  No.  2  at  Chan- 
nel 5,  which  he  helped  turn  into 
Italy's  leading  station.  Now,  Campo 
Dall'Orto's  commitment  to  innovative 
programming  for  MTV — the  station 
does  four  hours  of  five,  original  pro- 
gramming each  day — is  influencing 
the  Italian  music  scene.  "Our  goal  is 
to  mix  international  culture  with  Ital 
ian  tradition,"  says  Campo  Dall'Orto. 
Italian  teens  say  no  other  channel 
can  match  mtv's  combination  of  local 
music  and  big-name  international 
stars.  "There  are  no  proper  music 


A  WINNING  COMBINATION 

Dall'Orto,  MTV  Italia's  managing 
director,  mixes  international 
culture  with  Italian  tradition 

programs  on  Italian  TV  except  The 
San  Remo  Song  Festival,  which  is 
boring,"  says  Simone  Longo,  a  16- 
year-old  Roman.  Advertisers  love  it, 
too.  mtv  Italia  is  pulling  in  the  high- 
est ad  revenues  of  all  of  mtv  Net- 
works International's  channels,  with 
a  352%  increase  since  1997. 

Two  of  the  channel's  most  popular 
programs,  brand:  new:  tour  and  MTV 
Supersonic,  are  devoted  to  new  acts. 
On  Supersonic,  a  live-music  show  air- 


ing every  Friday  night, 
two  well-known  bands 
an  unsigned  act  perfor 
live  gig.  Brand:  new:tour 
an  annual  program  whei| 
six  up-and-coming  bands 
are  selected  to  play  at 
trendy  clubs  on  a  tour 
bankrolled  by  mtv.  "Novj 
young  bands  who  were 
ally  underground  in  199*1 
can  fill  whole  stadiums,''] 
says  Luca  de  Gennaro,  t| 
channel's  head  of  talent. 
mtv  Italia  also  offers 
lifestyle  programs.  Thes«j 
include  MTV  Kitchen, 
where  artists  chat  about  | 
music  while  cooking,  anc 
Stylissimo,  a  fashion  pr 
gram  where  guests  inclul 
the  likes  of  Domenico  Dolce  and  StJ 
fano  Gabbana.  Another  big  hit:  Sear 
Dolls,  where  audiences  are  allowed  I 
live  out  their  fantasies  with  pop-staj 
lookalikes — within  certain  limits,  off 
course. 

Campo  Dall'Orto  is  searching  foil 
new  ways  to  extend  the  mtv  brancj 
He  has  already  dispatched  back- 
packs, w7atches,  and  school  supplie: 
branded  with  the  mtv  logo  to  2,50C| 
Italian  stores.  "One  of  the  reasons  [ 
love  MTV  is  that  you're  always  chaj 
lenging  the  conventional  wisdom," 
says.  With  shows  like  Sexy  Dolls, 
that's  easy. 

By  Kerry  Capell  in  London, 
Stephanie  Savariaud  in  Rome 
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Information.  You  have  terabytes  of  the  stuff.  But  it's  squirreled  away  in  databases  and  operational 
systems,  where  you  can't  find  it  when  you  really  need  it.  You  need  Business  Objects.  Our  business 
intelligence  software  mines  your  information  whether  it's  buried  in  databases  or  supply  chain, 
customer  care,  logistics  and  finance  systems.  And  it  provides  you  instant,  actionable  intelligence  and 
analytics.  All  based  on  your  business  goals  and  metrics.  Over  13,000  of  the  world's  most  intelligent 
companies  already  use  our  software.  Shouldn't  you  be  among  them?  Call  1-800-527-0580  ext.  32 
or  visit  businessobjects.com/information  and  download  a  free  chapter  on  data  overload  from 
McGraw-Hill's  "e-Business  Intelligence." 

Business  Intelligence.  If  you  have  it,  you  know. 


Business  Objects 


The  Business  Objects  logo  is  a  registered  trademark  of  Business  Objects  SA.  ©2001  Business  Objects  SA.  All  rights  reserved. 


Finance 


INVESTMENTS 


THE  PENSION 
BOMB 


Manna  from  pension  plans 
inflated  bottom  lines  in 
boom  times.  Now,  profits 
will  take  a  hit 

Brace  yourselves,  investors.  There's 
another  big  earnings  booby  trap 
lurking  out  there.  Like  other  re- 
cent market  stunners,  companies 
set  this  one  for  themselves  during  the 
late  1990s  when  their  traditional  pension 
plan  investments  were  earning  outsize 
returns.  Thanks  to  the  wizardry  of  pen- 
sion accounting,  companies  could  apply 
those  gains  to  their  bottom  lines,  where 
they  worked  wonders  on  stock  prices. 
Now,  of  course,  most  pension-plan  re- 
turns stink.  And  the  effect  on  corpo- 
rate profits  will  be  anything  but  won- 
derful. Stock  prices  are  already 
signalling  the  message:  Poor  pension- 
plan  returns  will  depress  earnings  for 
years. 

General  Electric  Co.,  long  criticized 
for  using  its  plan  to  boost  earnings, 
foreshadowed  the  trend  late  last  year 
when  it  warned  in  a  Securities  &  Ex- 


BIG  BITE 

If  companies  cut 
overly 

optimistic 
pension-plan 
projections, 
profits  will  head 
south 


change  Commission  filing  that  this  year's 
pension  earnings  would  drop  between 
50  and  7#  a  share  from  2001.  Soon  after, 
General  Motors  Corp.  said  lower  fund 
earnings  were  a  factor  in  the  quadru- 
pling of  pension  expenses  since  2000.  A 
parade  of  industrial  companies — includ- 
ing DuPont,  Delphi  Automotive  Sys- 
tems, Dow  Chemical,  Caterpillar,  U.S. 
Steel,  Exxon  Mobil,  and  Ford  Motor — 
followed  suit. 

The  fall  in  pension  earnings  doesn't 
mean  that  companies  will  have  trouble 
paying  pensioners.  That's  because  in  the 
looking-glass  world  of  pension  account- 
ing, the  plan  earnings  that  companies 
report  are  based  on  long-term  projec- 
tions that  are  not  reconciled  with  actual 
earnings  for  years.  Many  companies  say 
their  plans  did  so  well  during  the  bull 
market  that,  despite  the  stock  market 
rout,  they  won't  have  to  contribute 
extra  money  for  years. 

But  the  days  of  flush  plans  are  over 
for  now.  And  that  will  hit  corporations 
in  several  ways.  First,  some  companies 
will  have  to  start  contributing  again. 
More  will  have  to  stop  tapping  surplus- 
es to  cover  other  retiree  expenses. 

PENSION  PLANS'  ESTIMATED  VALUE  OF  IMPACT 
ESTIMATED       A  ONE-PERCENTAGE  ON 

ANNUAL  RATE         POINT  DROP  IN  PRETAX 

OF  RETURN*    IN  RETURN  (MILLIONS)  INCOME 


DELPHI  AUTO 

10% 
10 

$63 

NA** 

EATON 

20 

-7.2% 

GENERAL  MOTORS 

10 

767 

-32.0 

IBM 

10 

390 

-3.6 

CATERPILLAR 

9.7 

88 

-7.5 

UNITED  TECH. 

9.7 

109 

-3.9 

DUPONT 

9.5 

200 

-2.9 

EXXON  MOBIL 

9.5 

76 

-0.3*** 

FORD  MOTOR 

9.5 

345 

-29.2*** 

RAYTHEON 
ALCOA 

9.5 
9 

123 
74 

-104.7 
-4.5 

ALLEGHENY  TECH.      9 
3M  9 

*  Reported  in  10-Ks  for  2000 
***  Through  third  quarter.  2001 


NA** 
-2.9 

'Company  had  pretax  loss 


-2.9 


<*<jm? 


Most  important,  the  post-Enron 
ticism  about  accounting  is  forcing] 
parties  to  cut  their  assumptions  fo 
and  beyond.  "The  auditors  are  put] 
much  closer  eye  to  pension  num 
says  John  Ehrhardt,  a  principal  a: 
tuarial  consultant  at  Milliman  us  A  | 
companies  are  calculating  higher 
costs  of  providing  for  pensioner  I 
that  is  hurting  their  earnings.  Si 
change  accounts  for  about  one-fouj 
Delphi's  higher  pension  expense 
says  John  D.  Blahnik,  treasurer  ; ' 
General  Motors  spin-off. 

Companies  are  also  basing  proi 
returns  on  smaller  portfolios — tl| 
they  still  haven't  fully  marked 
down  to  their  current  market 
That's  because  they  can  averagl 
value  of  portfolios  over  five  veal 
1999  stock  prices  are  still  inflating! 
returns. 

An  even  touchier  issue  is  tl 
sumption  companies  make  on  howl 
their  pension  portfolios  will  earn.  <j 
cided  in  November  to  trim  its 
8.5%  from  9.5%.  Sounds  small,  bul 
cut  could  cost  GE  more  than  $55 1 
lion,  a  hit  of  2%  to  pretax  incomej 

Dow  Chemical  Co.  says  it  cut 
sumed  rate  of  return  to  9.2" 
9.5%  last  year,  helping  knock  $10 1 
lion  off  its  pretax  results  in  2002 1 
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illion  boost  in  2000. 
pool  Corp.  said  in  a 
5  conference  call 
it  had  cut  its  rate 
>%  for  2002  from 
last  year.  If  the  50 
st  companies  with 
on  plans  all  sliced 
percentage  point 
their  projections, 
collective  pretax  in- 
would  fall  $5.2  bil- 
according  to  con- 
its  Milliman. 
iy  are  companies 
g  up  to  poor  pen- 
results  only  now? 
all,  the  bear  mar- 
tarted  23  months  ago.  The  reason 
it  accounting  rules  let  companies 
reporting  big  changes  in  pension 
ngs  for  several  years.  But  with 
losing  value  in  2001,  many  com- 
s  decided  it  was  safer  to  come 
about  the  widening  gap  between 
on  projections  and  reality. 

pension  rules  are  a  chief  financial 
Ks  dream — and  an  investor's  night- 
.  Each  year,  executives  project  a 
term  rate  of  return  for  plan  in- 
nents.  The  higher  the  rate,  the 
>er  the  cost  of  providing  the  plan. 
t.  if  pension  earnings  exceed  costs, 


Accounting 
loopholes 

have  kept  the 
truth  from 
emerging 
until  now 


the  cfo  can  add  the  sur- 
plus to  the  bottom  line. 
In  2000,  about  a  third  of 
the  companies  in  the 
Standard  &  Poor's  500- 
stock  index  did  so,  boost- 
ing pretax  income  12%  on 
average,  says  Jane  B. 
Adams,  accounting  ana- 
lyst at  Credit  Suisse 
First  Boston, 

Companies  can  get 
away  with  off-base  pro- 
jections for  years,  and 
they  can  trickle  out  the 
adjustments  over  about 
15  years.  They  argue  the 
rules  are  good  because 
they  keep  pension-plan  returns  from 
causing  wild  swings  in  earnings.  But 
critics,  including  investor  Warren  E. 
Buffett,  say  companies  abuse  them  to 
gussy  up  weak  results.  Actuary  Adrien 
R.  LaBombarde  at  Milliman  says, 
"You're  delaying  the  inevitable  and 
when  it  catches  up  to  you,  the  change 
may  be  severe." 

Pension  accounting  frustrates  even 
the  most  inquisitive  investors  because 
most  companies  don't  disclose  clearly 
the  assumptions  they've  used  until  after 
the  yearend.  Pension  analysts  say  many 
companies  are  sticking  to  optimistic  as- 


sumptions despite  the  stock  market 
weakness  in  the  past  two  years — though 
in  fairness,  most  underestimated  pen- 
sion returns  in  the  1990s.  The  companies 
in  the  s&P  500  projected  9.18%  on  aver- 
age in  2000,  a  survey  by  consulting  firm 
Watson  Wyatt  &  Co.  shows,  and  proba- 
bly stuck  with  that  in  2001.  But  the  top 
plans  eked  out  1.3%  gains  in  2000  and 
lost  about  8%  in  2001. 

Investors  will  start  to  get  the  bad 
news  about  pensions  in  the  next  few 
months  as  companies  file  their  annual 
reports  with  the  sec.  In  a  sign  of  things 
to  come,  Deere  &  Co.,  the  tractor  com- 
pany, reported  that  its  pension  invest- 
ments lost  $1.3  billion  for  its  fiscal  year 
ended  Oct.  31,  when  it  had  figured  they 
would  appreciate  by  $600  million. 

Deere  will  likely  be  the  first  of  many 
to  deliver  nasty  surprises  to  sharehold- 
ers. Auto  parts  maker  Delphi,  which 
employs  200,000  people,  says  pretax  pen- 
sion expenses  will  rise  nearly  75%,  to 
$300  million  from  $173  million,  in  2002. 
Its  plan  assets  contracted  by  6%  in  2001. 
Delphi  posted  a  pretax  loss  of  $528  mil- 
lion for  2001  after  restructuring  charges. 
While  about  one-fourth  of  the  added 
pension  expense  comes  from  early  re- 
tirements, half  reflects  shrinking  plan 
assets,  says  Blahnik.  Caterpillar  Inc. 
says  diminished  pension-plan  assets  are  a 
factor  in  shaving  $121  million,  or  350  a 
share,  from  earnings  in  2002.  DuPont 
says  its  plan  will  chop  about  $155  million 
from  earnings  this  year  after  adding  $65 
million  in  2001  and  $105  million  in  2000. 
In  2001,  stainless-steel  maker  Allegheny 
Technologies  Inc.  booked  $53.1  million 
in  pension  income  and  still  reported  a 
$25  million  loss.  This  year,  plan  income 
will  fall  by  half,  adding  to  the  red  ink. 

Some  companies  say  they  won't 
change  the  assumptions  about  returns 
on  their  pension  plans  just  because  of  a 
few  bad  years  in  the  market.  "We're 
saying  where  we  think  returns  are 
headed  over  the  next  30  years,"  says 
Delphi's  Blahnik.  The  company  is  stick- 
ing with  its  10%  assumption,  which 
proved  conservative  over  the  last  10 
years  when  its  plans  earned  12.8%  per 
year  on  average,  he  says. 

Still,  predicts  Milliman's  Ehrhardt, 
more  companies  will  follow  ge's  lead  to 
avoid  criticism.  If  he's  right,  the  impact 
will  be  worse  in  2003.  Ehrhardt  expects 
companies  will  try  to  offset  the  hit  to 
earnings  by  cutting  employee  benefits. 
Because  of  the  arcana  of  pension  ac- 
counting, the  bear  market  will  take  a 
toll  even  after  it's  over. 

By  David  Henry  in  New  York  and 
Michael  Arndt  in  Chicago,  with  Diane 
Brady  in  New  York  and  bureau  reports 
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ARE  TWO  HARVEYS  BETTER 
THAN  ONE  AT  THE  SEC? 

Soon,  Goldschmid  may  join  Pitt-and  sparks  could  fly 


When  Harvey  J.  Goldschmid  was 
general  counsel  of  the  Securities 
&  Exchange  Commission  in  1999, 
his  boss,  then-Chairman  Arthur  Levitt 
Jr.,  often  said  he  had  the  second-best 
job  there.  "Arthur  always  said,  'It's 
much  better  to  be  general  counsel  than 
just  another  commissioner,'"  recalls 
Goldschmid. 

Now,       Gold- 


Harvey  Pitt  fails  to  give  sufficient  def- 
erence to  his  colleague,  it  could  get 
nasty,"  says  another  lobbyist.  Neither 
Harvey  would  comment. 

Goldschmid  met  with  White  House 
aides  for  vetting  on  Feb.  4.  Although  his 
nomination  isn't  guaranteed,  President 
George  W.  Bush  has  agreed  to  defer  to 
Daschle,  who  controls  the  Senate's  con- 
firmation process,  on  naming  candidates 


always  fair:  When  Levitt  proposj 
bar  accounting  firms  from  consultiil 
their  audit  clients,  Pitt  worked  frf 
two  Big  Five  firms  that  cooperat 
Levitt  on  a  compromise.  But  th«j 
chief  has  put  some  bullets  in  his 
wingtips,  offering  a  weak  plan  for  I 
plining  errant  auditors  that  he  t\\ 
ated  with  the  Big  Five  and  their 
group  before  he  consulted  Congre 
investor  advocates.  "Harvey  is 
from  a  political  tin  ear,"  says  one  I 
sec  observer.  Adds  a  financial  lob| 
"Pitt  is  definitely  damaged." 

Will  Goldschmid  help?  On  mail 
sues,  he's  almost  the  anti-Pitt, 
schmid  helped  write  the  propoJ 
split  auditing  and  consulting.  An| 
two  faced  off  over  the  landmark 
vate  Securities  Litigation  Reform 
1995,   which   re- 
duced account- 
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Data:  Securities  &  Exchange  Commission.  Columbia  University.  BusinessWeek                         m'J 

schmid  is  heading  back  to  the  sec  as  a 
commissioner — but  not  an  ordinary  one. 
Senate  Majority  Leader  Tom  Daschle 
(D-S.  D.)  has  suggested  the  longtime 
Columbia  University  law  professor  for  a 
Democratic  seat  on  the  sec  to  counter- 
balance its  Republican  chairman,  Harvey 
L.  Pitt.  Goldschmid  is  better  placed  than 
almost  any  other  candidate  to  temper 
the  absolute  control  over  the  sec's  staff 
and  bully  pulpit  that  the  chairman  usu- 
ally enjoys.  The  result  could  be  a  shot  in 
the  arm  for  a  struggling  agency — or  a 
battle  royal  over  post-Enron  securities 
regulation. 

Securities  lobbyists  hope  that  two 
Harveys  will  be  better  than  one.  "These 
are  two  of  the  brightest  securities-law 
minds  in  the  nation,"  says  one  industry 
lawyer.  But  the  potential  for  conflict  is 
enormous:  Pitt  and  Goldschmid  are  far 
apart  on  many  issues  (table).  "If  Harvey 
Goldschmid  forgets  who's  chairman,  or 


to  Democratic  agency  seats.  By  law,  no 
more  than  three  of  the  sec's  five  com- 
missioners can  belong  to  the  President's 
party.  Daschle  has  suggested  Roel  Cam- 
pos, general  counsel  at  El  Dorado  Com- 
munications in  Houston,  for  the  agency's 
other  Democratic  seat. 

The  sec  could  sure  do  with  a  boost. 
Pitt  came  in  planning  to  overhaul  70- 
year-old  securities  regulations,  modern- 
ize accounting  and  corporate  disclosure, 
and  dispel  the  hostility  that  built  up 
between  the  sec  and  its  corporate  con- 
stituencies during  Levitt's  record  eight- 
year  tenure.  But  the  collapse  of  Enron 
Corp.  has  stopped  Pitt  dead  in  his 
tracks.  Even  Republicans  in  Congress 
now  favor  tighter  regulations  on  ac- 
countants and  corporate  reporting. 

Enron  has  also  cast  a  sharp  spotlight 
on  Pitt's  background  representing  ac- 
counting firms,  including  Enron  auditor 
Arthur  Andersen.  The  criticisms  aren't 


ants'  and  executives'  risk  of  bein 
for  financial  fraud.  That  law,  in  th<] 
of  some  experts,  set  the  stage  f< 
ron's  breakdown.  Pitt  testified  in 
of  limiting  securities  suits.  Golds 
supported  President  Clinton's 
which  Congress  overrode.  As  se 
eral  counsel,  he  successfully  argue 
cases  to  ensure  that  the  law  wasn' 
to  limit  fraud  charges  only  to  ca 
intentional  abuse. 

Associates  say  the  two  Harvej 
work  to  overcome  their  differ 
They're  both  sec  loyalists  who 
want  to  diminish  the  agency  with 
san  debates.  And  when  they  agree 
joint  proposals  will  gain  treme 
credibility  on  Capitol  Hill.  But 
had  any  hopes  that  his  broad  der 
tory  agenda  was  going  to  surviv 
ron,  Goldschmid's  arrival  will  be 
minder  that  times  have  changed 
By  Mike  McNamee  in  Wash 
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Through  pioneering  nanotechnology  research,  NEC  is  opening  new  frontiers.  Today,  NEC  is  a  leading  innovator 
in  this  important  field.  NEC  has  demonstrated  precise  3D  nanometric  scale  production  that  points  the  way  to 
ultra-miniature  devices  like  biosensors  and  highly  efficient  optical  communications  components.  Low  cost,  long 
lived  and  environmentally  friendly  mobile  power  sources  based  on  carbon  nanotube  fuel  cells  may  also  result 
from  our  advances.  Empowered  by  innovation,  our  expertise  in  networking,  systems  integration  and  custom 
semiconductors  helps  NEC  develop  optimum  solutions  in  broadband,  mobile  Internet  and  more.  For  information 
visit  www.necus.com  or  call  1.800.338.9549. 


Empowered  by  Innovation 


www.necus.com 


Finance 


CORPORATE  FINANCE 


IN  BIOTECH, 
PRIVATE  CASH  IS  KING 

Big  investors  are  finding  they  can  strike  sweeter  deals 


After  Rigel  Pharmaceuticals  Inc.,  a 
young  biotech  company  in  South 
San  Francisco,  Calif.,  went  public 
in  2000,  its  financing  options  seemed 
wide  open.  But  by  the  time  it  needed 
cash  for  such  projects  as  trials  of  a  new 
asthma  drug,  the  public  market  had 
turned  cold,  says  Chief  Financial  Officer 
James  H.  Welch.  Rigel  did  raise  $31.5 
million  in  late  January,  but  only  by  plac- 
ing 7  million  new  shares  directly  with 
about  a  dozen  institutional  investors  at 
$4.50  per  share — a  big  comedown  from 
the  $7  initial-public-offering  price.  "We 
needed  to  make  sure  we  had  adequate 
funds  to  get  our  products  into  [human 
trials],"  says  Welch. 

Many  listed  biotechs  are  in  the  same 
boat.  In  2000,  they  raised  $18.5  billion  in 
the  public  markets,  $10.8  billion  of  that 
from  secondary  offerings,  according  to 
research  firm  Recombinant  Capital.  But 
in  2001,  they  got  only  $3.5  billion  from 
the  public  markets.  And  the  trend  is 
not  likely  to  improve  soon.  Recently, 
several  companies,  including  Abgenix, 
Cubist  Pharmaceuticals,  and  Inspire 
Pharmaceuticals,  have  had  high-profile 
product-development  setbacks.  And  the 
debacle  at  ImClone  Systems  Inc.  (page 
88)  has  made  investors  nervous  about 
biotech.  ImClone's  eagerly  anticipated 


cancer  drug,  Erbitux,  faces  an  uncer- 
tain future  after  the  Food  &  Drug  Ad- 
ministration questioned  the  adequacy  of 
its  clinical  trial.  "This  is  a  hesitant  mar- 
ket— and  one  that  is  suspicious,"  says 
Robert  J.  Towarnicki,  ceo  of  Cell  Path- 
ways Inc.  in  Horsham,  Pa. 

That  public  suspicion  is  giving  pri- 
vate investors  an  opportunity.  According 
to  industry  newsletter  Venture  Capital 
&  Health  Care,  33  vc  funds  that  focus 
exclusively  on  health  care  raised  a 
record  $5.3  billion  in  2001.  Some  of  those 
funds  are  even  taking  stakes  in  out-of- 
favor  public  companies.  Plus,  many  pri- 
vate equity  funds  are  putting  their  mon- 
ey to  work  in  both  public  and  private 
biotech  companies. 


THE  NEW  MONEY  SQUEEZE 

AS  THE  STOCK        ...P0ST-IP0  BIOTECHS  ARE 
MARKET  DRIES  UP...        LOOKING  ELSEWHERE 

12 

PRIVATE 
Q_  PLACEMENTS 
a      OF  PUBLIC- 
COMPANY 
6—   STOCK 
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98       '99       '00 
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Data:  Recombinant  Capital  Inc. 


ALMOST  THERE 

Even  those  with  drugs  in  late-stJ 
trials,  such  as  La  Jolla  Pharmac| 
cals,  must  sell  shares  at  a  discoi 

But  private  investors  are  fuj 
only  the  most  promising  prospect] 
Jolla  Pharmaceuticals  Co.,  for 
pie,   raised   $51    million   in  Jar 
thanks  in  part  to  the  buzz  surroul 
its  drug  for  the  autoimmune      I 
lupus  that  is  in  the  final  stage   | 
man  testing.  Says  Chairman  and  [ 
Executive  Steven  B.  Engle:  "Wei 
surprised  at  just  how  strong  til 
terest  was."  Even  so,  the  companl 
to  use  a  pipe — a  private  investmf 
public  equities.  In  a  pipe,  investor 
new  unregistered  shares  at  a  dis| 
These  become  tradable  public 
after  a  few  months.  Existing 
holders  dislike  pipes  because  th| 
lute  the   value   of  their  share:^ 
biotech  companies  say  they  cai 
ford  to  wait  until  the  public  mi 
reopen.  La  Jolla  was  lucky:  ltd 
was  oversubscribed  and  pricecj 
moderate  8%  discount  to  the 
quote  for  regular  shares  of  arouj 
For  companies  without  latel 
products — notably  those  with  tecj 
gies  for  developing  drugs — the 
tion  is  likely  to  be  cooler.  Dennis 
cell,    senior    managing    direct! 
Perseus-Soros  BioPharmaceutical 
believes  many  may  end  up  selling  j 
merging  with  other  biotech  comj 
In  December,  Exelixis  Inc.,  a  gej 
company  that  is  trying  to  devel<  I 
cer  and  other  drugs,  bought  Geij 
Corp.,  a  struggling  company  tr 
velops  systems  to  crunch  mouj 
data  generated  by  the  mapping  f 
human  genome.  Exelixis  paid  ju^ 
million  for  Genomica,  which  had 
ly  that  amount  of  cash  on  its 
sheet.  "We  essentially  got  the  cc 
for  nothing,"  says  Glen  Y.  Satc| 
financial  officer  of  Exelixis. 

The  other  option  is  for  biotech| 
to  partner  with  Big  Pharma.  Bi 
Bristol-Myers  Squibb  (I 
billion  deal  for  co-maif 
rights  to  ImClone's 
drug,  biotech  executhl 
ure  that  big  drugmaktl 
be  more  cautious  and  ii| 
exacting  better  terms, 
way,  the  tightness  of 
ment  cash  right  now  is 
the  biotech  businest| 
riskier  than  usual. 

By  Amy  Barrtl 
Philadelphia  and  Elle\ 
ing  in  New  York 
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Love  is  something  that  everyone  should  experience.  Especially  on 
Valentine's  Day.  So  here's  the  perfect  place  to  find  it:  chrysler.com. 
While  you're  there  you  can  send  free  e-valentines  to  loved  ones.  Or 
set  up  a  test-drive  and  discover  that  any  Chrysler  you  choose  has 
a  certain  something  that  is  almost  indefinable.  Kind  of  like  love. 


Finance 


BANKING 


FLEETS 
FLEETING  DREAMS 

Bad  loans  and  Argentine  debt  are  hurting  the  once-rich  bank 


When  New  England's  two  largest 
banks  announced  in  March,  1999, 
that  they  would  merge,  the  deal 
was  billed  as  a  winner.  FleetBoston  Fi- 
nancial, a  combination  of  Fleet  Financial 
Group  and  BankBoston,  had  $180  bil- 
lion in  assets — nine  times  more  than  its 
next-biggest  regional  rival,  Citizens 
Bank.  Executives  trumpeted  the 
merged  bank  as  a  mighty  profit  ma- 
chine and  a  springboard  to  global 
growth.  "Together  we  will  build  a 
new  company  with  a  new  culture 
for  a  new  century,"  declared 
Charles  K.  Gifford,  then  Bank  of 
Boston  chairman. 

In  January,  Gifford  became 
Fleet's  CEO.  But  instead  of  taking 
over  a  sleek  dynamo,  he's  stuck 
with  a  clunker  that  needs  major 
repairs.  Fleet  is  deep  in  the  red, 
with  more  bad  news  to  come.  In 
the  fourth  quarter  of  2001,  the  bank 
lost  $507  million,  due  in  part  to  the 
economic  crisis  in  Argentina,  where 
it  is  one  of  the  largest  foreign 
banks.  Even  more  worrisome,  it 
piled  up  bad  loans 


happy  with  the  volatile  earnings  the 
business  brings  in. 

Some  market  players  are  betting  that 
Fleet  could  wind  up  being  swallowed 
by  another  bank  hungry  to  consolidate. 
It  has  long  been  rumored  to  be  a  prime 
acquisition  candidate  for  Citigroup, 
largely  because  Fleet  would  give  Citi 


CEO 
GIFFORD: 

Turning 
things  around 
this  year  will 
be  tough 


faster  than  many 
of  its  peers.  Near- 
ly all  of  the  bank's 
major  business 
lines  saw  profit  de- 
clines last  year, 
and  its  stock  is 
24%  below  its  premerger  price. 

Investors  are  fed  up.  "We're  at 
the  maximum  point  of  pessimism 
on  Fleet,"  says  James  Ellman,  man- 
ager of  Merrill  Lynch  Global  Fi- 
nancial Services  Fund,  which  owns 
some  1  million  shares. 

As  a  result,  Fleet's  future  hangy 
in  the  balance.  Despite  its  size,  the 
bank  has  not  been  able  to  produce 
big  profits.  Its  return  on  assets  fell 
from  2.2%  to  0.44%  in  2001,  vs.  an 
industry  average  of  1.02%.  Execu- 
tives have  acknowledged  that  Fleet 
may  quit  Argentina,  where  it  has 
done  business  for  over  80  years. 
Outsiders  say  Fleet  may  consider 
selling  its  investment  bank,  Robert- 
son Stephens  Inc.,  because  it  isn't 


instant  entree  into  New  England'-^:'  I 
net-worth  retail-banking  market 
rill's  Ellman  believes  a  deal  coul 
pen  later  this  year,  after  Citi  gen 
extra  cash  from  spinning  off  its 
ance  unit.  In  fact,  he's  buying 
stock  on  the  dips  because  of  it. 
thinks  investors  will  look  favora 
the  deal,  enabling  Citi  to  pay  a  i 
premium  of  5%  to  10%  to  win 
holder  approval.  Neither  Citi  nor  < 
would  comment. 

Clearly,  Fleet  is  scrambling  t 
swers.  cfo  Eugene  McQuade  n 
told  shareholders  that  "we  obv 
made  investments  in  the  last  few 
we  wished  we  hadn't."  He  adde< 
volatility  in  earnings  "is  causing 
rethink  what  the  right  business 
is."  Gifford  has  pledged  to  return 
bank's  roots.  On  Jan.  30,  h 
shareholders  at  an  investmer 
ference  that  he  will  emphask 
businesses  such  as  consurm 
corporate  banking. 

Pulling  off  a  quick  turnaroui 
be  tough.  Fleet  has  focused 
proving  its  poor  customer  ser 
retail  banking.  And  its  2002  £ 
strategy  includes  a  big  push 
New  York  City  area.  Comp 
there  is  stiff:  Washington  J 
Inc.  and  Commerce  Bancor] 
both  with  reputations  for  ex 
customer  service,  are  moving 
ready,  Fleet  has  lost  custorr 
Commerce  in  some  parts  o 
Jersey.    Deposits    at    Con 
branches  increased  more  tha 
when  Fleet  took  over  Summi 
corp,  as  Commerce  wooed  aw 
happy  customers.  "In  New  . 
Fleet  has  become  a  wound 
nosaur,"  says  Commerce  Bj 
ceo  Vernon  W  Hill  II. 

While  many  big  banks  are 
pinched  by  bad  loans,  Fleet  i 
ing  the  pain  more  than  m< 
the  fourth  quarter,  the  bank 
$175  million  in  Enron  debt  an 
million  in  Kmart  debt  to  n< 
forming  status.  Salomon  Smit 
ney  estimates  that  bad  loa 
creased  industrywide  by  17% 
quarter — but  by  25%  at  Flee 
Undaunted,  Gifford  is  pre 
a  sharp  profit  rebound  this  yl 
about  $3.2  billion.  Anything  si 
that  will  only  turn  up  the  h 
investors  looking  for  a  b 
sale.  Fleet  is  certainly  a  new 
but  old  problems  may  cost  it 
pendence  in  the  new  centun 
By  Geoffrey  Smith  in  1 
and  Heather  Timmons  in 
York 


a 
■mi 


pei 


ai 


bof 


■8™ 


m 
On 


■ 


92  BusinessWeek  /  February  18,  2002 


velopments  to  Watch 


:D  BY  ELLEN  LICKING 


I0TS  THAT  TAKE 
LAND  MINES 

\R-TORN  COUNTRIES 

as  Cambodia  and 
anistan,  land  mines 
1  or  kill  some  2,000 
le  a  month.  Horror 
these  casualties — 
;  of  them  children — 
pawned  a  wave  of 
ative  detection  tech- 
ies,  including  an  au- 
nous  spiderlike  robot 
"  Comet  III. 
ie  gas-powered,  six- 
d  machine,  which 
$375,000  to  build,  is 
rainchild  of  Kenzo 
imi,  a  mechanical  en- 
ring  professor  at 
l's  Chiba  University, 
crawls  along,  the  ro- 
weeps  the  ground 
one  of  its  sensor- 
?d  arms.  When  it  lo- 
a  mine,  it  marks  the 
with  a  paint-filled  air 
At  the  same  time, 
alters  in  the  robot's 
parse  data  from  the 
's  mine  detectors 
rom  built-in  global 
ioning  system  sen- 
As  the  information 
lected,  it  is  continu- 
relayed  back  to  a 
•ol  center. 

second,  simpler  robot 
Comet  III  on  its 
^ey.  Once  a  mine  site 
irked,  this  'bot 
ps  in  and  remotely 
lates  the  bomb.  No- 
has  high  hopes  for 
reations,  which  will 
t their  debut  in 
anistan  this  fall. 

Irene  M. 
Kunii 
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ON  THE  TRAIL  OF  TUMOR  CELLS 


o.v.v.n  ;:st?  ha'1'::  long  know:;  that  ?olid  tv: 
_     off  e    -  v  .ith  surprising  speed.  The  mort 
cho  tumor,  the  more  ceils  it  sheds.  A: 
cell  has  .  r     -,     vr  a  r.( 

site. 
Scientists  closely  held  Immunicon  d 

based  in  H  a         Valley.  Pa.. 

tag         this  shec       _  ss  to  ear 

h  warning  -  ors.  Th<  i  devel  n  ex- 

-  -        ?     skive  test  I        detects  small  numbers  ■•:' 
t  s  circulating  in  tin  stream.  First. 

•  \  cells  are  mixed  suspension  of  tin; 

neti  tides.  articles  arc  armed 

tags  that  g  nicer  cells  in  the  - 

pie.  W'hi      i       s;     pie  is  in  a  mag 

ells  bound  to  the  particles  are  sep; 

then  b*  s.  the  test 

proved  sensitive  enough  ".     detect  as  few  as  10  cells 
in  :;  7  milliliu  r  vial  >  •:'  hi 

The  eompanv  is  conducting  clinical  trials  to  sec  if 
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breast  cancer  patients 
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HOW  TO 
NEUTRALIZE 
LUGGAGE  BOMBS 

IN   DECEMBER,    1988,   PAN   AM 
Flight  103  was  knocked  from 
the  sky  over  Lockerbie,  Scot- 
land, by  a  bomb  hidden  in  a 
suitcase  in  the  plane's  cargo 
hold.  That  spurred  efforts  to 
develop  a  blast-proof  cargo 
container.  Now,  Telair  Inter- 
\  national  has  unveiled  the  first 
\  commercial    container    to 
9  pass  the  Federal  Aviation 
*»  Administration's    internal- 
explosion  tests. 


The  Rancho  Dominguez 
(Calif.)  company's  container 
is  basically  an  overgrown 
soft-sided  suitcase.  The  sides 
are  a  composite  based  on 
DuPont's  Kevlar,  the  plastic 
fiber  from  which  bulletproof 
vests  are  woven.  When  the 
faa  set  off  test  blasts,  the 
container  "just  puffs  out  like 
a  large  balloon,"  says  Telair 
General  Manager  Dennis  K. 
Staver.  Initially,  the  container 
will  cost  "substantially  more" 
than  a  standard  aluminum 
unit,  he  concedes,  but  the 
premium  will  diminish  as  pro- 
duction grows.         Otis  Port 


SAFETY  FOR 
PATIENTS,  SAVINGS 
FOR  HOSPITALS? 

A   PAPERLESS   OFFICE    MIGHT 

save  money,  but  a  paperless 
hospital  could  also  save  lives. 
Indiana  is  set  to  open  the  na- 
tion's first  digital  heart  hos- 
pital at  the  end  of  this  year, 
with  help  from  new  technol- 
ogy by  ge  Medical  Systems. 
The  $60  million,  88-bed  facil- 
ity will  give  doctors  at  the 
patient's  bedside  instant  on- 
line access  to  everything 
from  medical  records  to 
menu  preferences.  That  could 
save  hours  that  are  now 
spent  looking  up  prescription 
data,  test  results,  and  other 
information. 

Built  into  the  so-called  ge 
Centricity  system  is  sophis- 
ticated software  that  screens 
a  patient's  medical  history 
and  issues  warnings  about 
potential  allergies  or  drug  in- 
teractions. Medical  errors 
are  estimated  to  kill  up  to 
98,000  people  a  year,  accord- 
ing to  a  recent  Institute  of 
Medicine  report.  But  a  Dart- 
mouth Medical  School  study 
has  found  that  computerized 
doctor  order-entry  systems 
such  as  ge's  could  cut  the 
number  of  serious  medication 
errors  almost  in  half. 

Community  Health  Net- 
work, the  prime  investor  in 
the  project,  also  hopes  the 
Indiana  Heart  Hospital  wall 
deliver  big  cost  savings. 
David  Veillette,  ceo  of  the 
new  facility,  expects  the  tech- 
nology to  help  the  hospital 
handle  three  times  as  many 
patients  with  fewer  staff  than 
normally  required.  "With  the 
stroke  of  a  key,  I  will  have 
the  patient's  history  and  even 
access  to  electrocardiograms," 
says  Veillette.  What's  more, 
in  the  event  of  a  computer 
crash  or  blackout,  doctors  will 
be  able  to  retrieve  data  from 
an  off-site  backup  computer 
system  that  has  its  own  pow- 
er supply  and  is  updated  each 
time  new  information  is 
entered.  Diane  Brady 
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he  disease  researcher 

dreams  of  moving  faster 


•  ••    •  •• 

••• 


The  race  for  the  cure  is  a  slow,  grueling,  full-length 
marathon.  There's  a  lot  of  ground  to  cover.  And  the 
answers  could  be  anywhere.  With  disease  and  drug 
discovery  technologies  from  Agilent,  researchers 
can  analyze  genes  and  proteins  to  discover  the 
cause  and  cure  of  disease  faster  than  ever  before. 
Quickly  getting  treatment  to  those  who  need  it  most 
Making  the  marathon  more  like  a  100-meter  dash. 

Agilent  Technologies 

dreams  made  real 


Biotech:  It's 


not  just  for 
the  drugstore 


SOME  DAY,  parents  may  be  able  to  buy  pasta 
that  helps  reduce  or  eliminate  childhood  asthma, 
thanks  to  today's  biotech  research  efforts. 


anymore. 


Agriculture 


and  the 


petrochemical 
industry  are 


Begging  and  bribing  children  to  eat  vegeta- 
bles could  fade  away  into  nostalgic  folklore  as  a 


new  crop  of  nutritionally  augmented  food  prod- 


ucts enters  the  mainstream.  The  new  field  of 


nutraceuticals  —  also  known  as  nutritional 


key  focuses, 


too. 


pharmaceuticals  —  is  developing  foodstuffs  that 
contain  more  than  just  the  naturally  occurring 


vitamins  in  vegetables  and  other  foods. 


Indeed,  while  most  of  the  media  attention  is 
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focused  on  new  miracle  drugs  coming  from  the  defin- 
ition of  the  human  genome  and  other  recent  advances 
in  biotechnology,  a  host  of  nonpharmaceutical 
advances  is  the  result  of  the  confluence  of  biology, 
chemistry  and  information  technology.  New  substi- 
tutes for  the  raw  material  of  plastics,  enzymes  that 
help  dissolve  pollution  and  other  industrial  products, 
are  coming  out  of  the  labs  and  into  the  mainstream  of 
business  life,  courtesy  of  biotechnology. 

How  distant  are  these  scenarios?  The  technology 
and  science  for  much  of  this  exists  today.  It's  just  a  mat- 
ter of  bringing  the  cost  down,  figuring  out  who  pays 
for  it,  building  in  privacy  safeguards  and  educating  the 
various  professional  communities  about  the  vast 
potential  biotechnology  will  bring  to  everyday  prac- 
tices in  the  next  decade. 

With  hundreds  of  applications  for  agriculture  and 
other  industries  pending  as  well  as  more  than  300  med- 
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for  elders.  Nearly  30  percent  of 
the  more  than  300  biotech  products 
in  Phase  III  clinical  trials  are  for 
cancer;  1 1  percent  on  the  nervous 

'stem,  including  Alzheimer's  and 

irkinson's  disease. 


ical  products  in  the  final  stages  of  the  drug  develop- 
ment pipeline  —  Phase  m  clinical  trials,  or  the  final 
step  before  companies  apply  for  approval  from  the  Food 
and  Drug  Administration  —  the  $25-billion  biotechnol- 
ogy industry  is  poised  to  affect  every  aspect  of  people's 
lives  within  the  next  decade,  from  the  foods  consumed 
to  the  vaccines  received  to  the  diagnostic  tests  taken. 

The  reason  is  simple:  People  want  to  live  longer 
without  getting  sick.  And  biotechnology,  which  pin- 
points medical  treatments  to  the  individual  actions 
and  messages  hidden  within  genes,  cells  and  proteins, 
offers  that  hope. 

"There  is  a  great  demand  for  new  therapies  and 
cures  for  currently  unmet  medical  needs, "  says  Carl  B. 
Feldbaum,  president  of  the  trade  group  Biotechnology 
Industry  Organization.  "The  markets  for  new  prod- 
ucts in  these  areas  are  wide  and  deep  and  getting 
wider  and  deeper  as  the  Baby  Boomers  age." 

Consider:  While  development  of  small  molecule 
drugs  by  traditional  pharmaceutical  companies  is 
growing  at  a  rate  of  seven  percent  a  year,  biotechnol- 
ogy-based small-protein  drugs  are  growing  at  a  rate  of 
15  to  20  percent  a  year. 

"Biotechnology  is  another  industrial  revolution," 


says  Matt  Kremer,  senior  director  of  corporate  coi 
munication  at  Neose  Technologies,  a  leading  developl 
of  proprietary  technologies  for  the  synthesis  and  mal 
ufacture  of  complex  carbohydrates.  "We  can't  esi 
mate  how  dramatically  it  will  change  our  lives." 

New  Approaches 

One  good  sign  is  the  variety  of  new  approaches  tbl 
not  only  treats  patients  better,  but  provides  good  fina| 
cial  potential  for  healthcare  companies. 

Consider  cancer  research.  Historically,  those  effor 
have  been  focused  on  finding  a  cure,  a  treatment 
would  eliminate  all  cancer  cells  from  the  patient  aj| 
potentially  prevent  the  disease  from  returning.  Toda\ 
cancer  efforts,  though,  are  focused  more  on  allowing  1 
patient  to  live  a  normal  lifespan  with  the  cancer  presei 
but  rendered  harmless.  That  would  mean  an  almost  » 
less  need  for  the  prescribed  drugs  and  other  treatment 

"  Clinical  research  results  up  until  now  tend  to  in«j 
cate  that  the  solution  to  treating  some  forms  of  cane 
resides  in  controlling  the  disease  instead  of  a  comple 
cure.  In  other  words,  antiangiogenic  products  coi 
make  it  possible  to  control  cancer  just  as  we  have  be*j 
able  to  do  with  diabetes,"  says  Claude  Hariton, 
president  for  clinical  and  regulatory  affairs  at  Aeter 
Laboratories.  "A  patient  could  therefore  live  wit! 
tumor,  which  could  be  maintained  in  a  latent  stage. | 

And  there  is  other  good  news  for  investors.  Unlij 
the  dot-com  businesses,  biotech  companies  are  led 
mature  executives  with  real  business  plans  and  enou] 
capital  to  see  them  through  the  next  five  to  10  yea] 
As  a  result,  outside  investment  —  fueled  by  the  hi 
dreds  of  products  in  the  pipeline,  the  significant  mon| 
biotech  companies  have  earmarked  for  research 
development,  and  the  unique  advantages  biotech  pre 
ucts  have  over  pharmaceutical  drugs  —  is  expected  j 
continue  throughout  the  decade. 

Among  its  advantages,  biotech  products  are  r| 
pressured  by  the  patent  expiration  and  generic  ec 
alents  hitting  the  pharmaceutical  industry,  says 
W.  Morrison,  a  partner  in  the  consulting  firm  Ernst 
Young,  who  coauthored  the  firm's  October  2001 
depth  analysis  of  this  industry. 

Over  the  next  several  years,  for  instance,  phe 
ceutical  companies  will  face  patent  expirations 
drugs  that  produce  about  $100  billion  in  annual  sal<j 
Most  biotech  drugs,  however,  are  patent  protec 
until  the  beginning  of  the  next  decade,  while  devekj 
ment  of  generic  biologies  —  the  biotech  equivalent 
the  generic  and  so-much-cheaper  prescription  drugs 
hasn't  even  started. 

Another  plus  is  that  biotech  drugs  tend  to 
applications  for  multiple  diseases.  The  rheumat 
arthritis  drug  Enbrel  (marketed  and  manufactui 
through  a  joint  agreement  between  Wyeth-Aye 
Pharmaceuticals  and  Immunex),  for  instance,  blockl 
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ever  the  vision  for  discovery.  Applied  Biosystems  is  building  a  scalable, 
ated  application  infrastructure  to  support  it.  As  the  life  science  tech- 
.  leader,  we  introduced  the  system  that  was  used  to  sequence  the  human 
ne.  But  that  was  only  the  beginning. 
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protein  called  tumor  necrosis  factor  (TNF),  which  is 
involved  in  numerous  inflammatory  diseases.  Thus, 
TNF  is  expected  to  have  uses  in  conditions  such  as 
juvenile  arthritis  and  psoriatic  arthritis. 

"The  total  potential  for  a  product  like  this  is  in  the 
multibillion  dollar  range,"  says  L.  Patrick  Gage,  Ph.D., 
senior  vice  president  for  science  and  technology  at 
American  Home  Products  and  president  of  Wyeth- 
Ayerst  Research. 

Rhetoric  and  Reality 

The  biotech  industry  received  a  burst  of  atomic  power 
in  2000  with  the  identification  of  the  30,000  to  40,000 
genes  that  make  up  the  human  genome.  While  this 
opens  up  thousands  of  new  avenues  of  discovery,  it's 
been  a  bit  like  uncovering  a  new  world. 

"Now  you're  here,  what  do  you  do  with  it?"  asks 
Lauren  Linton,  Ph.D.,  vice  president  of  applications, 
marketing  and  R&D  at  Applied  Biosy stems,  who  worked 
on  the  Human  Genome  project  while  at  the  Massachu- 
setts Institute  of  Technology's  Whitehead  Institute. 

With  about  40,000  genes  to  work  with,  "there  is  an 
unbelievable  target  overload,"  says  Ernst  &  Young's 
Morrison.  "The  bottleneck  is  in  deciding  which  ones 
we  can  or  can't  develop  drugs  for.  Functional  genomics 
is  just  the  starting  line;  the  finish  line  is  being  able  to 
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>Eterna  Laboratories  Inc. 

Developing  New  Ways  of  Treating  Cancer 

Chairman  &  CEO,  President: 

Dr.  Eric  Dupont,  PhD 
Year  Founded: 1991 
Number  of  Employees:  1 50 
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Sterna  Laboratories  Inc.  (nasdaq:aela,tse:ael)  is  a 
biopharmaceutical  company  focused  on  developing 
new  therapies,  mainly  in  cancer.  Its  lead  compound, 
Neovastat,  is  in  late  stage  clinical  trials  in  lung  and 
kidney  cancer,  as  well  as  in  multiple  myeloma,  a  form 
of  blood  cancer,  involving  over  1,000  patients  in 
140  clinical  institutions  across  America  and  Europe. 
Neovastat  could  be  the  first  angiogenesis  inhibitor 
to  reach  the  market  as  early  as  2003. 
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understand  the  function  of  genes  and  the  interactio 
of  proteins  in  the  disease  process." 

This  ongoing  effort  will  change  the  way  medici 
is  practiced,  experts  predict.  Using  biochips  —  glass 
silicon  wafers  that  function  as  a  kind  of  search  functi 
to  quickly  accelerate  the  sequencing  of  DNA  —  t 
example,  doctors  will  be  able  to  analyze  thousands 
genes  and  proteins  at  once,  notes  Morrison  in  1 
report.  They  then  will  be  able  to  use  that  informati 
to  develop  personalized  medicine,  including  treatmeu 
and  disease  prevention  strategies  based  on  ea 
patient's  specific  genetic  profile.  Thus,  medicine  v 
shift  from  an  acute  clinical  practice  to  one  of  preventit 

Even  as  the  biotech  industry  grapples  with  t 
human  genome,  researchers  already  are  delving  ii 
the  next  step:  proteomics,  the  understanding  of  h\ 
dreds  of  thousands  of  proteins  —  most  of  which  p 
a  role  in  health  and  disease  —  that  genes  encode 
If  genes  tell  people  what  they  may  be,  then  prote 
tell  people  what  they  are. 

Genes  code  for  proteins,  much  like  a  blueprint 
a  house.  The  individual  elements  that  go  into  buil 
a  house  —  the  wood,  the  glass,  the  wiring  —  are 
proteins.  Figure  out  how  to  make  the  house  w 
more  secure  and  fireproof,  and  you  have  an  ove 
"healthier"  house.  Figure  out  the  role  individual 
teins  play  in  health  —  and  disease  —  and  target  d 
to  either  block  or  promote  their  actions,  and  you  h 
an  overall  healthier  person. 

Dozens  of  small  companies  are  springing  up  arov 
single  proteins,  notes  the  Biotechnology  Industry  O 
nization's  Felbaum.  With  thousands  of  proteins  — 
perhaps  more  —  in  existence,  "the  economic  oppo: 
to  access  these  proteins  is  pretty  remarkable,"  he 

Breaking  the  Logjam 

The  focus  on  functional  genomics  and  proteomics 
spurred  demand  for  an  immediate  payoff  in  new  pi 
ucts,  notes  Ernst  &  Young's  Morrison.  "But  the  iek 
are,  what  you  put  in  the  pipeline  takes  an  enorm| 
amount  of  time  to  come  to  market. " 

An  average  of  10  to  15  years,  in  fact,  is  rec 
This  timetable  poses  one  of  the  greatest  challenge ' 
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e  medical  biotech  industry.  "For  the  industry  to  be  as  produc- 
ve  as  it  needs  to  be  to  justify  today's  market  valuations,  there  has 
be  a  very  significant  increase  in  productivity, "  says  Stephen  Hill, 
esident  of  ArQule,  which  collaborates  with  pharmaceutical  and 
iotechnology  companies  in  the  area  of  drug  discovery. 

Over  the  next  three  to  five  years,  he  notes,  the  industry  needs 
)  halve  both  the  six  years  it  currently  requires  between  target 
entification  and  investigational  new  drug  (IND)  filings  and  the 
>0  million  it  costs  to  bring  a  drug  to  clinical  trials.  It  also  needs 
i  bring  30  percent  of  those  compounds  successfully  through  clin- 
al  trials  to  approval,  rather  than  the  10  percent  that  make  it  today. 

Analysts  expect  such  productivity  gains  will  come  as  increas- 
gly  powerful  technology  is  designed  to  enhance  what  used  to  be 
painstakingly  slow  discovery  process.  Today,  for  instance, 
stead  of  20  experiments  a  week,  companies  run  20,000  a  day. 

xpect  Explosive  Growth 

|/ith  the  largest  demographic  in  the  country's  history  soon  eligi- 
ke  for  Social  Security,  it's  no  wonder  the  majority  of  products  in  the 
edical  biotech  pipeline  target  diseases  of  aging.  Nearly  30  percent 
f  the  biotech  products  in  Phase  III  clinical  trials  are  for  cancer, 
nother  11  percent  target  the  nervous  system,  including 
lzheimer's  and  Parkinson's  disease. 

By  2007,  as  many  as  240  new  medicines  should  reach  the  con- 
imer  market,  including  expected 
lockbusters  in  the  areas  of  cancer  and 
eart  disease. 

But  scientists  know  that  biotech 's 
lagic  extends  far  beyond  the  doctor's 
ffice.  The  lab  technician's  test-tube 
icks  will  be  improving  the  grocery 
;ore,  the  hardware  store  and,  ulti- 
mately, the  boardroom. 

Overall,  says  Ernst  &  Young's  Mor- 

son,  "we  think  we're  at  the  very  begin- 

ing  of  the  technology  curve.  We  see 

ally  explosive  growth  in  this  industry 

■  atil  the  latter  part  of  this  decade."  ■ 
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When  IBM  wanted  to  show  off 

their  fastest  new  computer, 

IBM  chose  Oracle. 

Interesting. 
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As  of  June  22,  2001  Oracle,  $34.18/tpmC  on 
IBM  eServer  pSeries  680,  available  4/13/01. 
TPC  Benchmark  is  a  trademark  of  the  Transaction 
Processing  Performance  Council  (TPC). 
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Is  Your  Broker  Leaving  You 
Out  in  the  Cold? 

The  new  focus  on  high-end  clients  means  less  service  for  many 


BY  SUSAN 
SCHERREIK 


The  high  and  low 
ends  of  the  market 
are  likely  to  get 
better  service. 
It's  those  with 
six  figures  to 
invest  who  may 
get  fewer  calls 
and  invites  to  be 
wined  and  dined 


o 

IX 

o 
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I  ave  you  noticed  that  the  stockbroker  you 
used  for  years  hasn't  called  you  lately?  It 
could  just  be  the  bear-market  blahs,  but 
perhaps  not.  If  your  account  has  been 
deemed  too  small — which  could  be  the 
result  of  following  your  broker's  advice — 
I  the  lack  of  attention  may  be  deliberate. 
In  fact,  some  of  the  biggest  firms  are  taking  a 
new  approach  to  smaller  accounts.  Over  the  past 
year,  more  than  1  million  investors  with  five- 
figure  accounts  have  been  switched  to 
call  centers.  So  teams  of  bro- 
kers now  provide  the  advice 
clients  previously  got  from 
one  dedicated  broker. 

Pinched  by  the  market 
and  the  recession,  bro- 
kerages are  looking  to 
solutions   such   as   call 
centers  to  cut  costs  and 
squeeze  more  profit  out 
of  existing  customers. 
"During  the  bull  mar- 
ket, brokerage  firms 
measured  success  by 
how  many   accounts 
they  had,"  says  Bear 
Stearns     financial- 
services    industry 
analyst  Amy  Butte. 
"Now,  they  focus  on 
the    profitability    of 
each  account." 

This  new  focus  on  prof- 
itability is  likely  to  mean  bet- 
ter service  for  both  the  high 
and  low  end  of  the  market, 
while  the  middle  segment  is  in 
flux.  For  those  with  the  smallest 
accounts,  which  at  Merrill  means 
one  with  assets  of  $100,000  or  less 
and  at  Prudential,  $25,000  or  less, 
the  teams  at  call  centers  may  offer 
better  service  since  most  brokers 
never  gave  these  clients  much  at- 
tention anyway.  For  those  with  $1 
million-plus  accounts,  competition 
for  this  segment  of  the  market  is 
driving  fees  down.  In  addition,  bro- 
kers are  beefing  up  estate  planning 


and  other  high-en 
ices.  It's  those  v 
vestable  assets 
low  to  high  six 
who    may    notic 
while  they  still 
broker,  that  pers< 
not  call  as  often  a 
vesting  ideas  oi 
out  invitations  to 
investment  semin 
golf  outings.  Whi; 
rill  and  Prudent 
leading  the  call 
trend,  in  coming 
more  firms  are  li 
launch  them  as  well.  You're  also  likely 
higher  asset  cutoffs  for  who  gets  a  call 
and  who  gets  a  broker. 

How  do  you  get  the  attention  you  thi 
deserve?  If  you  keep  accounts  with  seve 
kerage  firms,  the  simplest  solution  is  to 
date  them  to  boost  your  clout  at  one  firm 
Harvey,  president  of  Dalbar,  a  financial-*- 
research  firm  in  Boston,  says  the  typic; 
maintains  accounts  at  three  firms.  That  g 
once  gave  investors  access  to  a  wider  arra. 
vestment  research.  "But  with  the 
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d  (NBC,  everyone  gets  the  same  invest- 

iews,  so  there's  no  longer  a  need  to  have 

th  more  than  one  firm,"  Harvey  says. 

'11  also  wind  up  paying  proportionally  less 

i  on  one  big  account.  Competition  from 

at  brokers  and  online  trading  has  slashed 

age  commissions.  So  many  big  firms  are 

jshing  fee-only  accounts  in  which  investors 

percentage  of  assets  annually,  whether 

-ade  or  not.  Fees  are  set  on  a  sliding  scale 

on  account  size.  Steve  Liguori,  head  of 

marketing  at  Morgan  Stanley,  says  less 

0%  of  the  firm's  clients  have  fee-based  ac- 

,  but  they  are  the  fastest-growing  seg- 

)f  its  retail  business.  In  Morgan  Stanley's 

program,  investors  pay  annual  fees  rang- 

>m  0.3%  to  2.25%  of  assets.  In  Merrill's 

ted  Advantage  program,  investors  pay 

f  assets  for  the  first  $1  million  of  a  stock 

1%  of  the  next  $4  million,  and  0.75%  of 

Kt  $5  million. 

ther  option  is  to  move  your  money  to  a 
lal"  brokerage  where  smaller  accounts 
,»erit  lots  of  personalized  service.  Wall 
ers  call  these  firms  regionals  because 
■  not  based  in  New  York.  Nevertheless, 
each  can  be  broad.  A.  G.  Edwards  in  St. 
employs  7,351  brokers  in  701  branches 


nationwide.  Edward  Jones,  also  based 
in  St.  Louis,  has  7,507  offices  nation- 
wide, nearly  all  of  them  one-person  op- 
ations.  Charleston,  S.  C,  and  its  suburbs, 
xample,  have  36  such  offices, 
ncial  planners  can  provide  the  kind  of 
olding  you  may  have  once  received  from 
roker.  A  planner  is  a  good  choice  if  you 
map  out  an  overall  investment  plan  and 
a  portfolio  of  mutual  funds.  Active  stock 
may  want  to  stay  with  a  large  brokerage 
se  of  its  equity  research  and  wide  ar- 


ray of  sophisticated  products. 
For  larger  accounts,  finan- 
cial planners  generally  work 
for  a  fee  rather  than  a  com- 
mission. If  you  have  $1  million, 
a  seasoned  planner  wall  charge 
about  1%  of  assets  annually  for 
investment  management.  If  you 
have  $100,000  to  $500,000,  ex- 
pect to  pay  up  to  2%  of  assets. 
For  investors  with  smaller  ac- 
counts, it  makes  more  sense  to 
hire  a  planner  on  an  hourly  ba- 
sis. About  half  of  all  planners 
let  clients  pay  this  way,  typi- 
cally charging  $100  to  $200  an 
hour.  One  group  that  offers 
hourly  rates  is  Garrett  Plan- 
ning Network,  which  has  90 
planners  around  the  country. 
The  firm's  Web  site,  www.gar- 
rettplanningnetwork.com, 
provides  a  list  of  planners  by 
location. 

Another  alternative:  former 
"discount  brokers"  such  as 
Charles  Schwab  or  Fidelity 
Brokerage  Services.  Sure,  these 
firms  largely  deal 
with  clients  through 
call  centers  and  on 
the  Internet,  but 
they  also  have 
scores  of  offices 
where  investors  can 
do  business  face  to 
face.  At  Schwab,  for 
instance,  investors  can  usually  see 
the  same  financial  consultant  at  their 
local  branch  office  if  they  want  to, 
says  Schwab  spokesman  Greg  Gable. 
For  many  customized  services, 
however,  it's  pay  as  you  go.  Schwab 
charges  $400  for  a  complete  analysis 
of  your  portfolio  holdings  and  sever- 
al hours  of  personal  advice  through 
its  Portfolio  Consultation  program. 
A  more  detailed  financial  plan  from  a 
Schwab  consultant  costs  $1,000. 
Schwab  can  also  refer  you  to  its  net- 
work of  450  independent  financial  ad- 
visers if  you  have  at  least  $100,000  in 
assets.  At  Fidelity,  if  you  have 
$50,000  or  more,  the  firm  will  manage 
a  portfolio  of  mutual  funds  for  an  annual  fee 
equal  to  1%  of  your  account  size. 

Bear  Stearns's  Butte  expects  Schwab  and  Fi- 
delity to  beef  up  services  and  products  over  the 
next  few  years  by  striking  deals  with  Wall  Street 
firms,  as  Fidelity  has  done  with  Lehman  Broth- 
ers. Fidelity  customers  can  tap  Lehman's  stock 
research  as  well  as  buy  shares  of  initial  public  of- 
ferings the  investment  bank  underwrites. 

In  the  meantime,  don't  dismiss  the  call-center 
approach  out  of  hand.  You  may  get  more  atten- 
tion than  you  were  getting  before.  "You're  a  big 


Getting  A  Broker's 
Attention 

With  brokerage  firms  shifting  their 

focus  to  wealthier,  more  lucrative 

clients,  investors  with  small 

accounts  may  get  short  shrift. 

Here  are  steps  you  can  take  to  keep 

your  broker's  interest: 

CONSOLIDATE  ACCOUNTS  If  you  have 
accounts  at  different  brokerages,  consol- 
idate them  at  one.  The  greater  balance 
will  increase  your  clout  and  should  get 
you  more  personalized  attention. 

REFER  FRIENDS  AND  FAMILY 

Brokers  pay  more  attention  to  small 
investors  who  send  business  their  way. 

SAY  THERE'S  MORE  TO  COME 

Brokers  also  judge  clients  by  their 
potential.  So  when  you  sign  up,  mention 
your  prospects.  Perhaps  you  have  options 
in  a  successful  company  or  you  stand  to 
inherit  substantial  sums. 

PICK  A  BROKER  WHO  CATERS  TO 
SMALLER  ACCOUNTS  Interview 
brokers  at  several  firms.  Ask  how  often 
you  can  expect  to  meet  with  them  in 
person  and  talk  to  them  over  the  phone. 
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fish  at  a  call  center,"  says  Chip  Roame,  a  princi- 
pal at  brokerage  consulting  firm  Tiburon  Strate- 
gic Advisors  in  Tiburon,  Calif. 

To  make  its  call  center  less  impersonal,  Mer- 
rill Lynch  assigns  a  team  of  seven  brokers — sev- 
eral of  whom  have  expertise  in  different  ar- 
eas— to  an  investor  whose  account  is  in  the 
$50,000  to  $100,000  range.  If  you're  in  this  cat- 
egory, you  can  call  the  team  directly  and  re- 

A  financial  planner,  a  regional  brokerage,  or  even  a  Schwab  branch 
office  can  offer  the  hand-holding  your  broker  used  to  provide 

quest  the  member  who  has  the  particular  ex- 
pertise you  need,  such  as  college-savings 
programs  or  retirement  plans. 

Clients  with  less  than  $50,000  talk  to  whichev- 
er team  happens  to  be  on  duty.  But  Andy  Sieg, 
head  of  Merrill's  Financial  Advisory  Center,  says 
the  broker  who  answers  the  phone  has  access  to 
a  computerized  log  of  past  calls,  allowing  for 
some  continuity.  In  addition,  clients  with  at  least 
$20,000  get  two  unsolicited  calls  a  year  from  a 


broker  to  review  their  investment  portfol 
a  very  comfortable  process,"  says  Todd 
stein,  42,  an  entrepreneur  who  lives  in  Ar!| 
Va.  Ottenstein  says  he  checks  in  about 
week  with  Merrill  call-center  broker  John 
discuss  stocks  and  other  investing  topic 
Financial  Advisory  Center  employs  mor 
300  brokers  in  Jacksonville,  Fla.,  and  HoJ 
N.  J.,  who  field  more  than  5,000  calls  aroL 
clock  each  day. 

At  Merrill,  you  don't  autom 

leave  the  call  center  and  get  ya 

broker   if  your   account   jumps 

$100,000.  Sieg  says  that  if  your  in 

needs  remain  simple  even  as  your 

balance  grows,  you  might  stay  at  the  call 

At  Prudential,  on  the  other  hand,  you  h 

option  of  going  back  to  a  broker  when  y 

count  balance  rises  above  $25,000. 

Sure,  it's  nice  to  have  a  local  brok 
knows  to  ask  about  your  kid's  Little 
team.  But  in  the  end,  it's  more  import 
have  access  to  the  advice  and  services  yo 
when  you  need  them — even  if  your  accou 
in  the  major  leagues. 


HOW  TO  BREAK  UP  WITH  YOUR  BROKERAGE 


BY  BRIAN  HINDO 


hy  stick  with  a  brokerage  firm  that  ig- 
nores you  or  isn't  otherwise  meeting  your 
investing  needs?  An  automated  account 
transfer  process  makes  switching  firms 
easier  than  you  might  think. 
Once  you  decide  which  firm  you  want  to  move 
to,  the  new  broker — the  "receiving  firm,"  in  in- 
dustry parlance — will  send  you  a  form  from 
the  Automated  Customer  Account  Transfer 
Service,  a  system  run  by  the  National 
Securities  Clearing  Corp.  that  all  NYSE 
and  NASD  member  firms  are  required  to 
use.  The  form  asks  for  details  about  the 
brokerage  account  you're  planning  to 
move.  Once  you  have  completed  the 
form  and  sent  it  back  to  the  receiving 
firm,  the  new  broker  will  open  an  ac- 
count in  your  name  and  send  a  re- 
quest to  your  current  broker 
age — the  "carrying  firm" — to 
transfer  the  account. 

The  carrying  firm  has  three 
business  days  to  approve  the 
transfer,  according  to  the 
acats  system.  The 
carrying     firm 
should   rubber- 
stamp         the 
transfer  unless 
your  account  is 
in  arrears  or  it 
discovers  an  error 
in    the    paperwork. 
Once  the  carrying  firm  ap 


proves,  the  receiving  firm  has  one  day  to 
the  transaction,  making  sure  it  meets 
standards.  Some  brokerages  won't  accej^if 
stock  securities,  such  as  commodities  or  op 
your  account  carries  outstanding  fees  or  b 
the  receiving  firm  will  likely  reject  the  trai 
Provided  your  account  passes  the  re 
firm's  final  review,  the  assets 
tomatically  transferred  after  tv 
You  may  be  charged  a  transfe 
as  much  as  $75;  the  receivu 
also  may  charge  a  like  fee. 

Proprietary  funds  offered 
sively  by  a  particular  brokeraj 
be  transferred.  If  you  have 
Lynch  or  Prudential  mutual 
you'll  have  to  keep  them  a 
respective   firms.   There's 
around  that,  short  of  cashinj 
in.    That    coul< 
investment 
implicatio 
don't  sell  j 
convenience. 
Closing  your 
is  even  easier  ti 
ferring  it:  Just  call  your  b: 
say  you  want  to  do  so. 
ker  will  sell  the  stocks 
you  a  check,  or  else  s 
stock  certificates  if 
quest  them.  For  ; 
around  $50  per 
cate,  of  course 
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Taxes 


lild  It,  and 

x  Breaks  Will  Come 

income  housing  partnerships  can  pay  off 


UtOL  MARIE 
PER 


term  results 
t  known,  but 
icord  so  far 
good:  One 
cator  has 
int  tax 
ts  of  more 
100%  of  the 
lal  investment 


If  investing  in  low-income  housing  makes  you 
imagine  constant  repairs  and  past-due  rent, 
envision  this  instead:  tax  credits  you  can  sub- 
tract from  the  bottom  line  you  would  other- 
wise owe  Uncle  Sam.  That's  because  this  tax- 
credit  program  comes  from  a  law  designed  to 
encourage  the  construction  and  renovation  of 
housing  for  low-income  families. 

An  investor  who  puts  $10,000  into  a  limited 
partnership  that  participates  in  the  program 
could  wind  up  with,  say,  a  $1,000  annual  federal 
tax  credit,  depending  on  how  effectively  the 
partnership  is  set  up  and  run.  The  credits  con- 
tinue for  10  years  and  in  some  cases  add  up  to 
more  than  the  original  investment.  On  top  of 
that,  investors  that  have  income  from  other  pas- 
sive activities  as  well  (such  as  limited  partner- 
ships that  own  Thoroughbreds  or  oil  wells)  may 
be  able  to  deduct  the  operating  losses  from  the 
low-income  housing  partnership  to  lower  their 
taxable  income.  That  would  yield  them  still  more 
savings. 

In  order  to  comply  with  federal  requirements, 
the  partnerships  are  designed  to  last  15  years. 
After  that,  the  groups  can  sell  the  projects  and 
distribute  proceeds  to  investors.  If  there  is  a 
profit,  partners  qualify  for  the  new,  18%  long- 
term  capital-gains  rate. 

Long-term  results  for  these  risky  investments 
are  still  unknown.  The  first  ones  started  in  1988 
and  have  not  yet  run  through  the  15-year  holding 
period.  And  there  is  a  track  record  on  the  tax 


MASSACHUSETTS  PROJECT: 

Partnerships  must  last  15  years 

credits.  Consider  the  syndicator 
Boston  Capital,  which  was  among 
the  first  to  begin  selling  low-in- 
come housing  partnerships.  Mar- 
keted through  brokers  and  finan- 
cial planners,  the  14  partnerships 
launched  in  the  first  five  years  of 
the  program  have  paid  out  tax 
credits  of  more  than  100%  of  the 
original  investment — a  few  of 
them  over  140%. 

Right  now,  Boston  Capital  ex- 
ecutives say  they  are  shooting  for 
a  95%  to  102%  return  of  investor 
capital  via  the  tax  credits  in  their 
new  partnerships.  "If  that's  all 
that  comes  to  you,"  notes  Joseph 
Votava,  a  tax  attorney  and  finan- 
cial planner  in  Rochester,  N.  Y.,  "that's  not  really 
a  good  place  to  be."  But  you  may  also  get  mon- 
ey back  through  the  sale  of  the  property  down 
the  road.  Some  syndicators  point  to  a  national 
shortage  of  low-income  housing  to  argue  the 
partnerships  could  return  the  money  invested, 
plus  appreciation.  But  Jenny  Netzer,  a  managing 
director  at  Lend  Lease,  a  company  that  sells 
such  partnerships  to  institutional  investors, 
cautions  against  expecting  any  proceeds  from 
a  sale. 

If  you're  considering  this  sort  of  investment, 
first  decide  whether  you  can  tie  up  your  money 
for  15  years.  Selling  out  before  the  partnership 
ends  could  be  difficult  and  costly.  Then,  consult  a 
tax  professional  to  see  if  you  would  actually  be 
able  to  use  the  credits — and  in  what  amount.  A 
tax  credit  is  worthless  unless  you  have  taxes  to 
subtract  it  from.  Plus,  the  Internal  Revenue  Ser- 
vice limits  taxpayers  to  an  amount  equal  to 
$25,000  times  their  tax  rate  in  credits  each  year. 
Someone  in  the  30%  bracket,  for  example,  could 
take  up  to  $7,500  of  credits,  although  unused 
credits  can  be  carried  forward  to  later  years. 
You  also  need  to  make  sure  you  won't  be  subject 
to  the  alternative  minimum  tax,  which  doesn't 
honor  these  credits. 

You  have  to  research  this  investment  the  same 
as  you  would  any  other,  paying  special  atten- 
tion to  fees.  With  Boston  Capital's  partnerships, 
you  pay  a  7%  sales  commission  plus  annual  fees 
for  managing  the  properties  and  the  partner- 
ship itself.  There's  not  much  price  competition  in 
this  niche  market,  as  most  of  the  other  syndica- 
tors are  regional  firms  offering  the  investments 
through  private  placements.  Boston  Capital  part- 
nerships are  sold  nationally,  and  the  portfolios  are 
geographically  diversified  (800  866-2282, 
www.bostoncapital.com). 

Finally,  what  kind  of  reputation  do  the  develop- 
ers and  property  managers  have?  Look  for  expe- 
rienced firms  that  know  how  to  keep  projects  from 
falling  out  of  compliance  with  the  myriad  govern- 
ment rules.  Otherwise,  you'll  lose  that  juicy  credit 
and  have  to  pay — you  guessed  it — taxes.  ■ 
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Super-Safe  Without 
Being  Stingy 

Yields  on  money-market  funds  or  CDs  needn't  be  1.5% 


BY  CAROL  MARIE 
CROPPER 


Most  money- 
market  funds  are 
not  insured;  stick 
to  brand-name 
fund  managers, 
and  beware  of 
offerings  that 
seem  too  good 
to  be  true 


a  fi- 
a  site 


that 


AVERAGE    TOP 
PRODUCT  YIELD     YIELDS    INSTITUTION 


MONEY-MARKET  1.47 
MUTUAL  FUND 


209 
2.09 
2.04 


Yields  as  of  Jan.  29,  30 


Maybe  the  stock  market 
got   too  unnerving 
for  you.   Or  you 
soon  will  be  clos- 
ing on  a  house  or 
need  to  send  off  a  fat 
tuition  check  in  August. 
You  have  to  park  this 
earmarked  cash  in  a  safe 
place — yet  returns  on  safe  in- 
vestments, such  as  bank  certifi- 
cates of  deposit  and  money-mar- 
ket mutual  funds,  are  downright 
microscopic. 

Still,  you  don't  have  to  settle  for 
the  1.5%  paid  on  your  local  bank's 
money-market  account  or  2%  on  a 
CD.  With  a  Little  time  spent  check- 
ing out  Web  sites  or  even  yield  ta- 
bles in  the  financial  section  of  the 
newspaper,  you  can  double  those 
returns.  "It's  definitely  worth  shop- 
ping around,"  says  Greg  McBride 
nancial  analyst  at  Bankrate.com, 
tracks  interest-bearing  accounts. 

You  can  shop  for  the  highest  yields  on  bank 
CDs  and  money-market  accounts  at  such  Web 
sites  as  Bankrate.com  and  Quicken.com.  At 
Bankrate,  for  instance,  you  can  search  by  product 
and  maturity,  and  you  can  look  at  either  rates  in 
your  area  or  the  top  rates  in  the  country.  If  you 
live  in,  say,  Chicago,  you'll  find  the  Harris  Trust 
&  Savings  Bank  offers  a  scant  1.2%  on  a  six- 
month  CD  as  of 
Jan.  30.  Neighbor- 
ing LaSalle  Bank  is 
a  little  better,  with 
a  1.7%  rate  on  the 
same  CD.  But  the 
Web  allows  you  to 
cast  a  nationwide 
net.  The  top  yield 
in  the  country  is 
Deepgreen  Bank  in 
Cleveland,  with  an 
annual  percentage 
yield  of  3.02%.  Re- 
peat the  same 
process  to  research 
a  slew  of  other 
bank  products,  and 
you  also  can  find 
national  averages. 


Don't  Settle  for  Puny  Returns 


6-MONTH  CO       1.80%  3.02%  DeepGreen  Bank  (888  576-9238) 

3.00  interstate  NetBank  (866  476-2265) 

2.96  GiantBank.com  (877  446-4200) 

1 -YEAR  CD         2.71     3.41  DeepGreen  Bank  (888  576-9238) 

3.40  Countrywide  Bank  (877  292-2655) 

3.36  NetBank  (888  256-6932) 

BANK  1.11      3.50  iNG  Direct  (800  464-3473) 

MONEY-MARKET  3.45  Central  Bank  (229  937-5009) 

ACCOUNT  3.10  Capital  One  FSB  (800  564-7426) 


Dreyfus  BASIC  (800  782-6620) 
Touchstone  (800  543-8721) 
Bunker  Hill  (800  572-9336) 

Source:  Bankrate.com,  iMoneyNet 


Why  is  there  such  a  wide  range  in  CD 
Your  local  bank  may  be  flush  with  deposii 
out  a  lot  of  lending  opportunities,  and  re 
looking  for  the  business.  Institutions  el: 
might  offer  higher  rates  because  they  wan' 
cumulate  deposits  or  figure  they  can  still 
nice  enough  profit  lending  out  the  money, 
why,  even  though  the  national  average 
money-market  accounts  was  recently 
1.11%,  the  top-paying  bank,  ING  Direct- 
based  U.  S.  subsidiary  of  Dutch  financial  s 
company  ING  Group — pays  3.5%.  With  r 
market  accounts,  you  can  get  your  cash 
time.  Be  sure  any  out-of-t 
stitution  offers  check-writ 
access,  and  wire  transfi 
Can  you  get  highe: 
without     greater 
With  bank  produc 
can — as  long  as  tl 
is  insured  by  the 
Deposit       Ins 
Corp.  You're 
on  the  first  $ 
If   you    have 
money   to   stas 
can  always  put  it  in 
ond  or  third  institute 
Money-market 
funds    vary   far 
their  yields.  The 
all  invest  in  simi 
urities — Treasur 
repurchase  agre* 
jumbo      bank 
and  commercial  paj 
there's  not  much  they  can  do  to  boos 
est,  other  than  lower  or  waive  expense.- 
You  can  look  for  money-market  fun 
on  fund  company  Web  sites  or,  better  y 
iMoneyNet.com,  which  collects  data  fro| 
dreds  of  fund  companies.  Here,  yields  a\ 
1.47%  as  of  Jan.  29— higher  than  those  o: 
the  average  bank.  But  the  top  perfon 
2.09%,  paid  much  less  than  the  best-per 
bank  money  market. 

You  can  hike  your  yield  a  bit  by  sa\ 
to  a  no-frills  account  such  as  Dreyfus  bas 
ey  Market  Fund.  Large  fund  compania 
offer  an  alternative  with  less  generous 
writing  privileges  but  higher  minimum 
ments  and  higher  yields,  says  Patricia  Laj 
rector  of  taxable  money-market  trac 
Dreyfus.  Some  funds  simply  reduce  fee? 
prove  returns. 

Beware  of  funds  yielding  significantl 
than  others.  Unless  a  fund  has  lower  ft 
difference  probably  comes  from  holding 
quality  debt.  Remember,  money-marke 
are  generally  not  insured  (although  a  f 
their  own  default  insurance),  so  stick  to 
managed  by  a  brand-name  company  you 
You're  not  going  to  make  a  fortune  i 
conservative  instruments.  But  at  least 
get  the  highest  possible  yields  in  a  lo 
est-rate  environment. 
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You  listen  to  an  e-mail 


on  your  cellphone.  So  you  save  valuable  time 


when  on  the  road.  It's  possible  when  Avaya  transforms  your  company's  voice  and  data  systems 
by  getting  them  working  together.  Reliably.  Securely.  With  our  innovations  in  voice  and  in-depth 
expertise  in  data,  efficiency  becomes  the  rule,  not  the  exception.  Find  out  why  more  than  90% 
of  the  FORTUNE  50CF  use  Avaya  communications  to  power  their  business,  visit  avaya.com/nowone. 


«ftfP^M,V«V^fW»W 


AVAyA 

COMMUNICATION    WITHOUT    BOUNDARIES 


BusinessWeek  Investor 


Hers 


PROGRESS?  NOT  AS 
MUCH  AS  YOU  THOUGHT 


BY  TOPDI  GUTNER 

hers@businessweek.com 

A  new  report 
shows  that  women 
are  still  far  from 
equal  in  nearly 
every  measure  of 
corporate  success 


SLOW  GOING  FOR 
WOMEN  IN  BUSINESS 

The  C200  Business 

Leadership  Index  2002 

measures  the  progress  of 

women  compared  with  men 

in  10  areas.  A  score  of  10 

indicates  parity. 


T! 


he  Committee  of  200  (C200)  is  one  of  the 
most  prestigious  business  organizations  you 
may  never  have  heard  of.  This  20-year-old 
network  of  women  entrepreneurs  and  corporate 
leaders  now  has  441  members,  including  Ogilvy  & 
Mather  Chairman  Shelly  Lazarus  and  Hei- 
di Miller,  vice-chairman  of  insurance  broker 
Marsh  Inc.  and  former  chief  financial  offi- 
cer of  Citigroup.  It  has  a  tough  member- 
ship requirement:  Women  must  own  com- 
panies that  earn  at  least  $15  million  in 
annual  sales  or  be  corporate  executives 
who  head  companies  or  divisions  with  an- 
nual revenues  of  at  least  $250  million. 

The  organization  at  first  functioned 
mainly  as  a  support  network.  But  under 
the  direction  of  C200's  president,  Anna 
Lloyd,  it  has  broadened  its  goals  in  the 
past  five  years  to  helping  the  next  gener- 
ation of  businesswomen  by  providing  mba 
scholarships  and  mentoring  programs. 
Now,  C200  wants  to  make  sure  women's 
progress  in  the  business  world  remains  in 
the  public  eye. 

C200  hired  a  quantitative  research  firm, 
which  relied  on  public  and  proprietary7 
data  from  such  sources  as  the  U.S.  Census 
Bureau  to  devise  the  C200  Business  Lead- 
ership Index.  It  measures  how  business- 
women are  faring  in  relation  to  their  male 

counterparts.  Researchers  used  data 
from  10  key  areas  to  come  up  with  a 
benchmark  number  for  each  category, 
based  on  a  10-point  scale.  The  10  scores 
were  then  tallied  into  an  overall  index. 
C200  envisions  turning  the  index, 
which  appears  publicly  for  the  first  time 
in  BusinessWeek,  into  an  annual  report 
card  (table).  The  initial  results  are  eye- 
opening.  With  10  equaling  parity  with 
men,  the  overall  index  number  was  a 
WA6ES 7.60       mere  395  (table).  A  lot  of  the  evidence 


that  it  provides  an  overview  of  women's  si 
business,  but  also  highlights  where  the  wi 
are.  The  overall  index  was  so  low  because 
did  poorly  in  three  categories:  charity  func 
chairs  (0),  venture-capital  funding  (1.1),  an 
seats  (2.66). 

I  asked  some  C200  members  for  idea 
how  to  improve  these  scores.  In  the  fun< 
arena,  for  example,  women  don't  chair  an 
important  events  put  on  by  the  top  30  U 
ities.  That's  because  women  aren't  perceiv 
as  well-connected  as  men  when  it  comes 


Br.iB 


? 


MBA  ENROLLMENT 
BUSINESS  OWNERSHIP 


6.60 
5.88 


about  women's  progress  has  been  anec- 
dotal, says  Connie  Duckworth,  chairman 
of  C200  and  a  retired  Goldman  Sachs 

~™rl^.f.."™.!? . ...      partner  who  now  invests  in  startups. 

"The  hard  numbers  reported  in  the 
study  are  a  good  wake-up  call  that  we 
hope  will  start  a  dialogue  about  women's 
progress  in  senior-level  positions." 

There's  a  lot  to  talk  about.  The  high- 
est score,  7.6,  is  for  women's  earnings 
compared  with  men's.  In  part,  that's  be- 
cause equal  pay  for  equal  work  has  been 
a  goal  of  public  policy  for  decades.  Nev- 
ertheless, it  will  take  30  more  years  to 
reach  parity  at  the  current  pace  of 
progress. 

One  of  the  index's  strong  points  is 


KEYNOTE  SPEAKERS 
COMPANY  SIZE 
CORPORATE  OFFICERS 
CORPORATE  BOARD  SEATS 
VENTURE  CAPITAL 


3.88 
3.25 
2.78 
2.66 
1.10 


CHARITY  FUND-RAISING  CHAIRS  0.00 


AVERAGE 


3.95 


DUCKWORTH:  "Hard  numbers"  should  spark  disl 


ening  corporate  purse  strings,  says  the  (j 
port.  Marcy  Syms,  ceo  of  discount  retailtj 
says  if  the  top  charities  don't  put  v 
front,  women  will  use  their  considerab 
raising  clout  to  support  their  own  netj 
worthy  causes,  as  they're  already  doi^ 
groups  such  as  the  Ms.  Foundation. 

As  for  women's  minimal  access  to  vent 
ital  funds,  Agnieszka  Winkler,  an  entrej 
takes  the  long  view.  "We  need  to  foster 
terest  in  math  and  science  among  girls,"  si 
so  that  more  will  gravitate  toward  high{ 
dustries,  a  venture-capitalist  haven. 

Many  boards  are  desperate  for  wome 
tors.  Yet  even  with  more  women  in  the  el 
ranks,  they  often  aren't  selected  to  fil 
seats.  The  problem  is  that  many  boarcl 
consider  women  who  aren't  CEOs,  says! 
"Boards  must  broaden  their  parameters! 
the  traditional  list  of  appointees  to  cfos 
vision  heads,  and  that,  in  turn,  can  ir 
system  with  newr  people  and  fresh  idea 
hope  the  index  generates  the  discussior 
to  speed  that  infusion. 


*  Line  positions  have  profit-and-loss  responsibil 
ity.  Staff  jobs  provide  support  for  line  positions. 

Data:  The  Committee  of  200  Annual  Report 
on  Women's  Clout  in  Business 


BusinessWeek  online 


To  join  a  discussion  in  our  forum,  see  hers.on| 
www.businessweek.com/investor/ 


108  BusinessWeek  /  February  18,  2002 


Haupt 


It's  not  just  e-Business. 
It's  Real  Business. 


Edmunds -www.edmunds.com -"Where  Smart  Car  Buyers  Start8 
The  most  comprehensive  and  impartial  automotive  information 
When  you're  buying  a  car,  what  you  don't  know  can  hurt  you 
When  syndication  partners  increased  our  traffic  tenfold 


The  Edmunds  brand  has  been  serving  car-shoppers  for  more 
than  35  years,  and  Digex  has  been  managing  Edmunds. corn's 
Web  site  for  more  than  five  years. 

In  1994,  Edmunds.com  became  the  first  company  to 

provide  consumer  automotive  information  on  the  Internet 

by  posting  its  vehicle  pricing  on  an  Internet  Gopher  site. 

In  2000,  Edmunds  became  the  first  source  of  vehicle 

data  for  users   of  wireless  Web-enabled   devices. 

Today,  hundreds  of  Web  sites,  including  the  world's 

three  largest  portals,  use  Edmunds. corn's  syndicated 

content  to  educate  car-shoppers. 

Digex  provides  full  management  of  the  Edmunds.com 
Web  site  so  they  can  focus  on  their  mission: 
empowering  the  automotive  consumer. 

To  learn  how  Digex  can  empower  your  site,  call 
1.866.344.3997  or  visit  www.digex.com/hosting. 


Managing  Business  on  the  Internet 
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'Disclosures  only  required  in  proxies  discussing  election  of  directors 
"Filed  annually,  available  on  request 
Data:  Securities  &  Exchange  Commission 


nowing  where  to  get  a  real  explanation 
when  something  goes  awry  with  your  mu- 
.tual  fund  can  be  as  mysterious  as  Stone- 
henge.  Suppose  you've  learned  the  fund  bought 
shares  of  Enron  last  summer,  and  you  want  to 
know  why.  The  stars  of  the  show,  portfolio  man- 
agers, aren't  paid  to  talk  directly  to  in- 
vestors and  rarely  do.  The  grunts,  cus 
tomer  service  reps,  respond  with 
little  more  than  scripted 
spiels.  And  the  bosses, 
fund  company  execs, 
owe  their  first  duty 
to  the  investment 
firm.  Only  after 
that  do  they  serve 
you,  the  fund's  ac- 
tual owner. 

So  just  who  is  an- 
swerable to  you?  It's  an 
obscure  group  of  people 
known  as  the  fund's  independent 
directors,  who  from  now  on  will  find  themselves 
under  a  new  spotlight.  The  Securities  &  Exchange 
Commission  on  Jan.  31  put  into  effect  a  set  of 
rules  that  demand  more  disclosure  from  direc- 
tors, including  how  much  they  have  invested  in 
the  funds  they  oversee,  their  conflicts  of  inter- 
est, and  their  rationale  for  approving  a  manage- 
mHBSHSSSSHHmBi  ment  contract  with  the 

fund's  investment  ad- 
viser (table). 

The  sec  also  is  re- 
quiring more  promi- 
nent disclosure  in 
every  fund's  annual  re- 
port of  the  simplest 
facts,  such  as  who  the 
directors  are,  their  oc- 
cupations, and  where 
they  can  be  contacted. 
Before,  investors  could 
find  these  basics  annu- 
ally in  the  esoteric 
"Statement  of  Addi- 
tional Information,"  a 
filing  they  don't  get  au- 
tomatically and  must 
know  to  ask  for. 

Will  this  fuller,  more 
conspicuous  disclosure 
make  funds  wondrous- 
ly  better  investment 
vehicles?  Don't  count 
on  it.  Most  investors 
will  neither  notice  nor 
care.  But  I  do  think 
the  new  rules  will  help 
some  investors  enlist 


Focusing  on  Oversight 

New  rules  require  more  disclosure  about  the 

independent  directors  who  are  supposed  to  serve 

as  the  fund  investors'  watchdogs.  Here's  what  you 

can  learn  about  them  and  where  to  find  it: 

STATEMENT 
ANNUAL         PROXY         OF  ADD'L 
REPORT     STATEMENT*      INFO." 


NAME,  AGE,  ADDRESS 

• 

• 

• 

PRINCIPAL  OCCUPATION 

• 

• 

• 

CURRENT  TERM  AND 
TENURE  SERVED 

• 

• 

• 

NUMBER  OF  PORTFOLIOS 
OVERSEEN 

• 

• 

• 

OTHER  OUTSIDE  DIRECTORSHIPS  • 

• 

• 

HOLDINGS  IN  EACH  FUND 
OVERSEEN 

• 

• 

AGGREGATE  HOLDINGS  IN 
FUND  FAMILY 

• 

• 

CONFLICTS  OF  INTEREST 

• 

• 

BASIS  FOR  APPROVING  FUND 
ADVISERS  CONTRACT 

• 

directors  in  solving  problems,  while  also 
aging  lackadaisical  directors  to  supervi 
funds'  investment  advisers  more  closely, 
charges  independent  directors  (or  trus 
they're  sometimes  known)  with  looking  c 
ly  for  investors'  interests.  Trouble  is,  h 
investors  know  that.  To  those  who  do,  inde 
directors  too  often  have  seemed  to  side  wit'l 
investment  advisers — whom  they  are  s 
to  supervise — over  investors. 

Perhaps  the  directors'  most  critical 
suring  in  their  annual  review  of  a  fund's 
ment  contract  that  costs  stay  do' 
vestors  at  least  get  what 
for.    They    don't    al 
searched        Morni 
database     for     d 
stock  funds  that 
below-average 
the   five    years! 
Dec.     31,     200| 
charged  above-;| 
expenses.  The 
found    77j 
funds,    in< 
plenty  from 
file  families  sue! 
liance,  Oppenheimer, 
and  Van  Wagoner. 
Consider  a  specific  case,  Alliance 
Since  1997,  it  returned  0.17%  a  year  on 
leaving  it  among  the  worst  11%  of 
funds,  according  to  Morningstar.  Perfor 
other  periods  also  was  dim.  Yet  Quasar's! 
pay  a  premium  price — 1.67%  of  assets 
expenses,  vs.  the  average  1.42%.  It's  as  i 
charged  for  sirloin  and  get  tripe.  Edmund] 
Jr.,  general  counsel  to  Alliance  funds,  die 
turn  my  call  for  comment. 

In  the  end,  though,  it's  not  Alliancj 
responsible.  It's  the  fund's  six  indepenf 
rectors,  whom  Alliance's  fund  holders 
paid  an  average  of  $186,432  for  overst 
average  of  38  Alliance  funds,  including! 
(which  paid  the  six  an  average  of  $4,21 1 
are  concerned  and  we  are  working  harj 
Quasar  independent  director  William  F 
a  Greenwich  (Conn.)  investment  advisf 
has  more  than  $100,000  of  his  own  rnone 
liance  funds.  "We  won't  let  up."  He 
directors  will  take  a  close  look  at  Quass| 
formance  and  fees  in  July  when  Alliano 
tract  comes  up  for  renewal. 

Under  the  sec's  new  disclosure  rules,  if  | 
directors  approve  another  contract  with 
for  investment  advice,  they  will  have  tol 
fund's  owners,  in  the  Statement  of  Additl 
formation,  why  the  deal  is  sound.  Ditto  f| 
groups  of  independent  directors.  With  a 
on  them,  some  of  the  fund  world's  dark<| 
teries  will  be  harder  to  hide. 
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LING  OF  PILLS 


kNEG.  marcial 


A  BARGAIN 
DRUG  PIPELINE? 


needing  a 
lockbuster, 
je  eyeing 
ling.  Olstein 
■  oil  driller 
eeps  a  low 
e.  And  GE's 
could  be 
)'  gains 


Last  year's  speculation  that  Schering-Plough 
(sgp)  may  end  up  in  Merck's  arms  is  back. 
Now  that  Merck  has  decided  to  spin  off  Med- 
co,  its  pharmacy-benefits  management  unit,  and  re- 
focus  entirely  on  drugmaking,  it  will  have  to  do  a 
big  acquisition  to  bolster  its  product  pipeline,  say 
analysts.  Merck  is  already  in  partnership  with 
Schering.  They're  developing  a  cholesterol-lowering 
drug  that  will  combine  in  one  pill  Merck's  existing 
Zocor  product  with  Schering's  Zetia  to  compete  ef- 
fectively with  Pfizer's  top-selling  drug,  Lipitor. 
Merck's  Zocor,  with  sales  of  nearly  $7  billion  in 
2001,  accounts  for  one-fourth  of  Merck's  total  net 
income.  But  its  patent  ex- 
pires in  2005,  while  Scher- 
ing's patent  for  Zetia  lasts 
until  2014 — which  would  ex- 
tend to  the  combined  Zo- 
cor/Zetia  product.  "Acquir- 
ing Schering  would  be  a 
very  smart  move  for  Mer- 
ck," argues  Richard  Evans 
of  Sanford  C.  Bernstein  Re- 
search. Merck  needs  to  add 
products  either  approved  or 
near  approval  to  bolster  sales  in  the  very  near 
term,  he  says.  Buying  Schering  "is  the  best  means 
to  achieve  this  end,"  says  Evans,  because  it  would 
then  reap  100% — rather  than  just  50% — of  profits 
from  the  Zocor/Zetia  drug.  Evans  notes  that  buy- 
ing Schering  would  be  similar  to  Pfizer's  purchase 
of  Warner-Lambert  in  2000  to  get  Lipitor.  He  fig- 
ures Merck  could  pay  0.71  Merck  shares  for  each 
Schering  share,  or  42  a  share,  about  $11  above  the 
current  price.  Merck  declined  comment.  Schering 
didn't  return  calls. 
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EARNINGS  MAY  BE 
UNDERSTATED 


A  DOLLARS 

Data:  Bloomberg  Financial  Markets 


HIDDEN  RICHES 
IN  DRILLER  ROWAN 

With  Enron  and  other  potential  Enrons 
spooking  Wall  Street,  Bob  Olstein  of  the 
Olstein  Financial  Alert  Fund  is  looking 
behind  the  numbers — not  to  uncover  more  ac- 
counting fiascoes  but  to  discover  undervalued 
gems.  He  may  have  found  one  in  Rowan  (RDC),  a 
major  global  contract  oil  and  gas  driller  and 
maker  of  offshore  drilling  rigs  and  heavy  gear. 
Rowan's  stock  has  skidded  from  33  a 
share  on  May  21,  2001,  to  17  on  Feb.  6 
in  the  aftermath  of  declining  energy 
prices  and  the  Enron  debacle.  Olstein 
says  that  based  on  the  replacement  val- 
ue of  its  rigs  alone,  the  stock  is  worth 
25.  But  based  on  its  cash  flow,  and  pro- 
jected earnings  of  $2  in  2004,  it's  worth 
35 — or  a  p-e  of  17.5.  Rowan  earned  80<2  a 
share  in  2001.  The  consensus  forecast 
for  2002  is  9tf  a  share  because  of  falling 
gas  prices,  and  then  $1.16  in  2003  as  the 


OLSTEIN:  2001 
was  a  good  year 


economy  rebounds  and  energy  prices  bounce 
back.  But,  says  Olstein,  earnings  are  understated. 
Rowan  sells  about  half  of  the  specialty  rigs  it 
manufactures  to  its  offshore  drilling  division  at 
cost,  with  no  markup  and  no  profit.  Sure,  the 
company  does  realize  a  profit  as  the  rig  is  put 
into  use,  but  that  comes  about  through  charging 
off  less  depreciation  on  the  low- 
er base  price  of  the  rig  and  is 
spread  over  the  life  of  the  rig, 
usually  10  years  or  more.  Not 
only  are  its  earnings  understat- 
ed, but  its  assets  are  also  un- 
derstated since  they  are 
carried  on  its  books  at  manu- 
facturing cost.  Rowan  also  has 
$80  million  in  deferred  one-time 
income  from  a  lawsuit  it  won 
against  Amoco  Exploration  in 
mid-November  last  year. 

In  2001,  Olstein  Financial  Alert  Fund  gained 
17.25%  vs.  a  loss  of  11.82%  by  the  s&P  500. 

GE:  GET  IT  WHILE 

ITS  CHEAP 

Carl  Domino,  president  of  Northern  Trust 
Value  Investors,  likes  to  buy  beaten  down 
shares  of  quality  growth  companies.  He 
thinks  General  Electric  (ge)  now  falls  under  that 
category,  in  part  due  to  rumors  of  accounting 
issues  that  have  surfaced  in  light  of  the  Enron 
mess  (page  34).  Domino  has  taken  advantage  of 
ge's  drop  from  53  a  share  in  mid-May  to  36.95  on 
Feb.  6,  2002.  "This  was  the  first  chance  we  got  to 
buy  GE  at  a  steep  discount,"  says  Domino,  who 
notes  that  GE  is  one  of  only  a  handful  of  compa- 
nies with  a  triple-A-rated  balance  sheet.  "GE  is  an 
ironclad,  blue-chip  growth  company  that  isn't 
being  valued  as  such,"  he  says.  Adds  David 
Roberts,  a  Northern  Trust  Value  analyst  who 
tracks  GE:  "With  the  witch- 
hunt going  on  for  other 
Enrons,  ge  has  been  beat- 
en down  unjustifiably,  since 
there  isn't  any  evidence 
that  an  accounting  problem 
exists."  At  36,  GE  is  trading 
at  21  times  estimated  2002 
earnings  of  $1.65  a  share. 
It  is  cheap  based  on  its  his- 
tory of  earnings  growth, 
sales,  cash  flow,  and  bal- 
ance-sheet measures,  says  Roberts.  GE  ceo  Jef- 
frey Immelt  on  Feb.  5  reaffirmed  his  profit  fore- 
cast of  a  17%  to  18%  earnings  leap  in  2002,  to 
from  $1.65  to  $1.67 — well  within  analysts'  esti- 
mates as  surveyed  by  Thomson  Financial/First 
Call.  Roberts'  12-month  GE  price  target:  47. 
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Read  Gene  Marcial's  Inside  Wall  Street  Online  column  Tuesday 

afternoons  at  www.businessweek.com/today.htm.  And  see  him 

Fridays  at  1:30  p.m.  est  on  CNNfn's  The  Money  Gang. 
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Figures  of  the  Week 


%  change 


H  Stocks 

S&P  500 

Feb.    Aug.    Feb.  Jan.31-Feb.6 
1360 1 —  -r-         -1150 


U.S.  MARKETS 


Feb.  6 


Year  to 
Week      date 


Last  12 

months 


GLOBAL  MARKETS 


Feb.  6      Week 


1250 


1140 


1030 


^1125 


1100 

1083.5 

1075 


1050 


S&P  500 

Dow  Jones  Industrials 
Nasdaq  Composite 
S&P  MirJCap  40D 
S&P  SmallCap  600 
Wilshire  5000 


1083.5 

9653.4 

1812.7 

489.0 

224.1 

10,132.4 


COMMENTARY 

News  of  improving  factory  orders  in 
some  regions  sent  stocks  briefly  higher 
early  in  the  week,  but  it  was  downhill 
from  there  as  investors  ignored  good 
news  on  productivity  and  focused  on 
future  profits.  Not  even  positive  words 
by  GE's  CEO  halted  the  slide.  For  the 
week,  the  Dow  Jones  industrial  average, 
the  S&P  500,  and  Nasdaq  fell  1.1%, 
2.7%,  and  5.3%,  respectively. 

Data:  Bloomberg  Financial  Markets, 
Bridge  Information  Systems,  Inc. 


SECTORS 

BusinessWeek  50*  656.0 
BusinessWeek  Info  Tech  1 00**     381.5 

S&P/BARRA  Growth  576.3 

S&P/BARRA  Value  507.2 

S&P  Energy  205.6 

S&P  Financials  328.2 

S&P  REIT  93.1 

S&P  Transportation  204.1 

S&P  Utilities  131.0 

GSTI  Internet  84.8 

PSE  Technology  651.9 
*Mar.  19,  1999  =  1000       **Feb.  7,  2000=1000 


-2.7 

-M 

-5.3 
-2.9 
-2.9 
-2.8 


-5.0 
-4.4 
-1.6 
-3.8 
0.7 
-4.Z 
-0.3 
-1.6 
-2.9 
-14.2 
-3.7 


-5.6 
-3.7 
-7.1 
-3.8 
-3.5 
-5.4 


-19.9 
-11.9 
-32.0 
-7.0 
-2.3 
-18.8 


10.1 

-35.9 

-9.0 

-38.4 

-3.1 

-17.2 

-8.1 

-23.0 

-2.7 

-13.8 

-7.6 

-16.3 

-0.3 

6.5 

3.6 

-1.7 

10.2 

-33.9 

19.2 

-58.9 

-5.2 

-26.1 

S&P  Euro  Plus  (U.S.  Dollar)  982.6  -2.4] 

London  (FT-SE  100)  5073.8  -0.3| 

Paris  (CAC  40)  4273.8  -3.ol 

Frankfurt  (DAX)  4804.4  -4.9 1 

Tokyo  (NIKKEI  225)  9420.9  -5.0 

Hong  Kong  (Hang  Seng)  10,592.4  -IE 

Toronto  (TSE  300)  7497.1  -0.7 

Mexico  City  (IPC)  6786.7  -0.l| 

FUNDAMENTALS Feb.  5 

S&P  500  Dividend  Yield  1.43% 

S&P  500  P/E  Ratio  (Trailing  12  mos.)  59.0 

S&P  500  P/E  Ratio  (Next  12  mos.)*  20.5 

First  Call  Earnings  Surprise*  1.41% 
*First  Call  Corp. 

TECHNICAL  INDICATORS  Feb.  5      W 


S&P  500  200-day  average 
Stocks  above  200-day  average 
Options:  Put/call  ratio 
Insiders:  Vickers  Sell/buy  ratio 


1165.0       11< 
55.0% 
0.77 
2.74 


BEST-PERFORMING 
GROUPS 


Last 
month  % 


Last  12 

months  % 


WORST-PERFORMING    Last 

GROUPS  month  % 


Gold  Mining  12.5  Metal  &  Glass  Containers  66.4 

Food  Wholesalers  11.0  Gold  Mining  44.0 

Trucking  8.7  Trading  Cos.  &  Distribs.  39.4 

Tobacco  7.9  Office  Electronics  29.2 

Office  Electronics  6.9  Trucking  28.5 


Wireless  Services  -38.5 

Multi-Utilities  -32.0 

Telecomms.  Equip.  -24.9 

Instrumentation  -22.4 

Environmental  Services  -20.2 


Multi-Utilities 
Computer  Stgc 
Telecomms.  E( 
Wireless  Servi 
Internet  Softy. 


n 
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■  Mutual  Funds 

Week  ending  Feb.  5 
■  S&P  500     ■  U.S.  Diversified    BAH  Equity 

4-week  total  return 


EQUITY  FUND  CATEGORIES 

4-week  total  return %      52-week  total  return 

Leaders 

Precious  Metals  20.0 

Real  Estate  -0.1 
Diversified  Emerging  Mkts.     -2.0 

Pacific/Asia  ex-Japan  -2.9 
Laggards 

Communications  -16.9 

Technology  -13.2 

Japan  -11.6 

Utilities  -8.0 


Leaders 

Precious  Metals  47.9 

Real  Estate  9.5 

Small-cap  Value  6.6 

Mid-cap  Value  -0.3 
Laggards 

Communications  ^48.0 

Technology  -43.0 

Japan  -36.1 

Large-cap  Growth  -26.3 


Week  ending  Feb.  5 
■  S&P  500     ■  U.S.  Diversified    1  All  Equity 

52-week  total  return 


%     -20     -15      -10 


Data:  Standard  &  Poor's 


EQUITY  FUNDS 

4-week  total  return % 

Leaders 

First  Eagle  SoGen  Gold  27.4 

U.S.  Global  Investors  Gold  27.4 

US  Glob.  Inv.  World  Gold  27.2 

Rydex  Dynamic  Vent.  1 00  27.1 

Laggards 

Potomac  Internet  Plus  -29.0 

Fidelity  Select  Wireless  -26.3 

ProFunds  UltraOTC  Inv.  -24.3 

Black  Oak  Emerging  Tech.  -23.7 


52-week  total  return  % 

Leaders 

CGM  Focus  83.4 

First  Eagle  SoGen  Gold  79.1 

Am.  Cent.  Glob.  Gold  Inv.  74.1 

Monterey  OCM  Gold  71.7 

Laggards 

ProFunds  UltraOTC  Inv.  -74.9 

Black  Oak  Emerging  Tech.  -71.4 

Berkshire  Focus  -71.2 

Merrill  Lynch  Focus  20  B  -70.9 


Interest  Rates 


KEY  RATES 

Feb.  6 

Week 

MONEY  MARKET  FUNDS 

1.63% 

14 

90-DAY  TREASURY  BILLS 

1.73 

i.; 

2-YEAR  TREASURY  NOTES 

2.95 

3.( 

10-YEAR  TREASURY  NOTES 

4.92 

5.( 

30-YEAR  TREASURY  BONDS 

5.37 

5. 

30-YEAR  FIXED  MORTGAGE! 

6.81 

6 

tBanxQuote,  Inc. 


n 


BLOOMBERG  MUNI  YIELD  EQUIVALEN 

Taxable  equivalent  yields  on  AAA-rated,  tax-ex 
bonds,  assuming  a  31%  federal  tax  rate. 

10-yr.  boi 


GENERAL  OBLIGATIONS 
TAXABLE  EQUIVALENT 


4.29% 
6.22 


INSURED  REVENUE  BONDS 
TAXABLE  EQUIVALENT 


4.39 
6.36 


va, 


■THE  WEEK  AHEAD 

RETAIL  SALES  Wednesday,  Feb.  13,  8:30 
a.m.  est*  Retail  sales  in  January  proba- 
bly remained  unchanged,  based  on  the 
median  forecast  of  economists  surveyed 
by  Standard  &  Poor's  mms,  a  unit  of  The 
McGraw-Hill  Companies.  Excluding  vehi- 
cles, January  sales  likely  rose  0.3%,  af- 
ter slipping  0.1%  in  December.  Vehicle 
sales  have  fallen  off  with  the  rollback  of 
manufacturer  incentives. 

BUSINESS  INVENTORIES  Thursday,  Feb.  14, 
8:30  a.m.  est*  Inventories  are  forecast 


to  have  shrunk  by  0.5%  during  Decem- 
ber, after  falling  1%  in  November.  In  ear- 
ly 2002,  inventories  are  likely  to  fall  at  a 
slower  clip  or  even  grow  in  some  indus- 
tries after  a  record  liquidation  of  $120 
billion  during  the  fourth  quarter. 

EXPORT-IMPORT  PRICES  Thursday,  Feb.  14, 
8:30  a.m.  est*  Import  prices  probably 
fell  0.4%,  and  export  prices  probably 
slipped  0.2%  during  January.  December 
import  prices  dropped  0.9%,  and  export 
prices  inched  lower  by  0.2%. 


PRODUCER  PRICE  INDEX  Friday, 
8:30  a.m.  est*  Producer  prit| 
ished  goods  probably  rose  0. 
ary  after  a  0.7%  drop  in  Dec<| 
eluding  the  volatile  food  and 
categories,  core  prices  proball 
0.1%,  after  declining  0.1%  if 

INDUSTRIAL  PRODUCTION  Friday, 
9.15  a.m.  est*  Factory  outpl 
ary  probably  decreased  0.1%l 
ond  straight  month,  while  th<| 
utilization  rate  likely  fell  to  7| 
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ran  reverberated  through  the  BW  50  as  investors  bolted  stocks  where  accounting  seemed  ques- 
ilarly  hard-hit  was  Tyco  International,  which  plummeted  22.7%  on  Feb.  5,  after  announcing  it 
its  bank  credit  lines  to  fund  short-term  needs;  for  the  week,  Tyco  lost  25.6%.  Also  stricken  were 
s  Calpine  and  AES,  dropping  38.5%  and  28.5%,  respectively.  The  BW  50  sank  5.0%. 


VI. 


COMPANY 

%  change 

Since 
Week     3/1/01 


PERFORMANCE 


ational 
etroleum 


-25.6 

2.5 

-38.5 

-10.9 


-52.5 
-24.3 
-84.7 
-54.7 


a  ithers  Holdings 


rials 
lancial 

Petroleum 


3.5 
-21.0 
2.0 
3.3 
1.0 


-1.5 

-93.7 

7.2 

-10.0 

-18.8 


ratories 

Financial 
inology 

ss 


-3.5 

-5.7 

-12.1 

-28.5 

-4.7 


-25.0 
-12.3 
-66.2 
-81.9 
17.3 


-5.8 
13.2 
-9.6 
4.0 
-6.2 


-24.1 

2.2 

-3.2 

-14.7 

-22.4 


%  change 

Since 

Rank     Company 

Week 

3/1/01 

26 

Verizon  Communications 

-5.8 

-10.4 

27 

Citigroup 

-7.4 

-9.6 

28 

Sun  Microsystems 

-11.9 

-52.2 

29 

Merck 

-0.4 

-26.5 

30 

El  Paso 

-3.7 

-51.9 

31 

Altera 

-9.0 

-8.6 

32 

Marsh  &  McLennan 

2.1 

-4.6 

33 

Household  International 

-9.4 

-23.4 

34 

ChevronTexaco 

0.1 

-4.2 

35 

SBC  Communications 

-5.0 

-24.2 

36 

Mercury  Interactive 

-9.4 

-40.6 

37 

AOL  Time  Warner 

-8.0 

-44.8 

38 

Washington  Mutual 

-8.1 

-6.2 

39 

General  Dynamics 

3.1 

31.1 

40 

Comcast 

-9.6 

-26.2 

41 

Morgan  Stanley  Dean  Witter 

-7.0 

-23.1 

42 

Tellabs 

-11.9 

-69.6 

43 

Exxon  Mobil 

0.6 

-4.4 

44 

Scientific-Atlanta 

-5.3 

-47.2 

nmunications 
Financial 
jn|oleum 
ces 
ces 
alth 


-19.0 
-7.3 
-0.5 
-5.7 
-0.6 
-3.4 


-63.3 

-20.4 

8.7 

-0.5 
-25.1 

-5.1 


45  U.S.  Bancorp 

46  Paychex 

47  Merrill  Lynch 

48  Bed  Bath  &  Beyond 

49  Texas  Instruments 

50  Teradyne 


-4.2 
-2.8 
-8.3 
-1.0 
-4.0 
1.6 


-16.1 

-11.6 

-24.8 

33.0 

-9.0 

-2.5 


luction  Index 


Change  from  last  week:  -0.3% 
Change  from  last  yean  -11.2% 


36  LHJTPUT     Jan. 26=159 2  1992=100 


is  a  4-week 
average 
i i i 


May 
2001 


Sept 
2001 


Jan. 
2002 


ndex  declined  during  the  latest  week. 
)n  of  the  four-week  moving  average, 
i  to  158.5  from  160.2.  On  a  seasonal- 
autos  and  trucks  posted  the  sharpest 
d  by  crude-oil  refining,  lumber,  rail- 
d  coal.  Electric  power  was  unchanged, 
iction  was  the  only  component  to  rise 
lex  in  January  inched  up  to  158.5  from 
er. 

of  the  index  components  is  at  www.busmess- 
rtion  index  Copyright  2002  by  The  McGraw-Hill 


I  Online  Resources 

BW  50  Track  the  index  and  the  com- 
panies in  it  all  day  long.  Plus:  our 
exclusive  Info  Tech  100  index. 

BUSINESSWEEK  INVESTING  Real-time 
market  coverage  and  investment 
tools  in  partnership  with  Standard 
&  Poor's. 

MUTUAL  FUNDS  Search  for  funds,  view 
BW  ratings,  and  read  Q&A's  with 
fund  managers. 

COLUMNS  Hot  stocks,  takeover  plays, 
and  the  latest  strategies  for  manag- 
ing your  money. 


BusinessWeek  online 


For  more  investment  data  and  the 

components  of  the  production  index,  visit 

www.businessweek.com. 
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A  Wealth  of  Attention 
Special  Advertising  Section 


Get  the 
Most 

Out  of 
Your 

Wealth 

Manager 


Learn  about  the  importance 

of  wealth  management 

services  in  this  BusinessWeek 

special  advertising  section  — 

Look  for  it  in  the  April  22  issue. 

This  comprehensive  section 

on  the  changing  landscape 

of  wealth  management  for 

the  high  net-worth  individual 

will  explain  what  a 

wealth  manager  can  do 

for  you  and  guide  you  to 

choose  the  right  one. 

For  advertising  opportunities,  please  contact 
Cindy  Zuck-Pabst  at  212-512-4015  or 
cindy_zuck-pabst@businessweek.com. 
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Index  to  Companies 

This  index  gives  the  startiflg.page  for  a  story  or  feature  with  a  significant 
reference  to  a  company.  Mo§j  subsidiaries  are  indexed  under  their  own  names. 
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Abgenix  (ABGX)  90 
Accenture  40 
Acteva.com  64 
Adobe  Systems  (ADBE) 

40 

AdZone  Research  EB5 
Affiliated  Computer 

Services  (ACS)  61 
A.G.  Edwards  (AGE)  102 
Allegheny  Technologies 

(ATI)  86 
Alliance  Quasar  Fund 

110 

AllianceTexas  61 
American  Express 

Financial  (AXP)  46 
American  International 

Group  (AIG)  54 
ANC  Rental  (ANCQE)  61 
Andersen  36, 42 
AOL  Time  Warner  (AOL) 

36.81.EB6 
AstraZeneca  (AZN)  68 
AT&T  Wireless  (AWE)  46 
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Banelco  EB4 

Bank  of  America  (BAC) 

32 

Bankrate.com  106 
Bear  Stearns  (BSC)  36, 

46, 102 
Berkshire  Hathaway 

(BRKA)  46 
Bethlehem  Steel  (BS)  36, 

64 

Biogen  (BGEN)  72 
BizRate  EB5 
BlueJet  46 
BMG  EB6 

Boeing(BA)59,EB12 
Boston  Capital  105 
Bristol-Myers  Squibb 

(BMY)  68, 90 

C 

Capital  Group  Aton  50 
Caterpillar  (CAT)  86 
Cell  Pathways  (CLPA)  90 
Channel  Wave  Software 

EB12 
Charles  Schwab  (SCH) 
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Chiron  (CHIR)  68 
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Commerce  Bancorp 
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Compaq  Computer  (CPQ) 
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Computer  Associates 

International  (CA)  32 
Corixa  (CRXA)  68 
Critical  Path  (CPTH)  46 
Cubist  Pharmaceuticals 

(CBST)  90 
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David  W.  Tice  & 

Associates  35 
Deere  (DE)  86 
Deloitte  &  Touche  26, 
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Delphi  Automotive 

Systems  (DPH)  86 
Doubleclick  (DCLK)  EB1 8 
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Electronic  Data  Systems 
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Editorials 


A  CLEANUP  JOB  FOR  CORPORATE  AMERICA 


Investors  aren't  waiting  for  the  Securities  &  Exchange 
Commission  or  the  accounting  profession  to  clean  up  Cor- 
porate America's  books.  Post-Enron  Corp.,  they're  taking 
action  themselves.  A  huge  cleansing  is  under  way  in  the 
stock  and  bond  markets  as  individuals  and  institutional  mon- 
ey managers  turn  away  from  companies  perceived  to  have 
flawed  or  opaque  financial  statements.  Tyco  International 
Ltd.  is  but  one  of  many  companies  whose  paper  is  being 
dumped  for  its  accounting  sins.  The  good  news  is  that,  under 
investor  pressure,  dozens  of  corporations  are  now  scram- 
bling to  restate  their  earnings  and  make  their  balance  sheets 
more  transparent.  The  bad  news  is  that  the  investor  revolt 
could  turn  into  a  stock  market  rout  and  the  growing  strains 
on  credit  could  produce  a  serious  banking  crisis.  Policymakers 
and  regulators  would  be  wise  to  move  quickly  to  fix  what  is 
a  corrupted  corporate  reporting  system.  There  is  more  at 
stake  than  the  economic  recovery.  The  integrity  of  American 
capitalism  is  at  issue. 

The  financial  markets  are  already  showing  deep  strain. 
Corporate  bonds  are  starting  to  suffer  mightily  as  companies 
with  questionable  accounting  throw  a  shadow  over  the  entire 
bond  market.  Investors  don't  know  which  company  will  be  hit 
next — or  how  hard.  The  commercial  paper  market  is  get- 
ting pummeled  as  well.  When  the  Standard  &  Poor's  rating 
agency  cut  Tyco  by  three  notches  in  one  fell  swoop,  it  effec- 
tively shut  the  company  out  of  the  commercial  paper  market. 
Tyco  then  had  to  draw  on  its  $8  billion  backup  bank  lines  of 
credit.  If  dozens  of  companies  are  forced  to  follow,  banks 
may  soon  face  a  liquidity  crisis  of  their  own.  That  increases 
the  chances  of  a  double-dip  downturn. 

What  should  be  done?  The  Federal  Reserve,  of  course, 
should  be  monitoring  the  markets  to  make  sure  there's 
enough  liquidity  to  keep  them  open  and  steady.  There  is 


every  indication  that  it  is  doing  its  job.  But  not  so  Ui 
or  the  auditors.  It's  critical  for  investors  to  regain  conn 
in  the  markets  and  believe  that  they  have  the  tools  tcl 
uate  risk  and  value  companies  fairly.  Those  companiel 
are  moving  back  toward  more  conservative  accountir 
heading  in  the  right  direction.  But  a  new  set  of  coj 
standards  for  all  companies  is  absolutely  necessar 
must  include  better  uniform  measures  of  true  finj 
health:  unencumbered  cash  flow  or  true  operating  ea^ 
would  get  us  closer  to  this  goal.  The  sec  and  the  accoi 
profession  must  face  up  to  their  responsibilities  aij 
forcefully. 

So,  too,  must  Corporate  America.  The  silence  ol 
throughout  the  slow  death  of  Enron  is  hurting  the  repi 
of  Big  Business  at  home  and  abroad.  With  Enron,  wc 
seen  self-dealing,  the  breaking  of  corporate  codes  of  i 
the  buying  off  of  professional  watchdogs,  the  destruc 
pension  savings,  and  widespread  political  corruptionj 
gress  is  investigating,  the  President  is  castigating,  acj 
ing  firms  are  changing,  but  ceos  are  not  talking.  Chf 
ecutives  who  are  usually  not  shy  about  speaking 
taxes,  health  care,  China,  or  a  host  of  other  issues 
on  Enron.  The  Business  Round  Table  has  issued  a  stall 
basically  saying  it  was  studying  the  matter.  The  U.  S. 
ber  of  Commerce  and  the  National  Association  of  Mil 
turers  have  spoken  mostly  to  defend  (401  )k  pension  pi 
the  face  of  Congressional  efforts  to  reform  them.  Wl| 
the  ceo  criticism  of  Enron  managers  making  tens  of : 
of  dollars  in  inside,  self-dealing  partnerships  while  emj 
and  shareholders  are  left  stranded? 

America  needs  its  chief  executives  to  speak  out 
restore  credibility  to  the  nation's  business  culti 
will  be  the  first? 


THE  NUMBER  TO  WATCH:  PRODUCTIVITY 


Let's  hear  it  for  the  "P"  word.  With  accounting  ques- 
tions dogging  earnings,  debt  markets  swooning,  and 
stocks  under  heavy  pressure,  it  is  important  to  recognize 
that  the  fundamental  driver  of  all  economic  growth  and 
corporate  profits — productivity — is  doing  well.  Actually,  it  i: 
doing  fabulously  well.  Productivity  grew  at  a  3.5%  rate  in 
the  fourth  quarter  of  last  year,  making  the  annualized 
growth  rate  of  the  past  three  quarters  2.3%  (page  29). 
Looking  at  past  slow-downs,  this  is  when  productivity  usu- 
ally declines.  The  heated  New  Economy  debate  over 
whether  or  not  the  jump  in  productivity  in  the  1990s  was 
temporary  or  narrowly  based  appears  over.  The  gains  are 
real,  widespread,  and  important. 

For  some  time,  BusinessWeek  has  argued  that  the  spread 
of  information  technologies,  globalization,  and  venture-capi- 


tal markets  were  raising  the  rate  of  productivity  gro\ 
lowing  for  higher  sustained  economic  expansion, 
now  convergence  toward  that  view.  At  the  recent  j 
Economic  Forum  held  in  New  York,  a  consensus  er 
that  U.  S.  productivity  was  now  growing  between  21 
2!4%  annually,  up  from  the  anemic  1.4%  of  the  '71 
'80s.  President  Bush's  latest  annual  economic  report  tl 
gress  builds  in  a  rate  of  2.1%  productivity  growth  o'[ 
long  term.  "The  New  Economy  remains  alive  anc 
says  the  report,  prepared  by  the  President's  Coij 
Economic  Advisers. 

Timing  any  recovery  is  difficult,  and  this  one  is  no  dil 
But  once  it  gets  going,  solid  gains  in  productivity  wil 
the  economy  to  expand  at  a  strong  3%  over  time.  Let':| 
keep  that  in  mind  during  this  period  of  uncertainty. 
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Business  Intelligence  Service  from 
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A  weekly  electronic  and  print  intelligence  service 
for  the  global  homeland  security  and  defense  community 


Current  news,  data  and  competitive  intelligence  on  programs, 
policies,  events  and  products  for  industry  and  government 


I   Federal,  state  and  local  programs, 
airline  and  airport  programs 

I   Counter-terrorism 

I   Force  protection  for  deployed  mili- 
tary and  naval  units 

The  White  House  Office  of  Homeland 
Security  and  other  U.S.  and  world 
government  agencies 

I   State  and  local  law  enforcement 
and  security  agencies 

I   Emergency  response,  urban  search 
and  rescue 


I   International  intelligence,  law 
enforcement  and  security  agencies 

I   Corporate  and  industrial  security 

I   Aviation  security  systems 

I   Robots,  special  vehicles  and  other 
ground  equipment 

I   Communications  equipment 

I   Non-lethal  weapons  with  homeland 
security  applications 

I   New  products  and  services 

I   More... 


Sign  up  today  for  your  no-risk  subscription: 

i  SI  weekly  issues  of  critical  intelligence'  on  homeland  security  developments  for  USS595  (USS675  for  the  print  edition  outside  the 
continental  U.S.,  Canada  and  Mexico).  Available  \ia  email  in  PDF  or  plain  text,  Web  access  or  print. 

Our  money  back  guarantee: 

r  subscription  is  backed  by  Aviaiion  Week's  unconditional  guarantee.  If  Homeland  Security  &  Defense  is  not  for  you,  vou  mav  can- 
cel your  subscription  at  any  time  and  receive  a  refund  on  all  unused  issues.  There  is  no  risk  to  you  ever. 

Subscribe  now: 

Tel:  1.800.752.4959  or  +1.202.383.2403  I  Fax: +1.202.383.7956  lawgnews@AviationNow.com 

www.AviationNow.com/security 
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infrastructure:  it  starts  with  you. 


When  you  left  the  office  last  night,  you  worked 
for  a  Midwest-based  enterprise  humming  nicely  along 
with  ten  accounts. 

When  you  walked  in  this  morning,  you  were 
greeted  by  an  e-mail  announcing  that  you  just  landed 
a  new  piece  of  business — which  happens  to  be  bigger 
than  those  same  ten  accounts  combined. 

What's  at  the  top  of  today's  to-do  list?  Figure  out 
how  to  expand  your  supply  chain  and  create  distribution 
channels  to  service  all  of  your  client's  retail  locations  around 
the  world.  And  could  you  do  it  by  tomorrow,  thank  you? 

Hopefully,  you've  got  an  infrastructure  that's  built 
on  technology  that  works  around  your  needs,  not  the  other 
way  around.  It  should  be  standards-based,  so  you're  limiting 
your  risk.  Adaptable,  so  you  can  quickly  adjust  to  change. 
Reliable,  so  you're  up  and  running  without  a  hitch. 

At  HP,  we  engineer  infrastructure  that  starts  with 
you — your  business,  your  issues,  your  opportunities.  So  you 
can  easily  respond  as  your  business  expands,  contracts 
or  takes  off  in  new  directions. 

Servers  that  are  designed  to  address  the  critical 
nature  of  an  always-on  Internet  infrastructure.  Software 
that  puts  your  entire  network  within  easy  reach  of  your 
keyboard.  Storage  that  enables  you  to  transparently  scale 
your  capacity.  Service  professionals  to  help  you  quickly 
design  and  deploy  flexible  solutions  and  infrastructures. 
As  well  as  the  support  resources  to  help  keep  them 
running  24/7 

HP  infrastructure  solutions  are  based  in  the  real 
world  of  business.  Because  the  last  time  we  checked, 
that's  where  we  all  work.  Call  1.800.HPASKME,  ext.  246. 
Or  visit  hp. com/go/infrastructure. 
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You  never  see  owls  eras) 


It's  easier  to  avoid  accidents  at  night  when  you  can  see  in  the  dark. 

Which  is  exactly  what  our  intelligent  infra-red  system  will  do  for  your  car  in  the  near  future. 

Find  out  more  about  the  vision  of  accident-free  driving  at  www.daimlerchrysler.com. 
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Your  board  of  directors  has  a  few  very  simple  requests:  higher  productivity,  lower  costs, 
and  improved  efficiency.  It's  time  you  met  Brown.  Brown  can  help  you  coordinate  the 
flow  of  goods,  data  and  funds  throughout  your  procurement,  manufacturing  and  delivery 
cycle.  Brown's  technology  works  with  yours  to  give  you  better  visibility  into  your  supply 
chain.  And  you  thought  we  just  delivered  packages.  WHAT  CAN  BROWN  DO  FOR  YOU?5 
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No  tolls,  no  dead  ends.  Only  Sun  ONE  softwa 
puts  your  entire  IT  infrastructure  into  high  gea 
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A  lot  of  companies  are  out  there  trying  to  sell  you  an  "integrated  Web  Services  platforr 
But  what  they're  really  trying  to  do  is  lock  you  into  theirs.  Of  course,  integrating  yoi 
information  assets  will  allow  you  to  offer  more  services,  get  bigger  savings  and  ear 
greater  profits.  You'll  also  get  better  customer  service,  tighter  supply  chains  and  achiev 
increased  productivity.  But  how  do  you  do  it  without  ripping  out  and  replacing  everything 
And  how  do  you  make  it  future-proof?  Sun™  ONE  is  the  answer. 
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Visit  wvwv.sun.com/sunoneinfo  to  register  to  receive  the  Sun  ONE  starter  kit  and  join  the  online  Sun  ONE  communh 


©2001  Sun  Microsystems,  Inc  All  tights  reserved  Sun,  Sun  Microsystems,  the  Sun  logo,  the  Sun  ONE  logo,  Java.  iPlanet,  Forte,  Solaris.  iForce  and  SunTone  are  trademarks  or  registered  trademarks  of  Sun  Microsystems,  Inc.  in  the  United  States 
other  countries.  UNIX  is  a  registered  trademark  in  the  United  States  and  other  countries,  exclusively  licensed  through  X/Open  Company,  Ltd. 


SunONE 

Open  Net  Environment 


IT'S  THE  FUEL-INJECTED  JAVA™ 
AND  XML  SOFTWARE  PLATFORM. 

Sun  ONE  is  a  software  platform  of  rock- 
solid  products  that  lets  you  integrate 
whatever  services  you  demand.  And 
you  can  leverage  the  power  of  your 
legacy  systems  to  launch  services  today 
without  locking  you  into  a  dead-end 
solution  tomorrow.  Sun  ONE  includes 
the  iPlanet"  product  portfolio,  with  the 
most  popular  LDAP  directory  server  on 
the  market,  and  Forte"  for  Java"  tools, 
the  quickest  way  to  write  Java  apps 
anywhere.  And  it's  all  built  with  Java 
and  XML  technologies,  supports  SOAP, 
WSDL  and  UDDI,  and  runs  on  Solaris;" 
the  #1  UNIX*  operating  environment. 


OPEN  STANDARDS  MEAN 
YOU'RE  IN  THE  DRIVER'S  SEAT. 


Unlike  some  people  out  there,  we  don't 
claim  to  know  everything  that's  down 
the  road  ahead.  We  build  our  products 
to  be  open  and  integratable,  meaning 
they  can  work  with  any  of  the  leading 
software  products  available  today. 
The  Sun  ONE  platform  is  optimally 
engineered  to  work  together,  and  with 
whatever  other  standards-based  prod- 
ucts you  have  in  the  platform. 


WE'RE  A  FULL-SERVICE  STATION. 
SO  COME  ON  BY. 


Our  platform  is  designed  to  be  easily 
implemented  by  Sun's  extensive  team  of 
Enterprise  Service  Professionals,  as  well 
as  by  your  favorite  iForce1"  ISV,  systems 
integrator  or  reseller,  and  deployed  reliably 
and  securely  as  a  SunTone1"  Certified 
solution.  We  know  how  to  integrate 
network  architecture  better  than  anyone. 
Now,  with  Sun  ONE,  we're  launching 
you  into  a  whole  new  realm  of  services, 
savings  and  greater  profits. 
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We  develop  innovative  pharmaceuticals  for  the  treatment  of  cancer. 


So  that  cancer  doesn't  stand  in  the 
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Millions  of  people  are  diagnosed  with  cancer  every  year.  This  disease  hampers  the 
prospects  of  many  for  a  long  and  full  life.  At  Aventis,  one  of  the  world's  leading  pharmaceutical  companies, 
we  offer  innovative  drugs  for  the  treatment  of  common  cancers,  such  as  breast,  lung  and  colorectal  cancer. 
Our  scientists  are  utilizing  new  technologies,  including  gene  therapy  and  immunology  to  develop  new  agents 
for  the  treatment  of  head  and  neck,  lung  and  gastric  cancer.  Our  goal  is  to  develop  more  effective  treat- 
ments for  cancer;  ones  that  give  people  a  better  chance  to  make  their  dreams  come  true. 

Aventis.  Strasbourg  (France),  is  listed  on  the  stock  exchanges  in  Paris,  Frankfurt  and  New  York,    www.aventis.com 
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Telecom  Tidal  Wave 

It  started  with  Global  Crossing's  undersea- 
cable  boondoggle  and  bankruptcy.  Now, 
debt-burdened  players  large  and  small — in 
the  U.  S.  and  abroad — face  a  major  shakeout 
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At  Fannie  Mae!  our  job  is  to  lower  costs 

to  save  home  buyers  money. 


fti  FannieMae 

www.fanniemae.com 


At  Fannie  Mae,  our  main  purpose  is  to  lower  the  cost  of  homeownership 
so  that  more  families  can  experience  the  joy  and  pride  of  having 
homes  of  their  own. 

That's  been  our  goal  for  over  30  years.  And  our  work  is  paying 
off.  We  help  lenders  offer  mortgages  to  home  buyers  that 
save  them  as  much  as  $30,000  over  the  life  of  a  30-year, 
fixed-rate  conventional  loan. 


You  see,  at  Fannie  Mae,  everything  we  do  is  in  the  pursuit  of  one 
goal  —  making  the  American  Dream  an  affordable  dream. 
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ENRON  REPORT 

NOW,  PwC 
IS  IN  HOT  H2O 


SO  FAR  IN  THE   ENRON  SAGA, 

Arthur  Andersen  has  borne 
the  weight  of  accounting's 
failures.    But    that's    about 
to  change.  A  congressional 
source  tells  Business- 
Week that  investiga- 
tors     have      begun 
compiling  documents 
to  determine  Price- 
waterhouseCoopers' 
role,  too. 

At  issue  is  Price- 
waterhouse's    work 
for  both  Enron  and 
those   controversial  SCHIRO: 
debt-shielding  part-   to  testify 
nerships   controlled 
by  then-Chief  Financial  Offi- 
cer Andrew  Fastow.  On  two 
occasions,  the  world's  biggest 
accounting  firm  certified  that 
Enron  was  getting  a  fair  deal 
when  it  exchanged  its  own 
stock  for  options  and  notes 
issued  by  Fastow-controlled 
partnerships    in    1999    and 


2000.  Investigators  will  ask 
whether  those  stock  transfers 
really  were  "fair,"  as  Price- 
waterhouse  certified.  A  Price- 
waterhouse  spokesman  says 
the  company  stands  by  its 
earlier  assessment  of  the 
deals  and  is  cooperating  with 
congressional  investigators. 
Investigators  will  also  ask 
whether  Pricewater- 
house  had  conflicts  of 
interest:  It  did  tax 
consulting  for  one  of 
the  partnerships, 
LJM2.  Accounting  ex- 
perts say  that  could 
have  affected  Price- 
waterhouse's  advice 
to  Enron.  Price wa- 
terhouse  says  there's 
no  conflict  between 
tax  consulting  and 
preparing  fairness  opinions. 
Pricewaterhouse's  new 
ceo,  Samuel  DiPiazza  Jr.,  is 
likely  to  escape  the  worst  of 
the  flak.  Instead,  ex-CEO 
James  Schiro  may  well  be 
the  next  one  hauled  before 
Congress.  Mike  McNamee 
and  Heather  Timmons 
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OLYMPIC  LORE 

SOLID  GOLD  FOR 
FASHION,  EH? 

BEFORE  THE  OLYMPICS,  BERETS 

were  largely  limited  to  art- 
school  nerds.  But  cute  caps 
are  all  the  rage  since  appear- 
ing on  the  heads  of  the  U.  S. 
team  during  opening  cere- 
monies. Toronto-based  Roots 
designed  the  U.S.,  British, 
and  Canadian  Olympic  teams' 
uniforms.  Its  $19.95  beret  has 
become  the  must-have  me- 
mento of  the  Salt  Lake 
City  Games.  Fans  line 
up  to  buy  them 
They're  even  get- 
ting bids  of  up  to 
$255  on  eBay. 
Baseball  caps, 
hats,  fleece  tops 


MICHELLE  KWAN: 

Berets,  berets 
14  BusinessWeek 


and  parkas  are  also  selling 
well. 

Roots  is  racing  to  keep  up 
with  demand  and  expects  to 
sell  at  least  half  a  million 
berets  by  the  time  things 
wrap  up  in  Utah.  "This  is  the 
most  exciting  thing  to  hap- 
pen to  us  in  28  years,"  says 
Roots  ceo  Marshall  Myles, 
who  has  140  stores  in  Canada 
but  just  six  in  the  U.  S.,  plus 
two  temporary  ones  in  Utah. 
Why  is  a  foreign  compa- 
ny making  U.  S.  Olympic 
wear?  Myles  says  the  U.S. 
team  approached  Roots 
after  U.S.  athletes 
at  the  Nagano 
Games  asked: 
"Why  do  the 
Canadians  look 
so  great?"  In- 
ternational com- 
petition is  what 
the  Olympics  is  all 
about.  Diane  Brady 
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TALK  SHOW  "They  won't  call  me  that  in  Brooklyn.)) 

— Honorary  Knight  and  former  New  York  City  Mayor  Rudolf 
Giuliani,  after  being  asked  if  anyone  would  call  him  "SirRv 


DEAL  MILL 

SUDDENLY,  FIORINA'S 
ODDS  LOOK  BETTER 

it's  looking  increasingly  as 
if  Hewlett-Packard  ceo  Carry 
Fiorina  could  win  her 
Mar.  19  proxy  fight  with  dis- 
sident board  member  Walter 
Hewlett  over  HP's  bid  for 
Compaq  Computer. 

Many  shareholders  who 
share  Walter's  concerns  have 
been  selling  shares,  fearing 
the  merger  will  go  through. 
That  dilutes  his  ability  to  nix 
it.  Others  are  buying  stock 
just  in  case  HP  manages  to 
pull  off  the  merger,  cuts  costs 
by  $2.5  billion,  and  ends  up 
boosting  the  stock  price. 

Government  filings  show 
that  big  institutional  investors 
Alliance  Capital  Management, 
Dodge  &  Cox,  and  Vanguard 
Investments  increased  HP 
holdings  by  112%,  29%,  and 
6%,  respectively,  in  the  fourth 


TEAMMATES?  With  Cot 
ceo  Michael  Capellas 


quarter  of  last  year.  Ai 
of  HP's  largest  sharehc 
which  dumped  millio 
shares  after  the  deal  w 
nounced,  says  it  recent 
more  than  doubled  its  : 
Why  are  investors 
willing  to  bet  on  HP?  Bd 
and  Compaq  just  anno 
better-than-expected  qu 
ly  results.  And  unles 
merger  ends  up  a  con 
disaster,  investors  belie 
stock  is  unlikely  to  fall 
further.  Peter  Bu 


THE  LIST   RIPPLE  EFFECTS 
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Job  losses  caused  by  the  events  of  September  1 1 

Here  are  the  cities  likely  to  see  the  largest  percentage] 

drops  in  employment  due  to  the  terrorist  attacks: 


METRO 
AREA 

DROP  IN  2002 
EMPLOYMENT* 

SEPTEMBER  11 
CONNECTION 

LAS  VEGAS 

5.0% 

Tourism  relies  on  air  travel 

MYRTLE  BEACH, 

s.c. 

3.6 

Nation's  highest  concentrat 
of  restaurant  employment 

NEW  YORK 

3.4 

Finance  and  advertising 
severely  disrupted 

RENO,  NEV. 

3.2 

Heavy  reliance  on  hotel/mo 
employment  and  air  travel 

ATLANTIC  CITY 

3.0 

Nation's  highest  concentrat 
of  hotel/motel  employment, 
but  visitors  come  by  car 

*Est. 

Data:  Milken  Insti 
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cadillac.com    800  333  4CAD 

*MSRP.  Tax,  title,  license  and  other  optional  equipment  extra.   ©2001  GM  Corp.  All  rights  reserved.  CadillaceCadillac  badge..  CTS- 


ALTERING  PERCEPTIONS  ONE  SECOND-GLANCE  AT  A  TIME 

CADILLAC  CTS 

Precision  steering.  Advanced  handling.  High-performance  braking. 
The  beauty  of  control.  Starting  at  $29,990.  As  shown  $33,490. 
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PRODUCT  PEEK 

SO  YOUR  LIE  MAY 
ALWAYS  BE  TRUE 

GOLFERS  HAVE   A  LITANY 

of  excuses  for  wayward      ^ 
putts — the  wind,  the  club, 
not  to  mention  the  green. 
Some,  including  famed  putt 
meister  Dave  Pelz,  even  blame 
the  golf  balls.  Now,  Wilson 
Sporting  Goods  agrees, 
saying  that  golf  balls  of- 
ten don't  roll  straight. 
Naturally,  Wilson  has 
a    solution — a    new  i 
ball     that     rolls 
straighter.      It 
goes  on  sale  in 
March. 

Small    manu- 
facturing irregu- 


THE  FEDS 

IN  THE  TRADE  WAR 
TRENCHES:  WOMEN 

YOU  needn't  look  up 
statistics  to  know  that  men 
outnumber  women  in  the  top 
ranks  of  Washington.  If 
you're  interested,  though,  the 
ratio  is  4  to  1:  Of  federal  jobs 
paying  $120,000  or  more, 
roughly  12,000  are  held  by 
men,  3,000  by  women. 

But  there's  one  place 
where  women  have  trumped 
the  ratio:  the  Office  of  the 


WARRIOR:  USTR's  Novelli 

U.S.  Trade  Representative 
(ustr).  Even  though  the  cur- 
rent top  gun,  Robert  Zoel- 
lick,  is  a  man,  women  hold 
many  of  the  senior  positions 
at  the  Cabinet-level  agency 
that  conducts  America's  trade 
talks  with  other  nations  and 
within  the  World  Trade  Or- 
ganization. Eight  of  the  15 
assistant    trade    reps — top 


larities  can  cause  the  heavier 
core  of  golf  balls  to  be  off- 
center  within  the  lighter 
cover,  says  Wilson's  golf 
biz  head  Luke  Reese. 
One  in  12  high-end 
balls  has  the  problem. 
To  fmd  out,  float  a  ball 
in  salt  water  and  see 
if  one  side  always  comes 
up.  Wilson  says  its  new 
True  ball,  with  a  lighter 
core  and  heavier  cover, 
solves  the  problem.  "A 
bad  ball  can  really  hurt 
your  putting,"  says  Pelz. 
"If  Wilson  has  elimi- 
nated the  problem,  this 
would  be  a  plus." 
And  if  the  ball  still 
doesn't  roll  straight? 
Maybe  it  really  is  your 
fault.  Kimberly  Weisul 

staff  at  most  negotiating  ta- 
bles— are  female,  and  two  of 
the  four  deputy  and  associ- 
ate trade  reps  are  women. 
That's  a  ratio  of  nearly  1  to  1. 

Hammering  out  trade 
deals  can  involve  lots  of  trav- 
el and  uncertain  schedules, 
with  long  evenings  and  week- 
end work — hardly  a  family- 
friendly  routine.  And  in  some 
countries,  women  aren't  ex- 
actly welcome  as  equals  at 
the  bargaining  table. 

But  Catherine  Novelli,  an 
assistant  rep  who  heads  the 
Europe  and  Mediterranean 
desk,  says  women  are  at- 
tracted by  the  meritocracy 
and  the  lack  of  a  glass  ceiling 
at  ustr.  "Establishing  your 
bona  fides  as  a  negotiator  is 
always  an  issue  regardless  of 
your  gender,"  says  Novelli. 
"It  is  doubly  difficult  for  a 
woman  in  the  male-dominat- 
ed cultures  of  some  countries, 
but  demonstrating  your  ne- 
gotiating skills  overcomes 
those  barriers." 

The  trade  office  was  head- 
ed by  women,  Carla  Hills 
and  Charlene  Barshefsky, 
during  the  elder  Bush  and 
Clinton  Presidencies.  And 
even  though  the  State  Dept. 
once  was  too,  its  men-to- 
women  ratio  at  the  top  level 
is  3  to  1.      Paul  Magnusson 


DRAWN  &  QUARTERED 


VIA  NOT  ANSWE&ING 
AW  SUCTIONS... 

NOVJ'VE  TAKEN 
ON     A 

PROSECUTORIAL 
Tome:.. 


PLANE  TALK 

IN  EUROPE,  NO  FRILLS 
MEANS  NO  AIRBUS 

AIRBUS  CAN'T  SEEM  TO  GET  A 

ticket  to  the  hottest  party  in 

its  own  neighborhood:  the 

rapid  expansion  of  no-frills 

air  travel.  None  of  Europe's 

discount      carriers,      from 

Ryanair  to  easyJet  to  Virgin 

Express,   owns   an  Airbus. 

And  on  Jan.  24, 

Ryanair  ordered 

up  to  150  more 

Boeing        737- 

800s,      making 

the  Irish  airline 

all-Boeing  for  at 

least  10  years.      737:  Working 

Why  can't 
Airbus  get  in  on  the  action? 
Its  slightly  smaller  A320  is 
cheaper — $54  million,  vs.  $60 
million  for  a  737.  But  indus- 
try execs  say  Boeing  proba- 
bly did  the  Ryanair  deal  for 
$40  million  a  pop.  More  im- 


portant, the  737  has  bt 
ing    since    1966,    22 
longer   than   the   A3l| 
there's  a  supply  of  use 
for  carriers  starting  u{ 
shoestring.  "The  737 
aircraft  of  choice  for  lol 
carriers,"  boasts  Toby 
executive  vice-presidej 
sales  at  Boeing. 

To  sell  to  this  crowc 
bus  would   have  to 
Boeing's     discounts, 
throw  in 
such  as 
parts  anc| 
training, 
worldwidl 
craft  orde 
pected  tol 
60%  this) 
Airbus 
ford  such  generosity, 
has  fared  better  in  the 
JetBlue  and  Frontier  s< 
Airbus  is  more  fuel-ef 
and  has  wider  seats.  Ill 
rope,  though,  it's  still  I 
big's  party.      Carol  Mil 


class  hero 


THE  BIG  PICTURE 


POWER  DRAIN 

Many  electronic  devices  use  power  when  they're  in  standby  mode 
even  when  turned  otf.  Energy  "leaked"  in  this  way  accounts  tor  5 
to  10%  of  all  residential  electricity  consumption  in  the  U.S. 


AMOUNT  OF 

ELECTRICITY  LEAKEO. 

YEARLY.  BY  K/HR 

ENOUGH  TO  POWER 

A  60-WATT  BULB 

NONSTOP  FOR 

PERSONAL  COMPUTER 

14.9 

10.3  DAYS 

STEREO  SYSTEM 

26.3 

18.3  DAYS 

ANSWERING  MACHINE 

26.3 

18.3  DAYS 

TELEVISION 

39.4 

27.3  DAYS 

VCR 

51.7 

35.9  DAYS 

CABLE-TV  BOX 

94.6 

65.7  DAYS 

Data  Lawrence  Berkeley  National  Laboratory 


Polls,  surveys,  and  other  items  for  consideration  in  this  section  should  be  sent  to  upfront"  businessweek.com 
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FINANCIAL 


PLANNING 


INVESTING 


BANKING 


LENDING 


ADVICE 


TRADE  is  and  services  offered  by  E -TRADE 

d  may  lose  value.  Bank  pro-: 
•ortgage 
S'TRADE  EC. 
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THE  RIGHT  WAY 

TO  SPOT  A  RECESSION 


"What  recession?"  (News:  Analysis 
&  Commentary,  Feb.  jtl)  raises  ques- 
tions about  the  National  Bureau  of  Eco- 
nomic Research's  approach  to  deter- 
mining whether  the  economy  is  in 
recession.  I  am  responding  [as  chair- 
man] for  the  nber's  Business  Cycle.  Dat- 
ing Committee. 

First,  let  me  correct  some  important 
factual  errors.  Industrial  production  has 
been  in  decline  since  June,  2000,  not 
October,  2000,  as  the  article  states.  Fur- 
ther, you  fail  to  mention  that  the  decline 
in  production  has  been  far  larger  than 
the  average  of  the  previous  six  reces- 
sions, hardly  consistent  with  your  theme 
that  this  may  not  have  been  a  recession 
at  all.  Second,  you  state  incorrectly  that 
"real  incomes  are  still  growing  solidly." 
In  fact,  real  income  peaked  in  Septem- 
ber. Again,  the  facts  do  not  support 
your  hypothesis. 

Your  article  raises  the  important 
question  of  how  to  determine  when  the 
economy  is  in  recession  during  periods 
of  rapid  productivity  growth.  A  reces- 
sion is  a  time  when  labor  and  capital  are 
not  employed  as  intensively  as  normal — 
unemployment  rises,  and  capacity  uti- 
lization falls.  In  the  current  recession, 
employment  has  fallen  1.1  percentage 
points  below  its  peak  in  March  of  last 
year — a  larger  decline  than  the  aver- 
age of  the  previous  six  recessions.  This 
fact,  more  than  any  other,  has  convinced 
the  committee  that  there  is  no  ques- 
tion that  a  recession  has  occurred. 

With  continuing  substantial  produc- 
tivity growth,  output  and  income  have 
shrunk  relatively  little  in  this  recession. 
Real  gross  domestic  product,  according 
to  preliminary  data  for  the  fourth  quar- 
ter of  2001,  is  about  0.3%  below  its  peak 
in  the  second  quarter.  Real  income  is 


also  not  far  below  its  earlier  pea 
in  normal  times — with  normal 
of  employment,  rather  than  shrinld 
output  would  be  growing  robusthj 
contracting.  Again,  there  is  no 
that  the  economy  is  in  recession. 

We  support  your  call  for  better  | 
But  we  depart  vigorously  from 
claim  that  our  view  of  the  available 
has  failed  to  keep  up  with  changl 
the  economy.  We  stand  by  our 
mination  that  the  economy  reach 
peak  in  March,  2001,  and  contract! 
the  months  following  that  date. 

Robert  E 
Stanford  Unive 

Stanford, 
Editor's  note:  After  peaking  in 
2000,  industrial  production  rose  h 
August  and  September,  and  it  "has\ 
falling  since  October,"  as  we  saia 
did  not  ignore  the  drop  in  indv 
production.  We  said  that  manufact\ 
was  in  its  "worst  slump  since  th 
pression,"  but  as  the  NBER  has  t\ 
industrial  production  is  a  small\ 
declining  share  of  output.  Also, 
the  nber's  March,  2001,  recession 
real  income  has  not  declined  in] 
month  except  October — following^ 
September  shock — and  it  has  rebou\ 
strongly.  Our  main  point:  High 
ductivity  growth  places  less  import! 
on  employment  as  a  business  cycl\ 
dicator,  because  output  and  real  h 
can  rise  even  if  employment  falls.  | 

HOW  CAN  THE  GOVERNMENT 
HEAD  OFF  ANOTHER  ENRON? 

You  say  that  bankers,  analysts,] 
accountants  "have  enormous  conflic 
interest,"  which  the  1933  Glass-SteJ 
Act  aimed  at  overcoming.  Its  1£ 
peal  "has  ushered  in  their  return"  |  I 
you  trust  anybody  anymore?"  C{ 
Story,  Jan.  28).  The  way  in  which 
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of  financial  deregulation  was  rammed 
through  during  Clinton's  second  term 
was  unfortunate,  especially  in  these  su- 
pervisory areas.  I  am  worried  about 
what  may  come  as  a  result  of  the  intro- 
duction of  value-at-risk  models,  where 
the  banking  supervisors  admit  that  they 
cannot  track  all  the  pieces  of  banks' 
portfolios,  especially  the  off-balance- 
sheet  derivatives — and  supervisors  ask 
the  banks  simply  to  provide  what  their 
strategies  are  for  managing  risk.  This 
form  of  semi-self-regulation  may  hide  a 
lot  of  vulnerabilities  from  supervisors, 
especially  as  barriers  between  financial 
services  erode. 

I  have  consistently  been  impressed 
with  Business  Week's  vrillingness  to  con- 
sider the  positive  role  of  government 
policy  while  keeping  its  (correct)  fun- 
damental belief  in  the  need  for  active 
markets  and  entrepreneurial  rewards. 

Adam  S.  Posen 

Senior  Fellow 

Institute  for  International  Economics 

Washington 

It  is  tragic  that  Enron  Corp.  em- 
ployees lost  so  much  value  in  their 
401(k)  retirement  plans  ("Bracing  for  a 
backlash,"  Special  Report,  Feb.  4).  How- 
ever, to  regulate  how  employees  may 
allocate  their  contributions  to  their 
401(k)  plans  would  be  yet  another  gov- 
ernmental invasion  of  privacy  and  cur- 
tailing of  freedom  in  the  name  of  saving 
people  from  themselves.  If  I  wanted  to 
put  100%  of  my  401(k)  investment  in 
my  company's  stock  but  regulators 
would  not  allow  it,  what  happens  if  the 
company's  stock  doubles?  Can  I  sue  the 
government?  Regulators  are  there  to 
make  sure  corporations  are  not  misrep- 
resenting their  financial  situation,  not 
to  make  investment  decisions  for  people. 

Jim  Mason 
Castle  Rock,  Colo. 

"Can  you  trust  anybody  anymore?" 
(Cover  Story,  Jan.  28)  carefully  and  ac- 
curately examines  the  failures  and  mis- 
conduct of  Enron  executives  and  board 
members.  The  problems  are  said  to 
be  systemic.  Inexplicably,  there  is 
nary  a  mention  of  the  enactment 
in  1995,  over  a  Presidential 
veto,  of  the  Private  Secu- 
rities Law  Reform  Act. 
The  pslra  established  near-  * ,  I 

herculean  obstacles  to  prosecut-         '  J 
ing  securities  fraud — including  ad-  ^ 
dressing  the  very  kinds  of  behavior 
by  Enron  executives  and  their  ac- 
countants from  Andersen  that  were  so 
universally  criticized  by  the  White 
House  and  Capitol  Hill. 
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In  the  absence  of  any  "smoking  gun" 
information  or  any  evidence  of  intent 
elsewhere  unheard  of  in  civil  litigation, 
such  cases  were  to  be  dismissed — with- 
out even  allowing  discovery  to  find  out 
what  documents  remained  after  the 
shredder.  In  passing  this  thinly  reasoned 
law,  Congress  opened  the  door;  former 
Enron  Chairman  Kenneth  L.  Lay  and 
his  happy  band  simply  walked  right,  on 
through. 

Those  bipartisan  "shocked  and  ap- 
palled" members  of  Congress  now  in 
search  of  who  was  responsible  for  En- 
ron might  start  by  looking  in  the  cloak- 
room mirror. 

Al  Meyerhoff 

Milberg,  Weiss,  Bershad, 

Hynes  &  Lerach 

Los  Angeles 

Editor's  note:  The  writer's  firm  seeks  to 

become  lead  counsel  among  the  dozens 

of  Enron  cases  filed,  and  is  one  of  the 

top  filers  of  shareholder  suits  in  the 

U.S. 

POLITICIANS,  BEWARE  OF 

FICKLE  PUBLIC  OPINION 

In  "Bush's  new  reality"  (Cover  Story, 
Feb.  4),  it  is  interesting  that  you  say 
"Bush  [is]  now  basking  in  a  Churchillian 
glow."  I  wonder  if  the  President's  ad- 
visers are  aware  that  only  two  months 
after  the  defeat  of  Nazi  Germany,  Win- 
ston Churchill  lost  a  bid  for  reelection 
primarily  because  of  the  public's  con- 
cern over  the  postwar  economy. 

Some  glow. 

Lee  Dribin 
Los  Angeles 

Public  accounting  is  like  being  in  the 
cia — when  you  do  your  job  well,  no  one 
notices  (or  cares),  but  failures  are  al- 
ways front-page  news  ("There's  no  pos- 
itive spin  on  this  one,  Mr.  Lindsey," 
Special  Report  Commentary,  Jan.  28). 

J.  C.  Boakes,  cpa 
Westampton,  N.J. 

"How  to  prevent  future  Enrons . . . 
And  campaign  finance  shenanigans" 
(Editorials,  Jan.  28)  cites  the  $5.8 
million  that  Enron  spent  during 
the  past  12  years  buying  politi- 
cians— a  measly  $483,000  per 
year.  It  is  obvious  that  the 
$80  billion  company  known  as 
Enron,  once  the  seventh-largest 
corporation  in  the  world,  was  head- 
ed  by  a  bunch  of  pikers!  Are  politi- 
cians unhappy  because  Enron  didn't 
spend  more? 

John  Stadler 
Fox  Island,  Wash. 


CORRECTIONS  &  CLARIFICATU 

"The  Fine  Print"  (BusinessWeek  Investl 
Feb.  4)  reported  that  IBM's  pension  ful 
boosted  its  2000  earnings  by  $824  millitf 
or  7%  ot  pretax  income.  This  reflects 
impact  ot  IBM's  U.S.  pension  fund  alor 
When  IBM's  non-U.S.  plans  are  include 
pension  income  boosted  2000  earnings) 
$1,171  billion,  or  10.2%  of  pretax  incon 


PUTTING  AN  END 

TO  THE  NUMBERS  GAME 

In  "Brutal  honesty  could  force  a 
ket  correction"  (Special  Report  C<j 
mentary,  Feb.  4),  everyone  is  foe 
on  the  symptoms  rather  than  the  p^ 
lem  behind  the  pro-forma-numbers 
troversy.  The  answer  lies  in  the  opel 
ing    results,    debt    load,    and    dl 
maturities.  Notice  the  number  of  cJ 
panies  that  get  little  notice  when  tj 
take  on  off-balance-sheet  activities 
sizable  debt  at  an  early  stage  with 
earnings  or  assets  to  cover  the 
ties  of  the  obligations.  But,  then  ag 
we  are  too  busy  staring  at  the  inc<| 
prehensible  net-income  line.  Who 
time  to  look  at  the  company's  cash 
footnotes,  and  balance  sheet? 

Harvey  N.  G| 
President  & 
Sunrise  Capital  C<| 
Snohomish,  W;| 

Your  Enron  Watch  series  fails  to  1 1 
with  an  important  aspect  of  this  debs 
Until  the  last  moment,  both  Stands 
Poor's  Corp.  and  Moody's  Investors 
vices  were  giving  it  investment-gr.] 
ratings.  Many  investors,  including 
sion  funds,  were  misled.  It  seems  t( 
that  the  filter  used  to  devise  rati 
must  change:  The  real  challenge 
come  up  with  new  rules  (probably  ms 
ematical  in  nature)  that  could  res 
evaluate  risk  in  the  present  envir 
ment.  The  Long-Term  Capital  Manal 
ment  affair  should  have  concentraf 
everybody's  mind  a  long  time  ago. 

Max  Papadopoul 
Montrl 

I  read  the  twisted  tale  of  former  1 
ron  Chief  Financial  Officer  Andrew  F 
tow's  financing  scandals  and  bumpti' 
behavior  with  utter  disdain  ("The  n 
behind  the  deal  machine,"  Special  1 
port,  Feb.  4).  While  there's  much  to 
said  about  self-confidence  and  drivin 
hard  bargain,  at  the  end  of  the  day, 
hering  to  professional  decorum  and  i 
ing  responsibly  keeps  the  playing  fi 
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These  days,  you  need  even  more  ways 
to  make  the  most  of  your  money.  Which 
is  why  E*TRADE  has  become  the  new 
E*TRADE  Financial.  We've  brought 
together  powerful,  comprehensive 
tools  and  services  to  help  you  build  a 
financial  plan,  make  investments,  bank, 
borrow,  and  get  advice.  To  find  out  more 
about  what  you  need  to  stay  ahead  in 
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level.  Looking  back,  I'm  surprised  the 
Enron  empire  did  not  fall  sooner. 

Hunter  Lynne 
San  Diego 

A  BLACK  EYE  FOR  ACCOUNTANTS 
THAT  WONT  GO  AWAY  SOON 

"Accounting  in  crisis"  (Cover  Story, 
Jan.  28)  says:  "There  is ...  no  substitute 
for  personal  integrity."  CPAs  are  required 
to  study  professional  ethics  only  at  the 
beginning  of  their  careers.  To  be  suc- 
cessful in  the  profession,  one  learns 
quickly  to  cater  to  the  requests  of  the 
clients  who  pay  the  highest  fees,  re- 
gardless of  ethical  considerations.  Or, 
one  seeks  other  employment. 

John  Mitchell,  cpa 
Sparks,  Nev. 

There  is  another  solution  to  this  prob- 
lem not  mentioned  in  your  articles:  Vote 
"no"  when  your  next  proxy  is  solicited  if 
Arthur  Andersen  is  proposed  as  the 
outside  auditing  firm.  If  we  all  do  this, 
the  message  will  be  loud  and  clear  to  all 
accounting  firms. 

Donald  G.  Manly 
Salem,  S.C. 

I  suggest  the  following  "attest"  para- 
graph for  Big  Five  audits:  "None  of  us 
at  this  firm  has  the  slightest  idea  what 
or  how  this  company  is  doing.  We  will 
attest,  however,  that  the  pictures  of  the 
president  and  chairman  of  the  board 
did  represent  what  they  looked  like  at 
the  time — although  we  have  no  idea 
what  they  look  like  now." 

Len  Gold,  cpa 
East  Windsor,  N.J. 

Bruce  Nussbaum's  pronouncement, 
"In  short,  most  certified  public  account- 
ants feel  little  duty  to  the  public  at 
large,"  is  uninformed  and  unfair  ("Can 
you  trust  anybody  anymore?"  Special 
Report,  Jan.  28).  To  infer  from  Ander- 
sen's failings  that  most  CPAs  must  like- 
wise have  little  regard  for  the  public 
interest  would  suggest  a  similar  infer- 
ence that  some  uninformed  journalists 
define  the  level  of  honesty  and  accuracy 
we  can  expect  from  the  entire  media. 
Melody  L.  Pound,  cpa 
Oakland,  Calif. 

A  CURE  FOR 

U.S.  HEALTH  CARE 

Not-for-profit  community  provider  net- 
works such  as  California's  Sutter  Health 
play  a  critical  role.  Despite  the  impres- 
sion given  in  "The  new  power  play  in 
health  care"  (Social  Issues,  Jan.  28),  com- 


munity hospitals  are  being  forced 
down  or  eliminate  services  at  an 
ing  rate.  By  pooling  resources,  pr 
organizations  of  our  network  have 
or  replaced  more  than  a  dozen 
tals  and  care  centers  in  recent 
We've  also  reduced  overhead,  save 
lions  through  joint  purchasing,  an| 
proved  quality. 

The  emergence  of  provider  net\ 
pales  in  comparison  to  the  earlier,  I 
aggressive,  nationwide  health  m.| 
nance  organization  consolidations] 
20  separate  plans  we  negotiated  [ 
in  1990  have  consolidated  into  jus| 
super-HMOs.  Their  leverage  and 
over  providers  has  never  been  so  s\ 
or  threatening. 

Most  California  hospitals  and 
groups  lose  money.  Among  healtl 
power  players,  providers  are  outg 
overmatched,  and  underfunded. 

Cyndi  Ketti 
Sutter 
Sacranl 
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With  mortgage  rates  this  low,  you  may  find 
yourself  asking  some  questions  when  house  hunting, 
like  "Does  the  east  wing  also  have  a  pool?" 

You  may  be  surprised  to  learn  just  how  much  house  you  can  actually 
afford.  Considering  we  guarantee  the  lowest  combination  of  rates 
and  fees  on  new  home  loans  and  refinances.  And  with  the  help  of  our 
personal  loan  consultants,  there's  nothing  intimidating  or  complex 
about  it  either.  Whether  you're  on  the  phone  or  online,  the  whole 
application  process  takes  just  minutes.  E*TRADE  Financial. 
More  of  what  you  need  to  stay  ahead  in  today's  economy. 
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Visit  etrade.com,  call  1-800-ETRADE)  or  stop  by  any  of  our  twenty  four  E*TRADE  Financial  locations. 
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DOT.CON 

The  Greatest  Story  Ever  Sold 

By  John  Cassidy 

HarperCollins  •  372pp  •  $25.95 


HOW  THE  TECH  BOOM 
WENT  BIST 


When  I  started  John  Cassidy's 
new  book,  dot.con,  I  was  star- 
tled by  the  amount  of  materi- 
al pulled  from  other  sources.  After  read- 
ing one  good  anecdote  about  futurist 
George  Gilder,  I  noticed  a  nearby  foot- 
note, flipped  to  the  back,  and  found  that 
the  story  came  from  a  Forbes  article.  A 
wry  Netscape  tale  led  me  again  to  the 
back  pages,  where  I  found  it  was  from  a 
book  on  Netscape  published  several 
years  ago.  And  good  personal  detail  on 
AOL  Time  Warner  Chairman  Stephen 
M.  Case?  From  none  other  than  Busi- 
nessWeek. Clip  job,  I  thought! 

But  soldier  on,  dear  readers.  Cassidy, 
a  staff  writer  at  The  New  Yorker,  does 
have  much  to  offer  in  this  chronicle  of 
the  Internet's  financial  rise  and  fall.  Al- 
though sections  on  individual  companies 
lean  heavily  on  other  writers'  work, 
there's  plenty  of  Cassidy's  own  report- 
ing, analysis,  and  insight  throughout. 
He  really  hits  his  stride  when  he  fo- 
cuses on  the  economy,  the  Federal  Re- 
serve, and  the  psychology  of  manias. 

No  question,  Cassidy  has  a  rich  and 
fascinating  story  to  tell.  As  he  explains, 
the  '90s  stock  boom  was  about  more 
than  day  traders  and  computer-science 
graduates  trying  to  get  rich.  It  also  was 
about  "a  lone  superpower  that  believed 
it  had  discovered  the  secret  of  eternal 
prosperity.  It  was  about  a  group  of  pun- 
dits promoting  the  next  'big  thing.'  It 
was  about  Wall  Street  bankers  eager 
to  cash  in  on  an  unprecedented  source 
of  revenues."  Above  all,  he  says  it  was 
about  "ordinary  Americans,  enticed  by 
the  prospect  of  instant  wealth,  parting 
with  their  hard-earned  currency  for 
worthless  pieces  of  paper.  In  short,  the 
Internet  boom  and  bust  was  about 
America — how  it  works  and  what  it 
thought  of  itself  in  that  short  interreg- 
num between  the  end  of  the  Cold  War 
and  September  2001." 

dot.con  excels  at  providing  insight 


The  Greatest  #5l 


into  events  that,  in  retrospect,  seem  in- 
explicable. Why,  for  example,  did  pro- 
fessional money  managers  pour  funds 
into  the  stocks  of  Internet  companies 
that  had  no  profits  and  no  prospects? 
Maybe  some  of  the  money  managers 
were  dim,  but  many,  perhaps  most, 
knew  that  dot-com  stocks  were  wildly 
overvalued.  The  answer,  Cassidy  sug- 
gests, is  that  such  pros  have  little  choice 
but  to  follow  the  herd.  They're  judged 
on  how  well  they  perform 
against  benchmarks,  such 
as  the  Standard  &  Poor's 
500-stock  index.  Stick  close 
to  the  index,  and  your  job 
is  safe.  Make  a  contrarian 
bet  that  turns  out  to  be 
wrong,  and  you're  toast. 

One  telling  example  is 
the  story  of  Jeffrey  Vinik, 
manager  of  Fidelity's  Mag- 
ellan Fund,  the  biggest 
mutual  fund  in  the  coun- 
try. In  early  1996,  after  a 
big  bet  on  technology  paid 
off,  Vinik  grew  concerned  about  high 
valuations.  He  then  moved  some  of 
Magellan's  money  into  bonds.  His  per- 
formance suffered,  compared  with  that 
of  his  peers,  and,  by  May,  he  had  left 
Fidelity  to  run  his  own  money-manage- 
ment firm.  Although  Vinik  said  he  had 
not  been  fired,  Cassidy  notes  that  other 
fund  managers  drew  a  lesson  from 
Vinik's  experience:  "taking  money  out 
of  the  stock  market  could  be  a  career- 
ending  mistake." 

Cassidy  also  does  an  excellent  job  of 
sketching  a  nuanced  picture  of  invest- 
ment banks.  For  example,  Morgan  Stan- 
ley Dean  Witter  &  Co.  has  been  vilified 
for  analyst  Mary  Meeker's  indiscrimi- 
nate hyping  of  Net  stocks.  Cassidy 
points  out,  however,  that  investment 
banks  are  hardly  monolithic.  At  Mor- 
gan Stanley,  Barton  Biggs,  chief  global 
investment  strategist,  and  Byron  Wien, 
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ex-chief  investment  strategist,  w el 
lentlessly  bearish  in  the  late  '90l 
vestors  could  have  read  a  "doom  I 
essay  from  Biggs"  in  Morgan  S I 
newsletters,  right  alongside  Mel 
breathless  "buy"  recommendation! 
What's  bound  to  be  controvert 
the  blame  Cassidy  lays  at  the  doB 
of  Fed  chief  Alan  Greenspan.  The  I 
suggests  that  Greenspan  made  tvB 
mistakes:  not  raising  interest  rate  I 
enough  to  prick  the  stock  market  I 
in  1998  or  1999,  and  not  lowering! 
soon  enough  after  the  market  cracB 
early  2000.  In  August  and  Septel 
1998,  the  market  wobbled  undel 
twin  pressures  of  the  Long-Term  ( I 
Management  debacle  and  Russia! 
fault  on  some  of  its  debt.  In  resJ 
Cassidy  writes,  Greenspan  cut  infl 
rates  on  Sept.  29  and  then  again  of 
15.  "His  actions  added  to  the  grM 
belief  that  the  Fed  would  alwaj 
there  to  bail  out  invest! 
anything  went  wrongl 
this  made  investors  I 
more  willing  to  take  rl 
further  inflating  the  In™ 
bubble,  says  Cassidy.  I 
Then  in  May,  2000,1 
the  Nasdaq  fell  30%  frcl 
March  peak,  the  Fed  I 
rates  for  the  third  tinnl 
year.  "Greenspan  and  hi 
leagues  seemed  to  be  fJ 
ing  the  disastrous  precl 
of  1929,  when  their  pre<| 
sors  maintained  a  tight  policy  folia 
the  stock  market's  collapse.  GreeJ 
was  well  aware  of  the  Fed's  erroi| 
lowing  the  Great  Crash,  but  on  thl 
casion  he  didn't  think  there  wa.-l 
danger  of  an  economic  slump."  I 
than  a  year  later,  recession  had  s(l 
Pointing  the  finger  at  Greerl 
seems  too  simplistic.  There  are,  I 
all,  lots  of  other  villains  to  choose  I 
and  some — notably  investment  tl 
and  venture  capitalists — made  bil 
from  selling  stock  in  now-worthless 
companies  to  the  public.  But  this  il 
real  value  of  Cassidy's  book.  In  thJ 
tions  on  the  economy  and  the  Fel 
brings  his  own  expertise  to  bearl 
offers  up  fascinating,  if  controvel 
interpretations.  Agree  or  disagree! 
haven't  read  it  from  anyone  else. 

BY  PETER  ELS  j 
Elstrom  unites  about  technology^ 
telecom. 
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ONCE  THINGS  STARTED  GOING  SOUR,  CLAIMS 
CASSIDY,  GREENSPAN  AGGRAVATED  THE  PROCE: 
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Honda  Motor  Co .,  Inc  Acura  and  3.5RI.  are  trademarks  of  Honda  Motor  Co..  Ltd. 
Corporation.  Make  an  intelligent  decision.  Fasten  your  seat  belt. 


!  more  powerful  Acura  RL.  How  intimate  is  your  relationship  with  the  road?  You'll  find  out  with  a  more  potent 
-hp  engine  and  an  autobahn-tested  suspension.  Inside,  there's  an  Acura/Bose®  Music  System  with  6-disc  CD  changer 
plenty  of  room  for  your  loved  ones.  Remember  them?  Call  1-800-TO-Acura  or  visit  acura.com.    v/V^\LLJI^^\ 
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BOOK  BRIEFS 

YELLOW 

Race  in  America  Beyond  Black  and  White 

By  Frank  H.  Wu 

Basic  Books  •  397pp  •  $26 

RACE  MATTERS 

Frank  Wu,  the  Chinese-American  au- 
thor of  Yellow:  Race  in  America 
Beyond  Black  and  White,  teaches  law  at 
Howard  University  in  Washington,  D.  C, 
a  historically  black  institution.  In  social 
encounters,  writes  Wu,  "on  more  than 
one  occasion,  a  person  has  looked  me 
over  carefully,  paused,  and  then  stam- 
mered, are  you  actually  black?"  (He's 
not.)  Wu  is  asked  so  often  why  he 
teaches  at  Howard  that  he's  tempted 
to  respond  with  a  printed  handout.  But 
the  incidents  illustrate  a  lesson:  Al- 
though few  Americans  believe  they  are 
racists,  race  underlies  our  daily  percep- 
tions. We're  "racial  without  being 
racist,"  writes  Wu.  Few  would  likely 
think  twice  if  Wu  taught  at  a  predomi- 
nantly white  school,  because  an  up- 
wardly mobile  Asian  American  is  ex- 
pected to  want  to  be  in  the  mainstream. 
Wu  joins  a  growing  group  of  Asian- 


American  essayists,  including  former 
Clinton  White  House  speechwriter  Eric 
Liu  and  journalist/activist  Helen  Zia, 
who  are  building  a.bqdy  of  literature 
reflecting  on  Asian  Americans'  place  in 
the  U.S.  All  bring  the  tools  of  then- 
own  trades.  Wu's  book  lacks  the  poetry 
of  Liu's  writing  or  Zia's  compelling  nar- 
ratives. But  with  a  clear  exposi- 
tory style,  the  law  professor  ex- 
cels at  using  logic  to  unclothe 
the  inconspicuous  manifestations 
of  racial  thinking. 

It  starts  with  everyday  com- 
ments encountered  by  Asian 
Americans,  such  as  "Where  are 
you  really  from?"  Seemingly  iia 
nocuous,  the  question  reflects  tnQ 
persistent  view  of  Asian  Ameri- 
cans as  foreigners.  "Discrimination  based 
on  race  is  immoral,  but  discrimination 
based  on  citizenship  is  not,"  writes  Wu. 
So,  by  turning  Asian  Americans  into 
noncitizens,  even  those  who  don't  think 
of  themselves  as  racists  feel  free  to 
"turn  us  into  a  racial  threat,"  says  Wu. 

One  doesn't  have  to  go  back  far  for 
examples.  Just  three  years  ago,  Chi- 
nese American  Wen  Ho  Lee,  a  scientist 
at  Los  Alamos  National  Laboratory, 
was  prosecuted  for  selling  nuclear  se- 
crets to  China,  but  in  the  end  the  feds 


YELLOW 


dropped  almost  all  of  their  59  c| 
and  Lee  pleaded  guilty  to  one 
meanor.  Wu  views  the  event  as 
study  in  racial  profiling."  Six  yea 
the  firestorm  over  Democraticl 
paign  gifts  from  Asian  nationaj 
covered  barely  disguised  racist 
currents.  At  the  time,  Ross  Pert 
of  Democratic  fund-raised 
Huang,    an    American: 
Huang  is  still  out  there  h\ 
work  for  the  Democrats.  \\ 
n't  you  like  to  have  someoj 
there   named   O'Reilly? . 
know,  so  far  we  haven't 
___„.--     an  American  name." 

In  addition  to  exploring  | 
and  other  examples,  Wu 
about  the  complex  politics  be$ 
black,  white,  and  yellow.  He  cor 
affirmative  action  and  examines  th4 
ative  side  of  the  seemingly  beni| 
of  Asian  Americans  as  a  model 
He  gets  beyond  the  black-white 
that  we're  used  to  and  takes  usj 
the  21st  century  on  the  race  que 
Overt  bigotry  may  be  less  of  a  pr 
today,  but  a  racial  subtext — some 
benign,  sometimes  ugly — still  It 
all  of  us.  It's  better  to  recognize  t| 
we  are  to  improve  race  relations. 
BY  CATHERINE! 


THE  RULE  OF  THREE 

Surviving  and  Thriving  in  Competitive  Markets 

By  Jagdish  Sheth  and  Rajendra  Sisodia 
Free  Press  .277pp.  $28 

FOURS  A  CROWD 

How  come  Microsoft,  which  has  a 
spotty  record  at  best  when  it 
comes  to  innovation,  became  a  leader 
in  nearly  every  category  of  software 
application?  Why  was  mega-retailer  Wal- 
Mart  able  to  crush  its  once-big- 
ger competitors?  Why  was 
Lowe's  tactic  of  cloning  its  big- 
ger rival,  Home  Depot,  so  suc- 
cessful? And  in  an  economy 
dominated  by  giants,  why  do 
some  small  fry  such  as  Victo- 
ria's Secret  and  Southwest  Air- 
lines thrive? 

Responses  to  these  and  many 
more  questions  may  be  foun 
in  the  provocative  if  much  over- 
stated The  Rule  of  Three:  Surviving 
and  Thriving  in  Competitive  Markets 
by  Jagdish  N.  Sheth,  professor  of  mar- 
keting at  Emory  University's  Goizueta 
Business  School,  and  Rajendra  S.  Siso- 
dia, marketing  professor  at  Bentley  Col- 
lege. The  authors  argue  that  in  mature 
markets,  competitive  forces  dictate  an 


optimum  of  three  big  players  that  to- 
gether control  70%  to  90%  of  sales. 
Companies  pursuing  strategies  appro- 
priate to  their  market  position — No.  1,  2, 
or  3,  or  a  narrow  niche — will  survive 
and  flourish,  they  say.  They  also  at- 
tempt to  explain  consolidation  and  to 
show  why  many  seemingly  strong  com- 
panies, such  as  Kmart  Corp.,  stumble. 
Grand  theories  such  as  this  are  enticing. 
But  they  also  immediately  prompt  the 
reader  to  think  of  cases  where  the  the- 
ory doesn't  work — and  in  this  instance, 
there  are  many. 

Here's  some  of  what  the  au- 
thors argue.  Microsoft  Corp.,  as 
the  market  leader,  does  not  have 
to  innovate  to  be  on  top:  With 
its  economies  of  scale  and  speed, 
it  can  just  be  a  rapid  follower  of 
innovators.  In  contrast,  Wal- 
Mart  Stores,  once  the  No.  3  re- 
tailer (only  Kmart  and  Sears 
Roebuck  were  larger)  had  to  in- 
novate. And  it  did,  with  low  prices, 
inventory  tracking,  and  entry  into  small- 
town markets  that  Kmart  had  ignored.  A 
No.  2  company  such  as  Lowe's,  mean- 
while, can  thrive  just  by  cloning  the  in- 
dustry leader's  big-box  layout  in  a  smart 
way,  offering  appliances  as  well  as  hard- 
ware. All  of  these  companies  are  what 
the  authors  call  generalists,  in  contrast  to 


specialists  such  as  Victoria's  Secre 
Southwest,  which  have  created  thei 
niche  markets.  Such  outfits  operaii 
der  a  different  set  of  rules,  say  j 
and  Sisodia. 

The  authors'  discussions  of  co: 
strategy  are  more  persuasive  than 
description  of  consolidation.  In  mo 
dustries,  they  say,  there  are  three 
nant  players:  American,  United 
Delta;  McDonald's,  Burger  King 
Wendy's;  NBC,  ABC,  and  CBS.  These 
tion  like  oligopolies,  with  little  likel] 
of  either  collusion  or  destroying 
er.  Because  of  inherent  market  effi 
though,  any  fourth  player  is  endang 

Here,  one  sees  the  authors  fo 
evidence  into  the  straitjacket  of 
theory:  Are  Northwest  and  Cont 
tal  Airlines  really  slated  for  extinc 
And  what  about  Fox  TV,  which  I 
gobbling  up  market  share?  Other  u 
tries,  such  as  bricks-and-mortar  boc 
tailing,  are  dominated  by  two  comp: 
but  the  authors  include  a  weak 
player  to  fill  out  their  quota.  Shetl 
Sisodia  try  to  keep  the  descripti< 
consolidation  dynamic — saying  that 
ther  change  will  come  in  autos  and  1 
ing,  for  example.  In  the  end,  The  Ri 
Three  founders  under  the  weight  t 
many  exceptions. 

BYAIXAM.  PAS 
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ASTHMA  TEST 

As  air  pollution  1 
the  San  Joaquin  Vail 
asthma  in  Fresno 
(below)  is  soaring 


EDITED  BY  HARRY  MAURER 


A  LUSH  VALLEY 
STRUGGLES  TO  BREATHE 


He's  only  midway  through  a  four- 
hour  shift,  but  Dr.  David  Pepper 
is  already  consulting  with  his 
third  asthma  patient  of  the  day,  a  for- 
mer field  worker  whose  chronic  breath- 
ing difficulties  prevent  her  from  doing 
housework  or  playing  with  her  three 
children.  "On  a  typical  day  during  the 
summer  months,  when  the  air  quality 
outside  tends  to  be  at  its  worst,  we'll 
see  40  to  50  asthma  patients,"  says  Pep- 
per, a  wiry,  42-year-old  respiratory  spe- 
cialist who  oversees  a  team  of  residents 
at  his  hospital.  "Numbers  like  this  were 
once  unheard-of  around  here." 

Los  Angeles?  Nope.  Houston, 
maybe?  Guess  again.  This  is  Fresno, 
Calif.,  hub  of  the  San  Joaquin  Valley, 
one  of  the  richest  agricultural  areas  in 
the  nation — and  now,  one  of  the  smog- 
giest.  On  many  days,  the  air  in  this 
sprawling  city  of  430,000  hangs  so  thick 
that  it's  impossible  to  see  the  pictur- 
esque Sierra  Nevada  Mountains  just 
20  miles  east  of  town.  Concentrations 
of  ground-level  ozone  (better  known  as 
smog)  and  airborne  particles  such  as 
soot  and  dust  regularly  exceed  federal 


health  standards.  Last  October,  the  En- 
vironmental Protection  Agency  (epa) 
classified  the  San  Joaquin  Valley  as  a 
"severe"  ozone  region,  a  ranking  shared 
by  a  few  major  metropolitan  areas. 
Earlier  last  year,  the  American  Lung 
Assn.  reported  that  three  of  the  four 
smoggiest  cities  in  the  country — Bak- 
ersfleld,  Fresno,  and  Visalia-Tulare- 
Porterville — were  in  the  same  valley 
And  now,  the  worsening  pollution  has 
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set  off  a  fierce  debate  about  how  to 

Why  should  a  valley  mostly  know 
a  cornucopia  of  vegetables  and  fruit 
be  struggling  to  breathe?  Partly  i 
matter  of  geography:  The  270-mile 
valley  is  shaped  like  a  bowl,  and 
surrounding  mountains  trap  pollutj 
that  drift  southward  from  cities  ar 
San  Francisco  Bay.  But  mostly  it's 
old    environmental    villain:    cars 
trucks.  Boosted  by  rapid  growth— 
ing  the  1990s,  the  valley's  popula 
jumped  18%,  to  3.3  million — "the  ami 
of  vehicular  traffic  on  our  roads 
highways  has  grown  significantly," 
plains  David  L.  Crow,  executive 
of  the  San  Joaquin  Valley  Unified 
Pollution  Control  District.  Crow  fi; 
"mobile  sources"  account  for  some 
of  the  smog  in  the  valley. 

Besides  cars,  other  sources  of 
tion  include  emissions  from  agribusir 
equipment  and  the  oil-and-gas  extrac 
operations  that  dot  the  valley's  south 
end.  As  a  result  of  all  this  gunk  poui 
into  the  air,  the  San  Joaquin  Valley 
Basin  exceeded  the  federal  8-hour  oz 
standard  103  times  in  2000  and  101 
2001,  the  first  years  in  which  the  va 
recorded  more  violations  than  the 
Angeles  area's  South  Coast  Air  Bas 

As  pollution  has  worsened,  the 
capita  incidence  of  asthma  in  the  va 
has  risen  to  nearly  twice  the  5% 
tional  average,  and  Fresno  now  has 
country's  third-highest  rate  of  asthi 
related    mortality.    Only    New    Y« 
City  and  Chicago  top  it,  according 
Communitv  Asthma  Education  &  M1 
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agement,  a  program  run  by  Community 
Medical  Centers  of  Fresno.  "To  some 
extent,  the  increases  we're  seeing  reflect 
better  diagnosis  and  population  growth 
But  it's  clear  that  respiratory  diseas  ;s 
are  rising  faster  here  than  in  most  parts 
of  the  country,"  says  Kevin  Hamilton, 
the  program's  coordinator. 

Adds  asthma  specialist  Pepper,  who 
works  at  Fresno's  University  Medical 
Center:  "What's  most  alarming  to  me 
is  the  toll  this  illness  is  taking  on  our 
children."  Reported  asthma  cases  among 
students  attending  Fresno's  public 
schools  surged  156%  between  1990  and 
1999,  far  exceeding  an  18%  growth  in 
student  enrollment,  according  to  Fresno 
Unified  School  District  statistics. 

The  smog  also  exacts  an  increasing 
cost  from  the  valley's  mainstay,  agricul- 

MURKY  AT  NOON 

The  Sierra  Nevada  mountains, 
just  20  miles  from  Fresno,  often 
can't  even  be  glimpsed 


etables,  and  nuts,  and  whose  agricul- 
ture annually  pumps  about  $14.5  billion 
into  California's  economy. 

Given  these  worries,  activists  say  that 
government  isn't  being  aggressive 
enough  in  cleaning  up  the  air.  "One  of 
the  main  reasons  our  air  remains  so 
polluted  is  that  the  EPA  and  other  agen- 
cies have  neglected  the  valley,"  says 
Kevin  Hall,  an  outspoken  member  of 
Fresno's  Sierra  Club  chapter.  The  Sier- 
ra Club  belongs  to  a  coalition  of  medical, 
environmental,  and  community  groups 
that  filed  a  lawsuit  last  November 
against  the  EPA  for,  among  other  things, 
failing  to  act  on  a  plan,  submitted  by 
the  San  Joaquin  Valley  air  district  in 
1997,  to  reduce  dust,  soot,  and  other 
tiny  airborne  pollutants.  The  suit  was 
settled  on  Jan.  15,  giving  the  EPA  until 


Nil! 


ture — ironically,  since  farm  equipment 
spews  out  a  goodly  share  of  pollutants. 
Ozone  interferes  with  photosynthesis 
and  other  plant  functions,  limiting 
plants'  ability  to  grow  and  reproduce. 
Studies  show  that  ozone  concentrations 
commonly  found  in  the  San  Joaquin  Val- 
ley can  cut  harvest  of  some  crops  by 
25%.  The  air  district  estimates  conserv- 
atively that  crop  damage  resulting  from 
smog  costs  valley  farmers  more  than 
$150  million  per  year.  "And  we  may 
only  be  seeing  the  tip  of  the  iceberg.  We 
still  don't  know,  for  example,  what  the 
'long-term  effects  of  ozone  exposure  will 
be  for  soil  or  orchard  trees."  says  David 
A.  Grantz,  director  of  the  University  of 
California's  Kearney  Agricultural  Center, 
about  15  miles  south  of  Fresno.  Grantz 
worries  that  worsening  air  pollution 
could  have  "serious  long-term  ramifica- 
tions" for  the  valley,  which  produces 
about  a  third  of  America's  fruits,  veg- 


August  to  either  approve  or  reject  the 
plan  submitted  by  the  district. 

For  its  part,  the  EPA  is  quick  to  ad- 
mit that  it  has  focused  more  on  cities 
such  as  Los  Angeles  and  Phoenix,  which 
have  managed  steady  air-quality  im- 
provements in  recent  years.  "We  haven't 
paid  as  much  attention  to  the  San 
Joaquin  Valley  as  we  should  have,"  ac- 
knowledges Jack  Broadbent,  the  epa's 
director  of  air  programs  for  the  region 
that  includes  California.  But  that's 
changing,  he  says,  pointing  to  the  epa's 
recent  classification  of  the  valley  as  a 
"severe"  ozone  region,  a  move  that  com- 
pels the  air  district  to  produce  a  plan 
for  reducing  smog-forming  emissions  by 
30%  over  the  next  five  years. 

The  air  district  itself  argues  that  it's 
too  dependent  on  other  agencies  to 
mount  a  campaign  on  its  own.  "We 
haven't  made  as  much  progress  as  we 
would  have  liked,  but  [the  air  district] 


can  only  do  so  much,"  says  Crow.  " 
be  fighting  a  battle  of  attrition 
air  pollution  until  the  valley  cc 
with  better  land  use  and  transpo: 
planning,  and  finds  a  way  to  redui 
vehicle-miles  people  are  traveling 
Regulatory  efforts  have  also 
hampered  by  local  industries,  cl; 
vironmentalists.  "Agencies  like  t 
district  and  the  California  Air 
Board  have  repeatedly  bowed  to 
sure  from  agribusiness,  oil  comp; 
and  developers,"  says  Bruce 
lawyer  at  Earthjustice,  a  San 
law  firm  that  handled  the  la 
against  the  EPA. 

As  an  example,  Nilles  points 
air  district's  approval  last  Noveml 
a  dust-control  plan  that  exempts 
kicked  up  by  tractors  and  other 
equipment   travelin 
unpaved  roads.  F 
insist  the  exemption 
justified:  "We  got  inv 
in  the  [dust-control] 
development  becaus< 
were  concerned  abou 
accuracy  of  the  dataj 
air  district  was 
says  Manuel  Cunha, 
dent  of  the  Nisei  F; 
League,  a  Fresno  1 
ing  group.  Early  drafi 
the  plan  "were  full  ol 
tual  errors  that  could 
ended  up  costing  far 
millions." 

The  question  is  wht 
savings  by  industry 
end  up  costing  mor 
health  problems.  Pe; 
frets  over  the  millior 
new  residents  who  wi 
ther  move  to  or  be  born  in  the  valk 
coming  years.  "Population  growth  i 
evitable  because  homes  are  so  n 
more  affordable  here  than  in  the  co. 
metro  areas,  and  because  birth  r 
are  high  in  the  valley.  But  if  thing) 
on  as  they  are,  we're  going  to  have 
worst  air  in  the  country,"  says  the 
tor,  sipping  a  beer  after  work 
bustling  cafe  in  Fresno's  artsy  Tc 
District.  Indeed,  the  San  Joaquin  V: 
is  projected  to  remain  one  of  Cal 
nia's  fastest-growing  regions:  Its  p 
lation  will  more  than  double,  to  7.3 
Hon,  over  the  next  40  years,  acco 
to  estimates  by  the  state's 
Dept.  Muses  Pepper  "I  often  wond 
these  new  arrivals  know  what  th< 
getting  into." 

JOHN  DC 
Doxey  lives  in  San  Francisco 
often  writes  about  environmental 
health  issites. 
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illip  leads  a  fairly  busy  life. 

s  money  is  managing  just  fine  without  him. 


I  a  LYNCH  FINANCIAL  ADVISOR  JOHN  BARRETT  &  TEAM 

ip  Cantilo  puts  in  14-hour  days.  And  that's 
the  weekend.  While  he  handles  billion- 

rr  decisions  for  his  corporation,  his  team  of 
ill  Lynch  Financial  Advisors,  led  by  John  Barrett,  helps 
handle  complex  personal  investment  decisions.  John 
keeps  Phillip  informed  of  their  progress  and  results, 
special  emphasis  on  creating  liquidity  from 
entrated    stock,   philanthropic    pursuits   and   estate 

ling  services.  This  is  the  way  Merrill  Lynch  simplifies  life 

'hillip.  How  can  we  simplify  yours? 

MERRILL  LYNCH 
WEALTH  MANAGEMENT 


PHILLIP  CANTILO'S 
MERRILL  LYNCH: 

Merrill  Lynch  Wealth  Management 
Advisory  Services,  including: 

-Concentrated  stock  strategies 
-Stock  option  financing 
-Customized  lending  solutions 
-Trusteed  IRA 
-Philanthropic  guidance 
-Tax  minimization  strategies 
-Estate  planning  services 
-One-to-one  reporting  system 


NTACT  A  MERRILL  LYNCH  FINANCIAL  ADVISOR 
100-MERRILL  OR  VISIT  ASKMERRILL.ML.COM 


BULLISH  on  AMERICA 


_^B*lc  client's  name  and  story  are  fictitious  and  intended  to  be  an  illustration  of  services  available  through  Merrill  Lynch.  It  may  not  be  representative  of  the  experience  of  every  client.  Investment 
:001  Merrill  Lynch.  Pierce.  Fenner  &  Smith  Incorporated.  Member,  SIPC. 
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JEEP  GRAND  CHEROKEE      It's  your  classic  man  vs.  nature  struggle.  Man  goes  out  in  4x4— nature  gets  nasty.  So 
engineered  Grand  Cherokee  to  be  one  of  the  safest  4x4s  out  there.  Its  legendary  four-wheel  drive  shows  no  fear  in  the  f?i 
of  a  blizzard.  Its  braking  and  Tire  Pressure  Monitoring'systemshelp  you  stop  even  when  the  rain  or  sleet  or  snow  hasn't, 
supplemental  side  curtain  air  bags*+and  side-impact  beams  offer  a  safer  haven  should  you  collide  with  something  formidal 
And  if  the  sun  shines,  Grand  Cherokee  is  ready  for  that  too.  Contact  us  at  1-800-925-JEEP  or  jeep.com  for  more  informatl 
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THERE'S   ONLY  ONE 


^Optional.  tAlways  use  seat  belts.  Remember,  a  backseat  is  the  safest  place  for  children  12  and  under.  Jeep  is  a  registered  trademark  of  DaimlerChrysler.l 
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tWTTY  SPAMMERS 


My  e-mail  is  getting  uglier  every  day.  The 
regular  flood  of  get-rich-quick  schemes 
and  phony  Viagra  offers  has  been  joined 
by  a  stream  of  increasingly  explicit  solicitations 
for  pornographic  Web  sites,  sometimes  accom- 
panied by  sample  pictures. 

I'm  no  prude,  and  I  don't  much  care  what 
consenting  adults  choose  to  do.  But  I  don't  want 
this  thrown  in  my  face.  It  is  time  for  the  Inter- 
net community  to  take  concerted  action  against 
junk  e-mail  in  general  and  porn  spam  in 
particular.  Unfortunately,  the  parties  in  a 
position  to  act,  Internet  service  providers 
and  the  big  network  operators,  all  seem 
to  believe  this  is  someone  else's  problem. 

There  is  little  that  individual  mail  recipients 
can  do  because  the  spammers  are  smarter  than 
the  filters  designed  to  block  them.  A  few  months 
ago,  the  junk-mail  filters  at  Hotmail  caught  more 
than  three-quarters  of  the  spam;  today,  it  is  less 
than  half.  If  you  rely  on  the  do-it-yourself  filter- 
ing in  programs  such  as  Microsoft  Outlook  or 
Outlook  Express,  the  task  is  hopeless. 

I  have  spent  many  dispiriting  hours  track- 
ing the  sources  of  porn-spam  e-mail  and  the 
Web  sites  the  messages  promote.  The  re- 
turns on  these  messages,  often  popular  free 
mail  services  such  as  Yahoo  or  Hotmail,  are 
invariably  fake,  so  it  takes  some  detective 
work.  This  much  has  become  clear:  The  dis- 
tribution of  spam,  including  porn,  relies  on  fa- 
cilities provided  by  major  carriers  and  ISPs 
that  either  provide  Internet  connections  or 
host  the  Web  sites  of  spammers. 

Complaints  to  abuse-prevention  mailboxes  at 
the  uunet  unit  of  WorldCom,  NTT  Verio,  and 
EarthLink  produced  only  automatically  gener- 
ated form  responses.  Asked  about  mail  offering 
"live  Indian  sex  shows"  that  appears  to  have 
originated  within  the  uunet  system,  a  World- 
Com spokesperson  declined  specific  comment, 
saying  only,  "Our  acceptable  use  policy  speaks  for 
itself."  That  policy  states  that  "the  sending  of  un- 
solicited messages ...  is  strictly  prohibited."  Sure- 
ly the  industry  can  take  more  responsibility  than 
this.  The  only  substantive  response  I  received  to 
a  complaint  came  from  Rogers  Cable  in  Canada, 
which  reported  that  "we  have  taken  appropriate 
action  with  this  subscriber." 

Network  operators  should  enforce  their 
own  terms  of  service,  which  always  prohibit 
spam  and  usually  bar  operation  of  adult  sites. 
But  there  is  more  dramatic,  and  probably  more 
effective,  action  that  service  providers  and 
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other   mail    system    operators    should    take. 

Spammers  either  use  tolerant  isps  or  hide 
their  tracks  by  bouncing  messages  off  other 
people's  mail  servers.  Such  "open  relays"  are 
relics  of  the  days  when  the  Internet  was  a  small, 
trusting  community.  Now  the  relays  are  an  in- 
vitation to  abuse.  Responsible  mail  system  op- 
erators— ISPs,  corporations,  and  institutions — 
should  refuse  to  accept  mail  from  any  network 
that  allows  spammers  to  operate  or  that  hosts 
open  relays.  And  they  should  support  the  vol- 
unteers at  organizations  like  Open  Relays  Black- 
hole  Zone  (orbz.org)  and  the  Spamhaus  Project 
(spamhaus.org)  who  struggle  to  detect  and  list 
rogue  operations. 

Blacklisting  whole  networks  is  rough  justice, 
since  the  legitimate  customers  of  isps  that  abet 
spam  will  have  theirs  rejected  along  with  the  of- 


fenders. But  those  honest  customers  will  force 
the  isps  to  dump  the  miscreants  and  make  hon- 
est but  clueless  customers  configure  their  mail 
servers  properly. 

Another  simple  step  to  bring  some  accounta- 
bility to  the  system  would  be  for  the  Internet 
Corporation  for  Assigned  Names  &  Numbers, 
one  of  the  Internet's  few  regulators,  to  require 
every  domain  to  publish  the  name  of  a  responsi- 
ble individual  with  a  physical  address  and  a  gen- 
uine phone  number.  Many  now  list  no  individual 
and  only  a  post  office  box. 

The  Internet  began  life  as  a  community  and  in 
some  sense  still  is  one.  But  communities  that 
fail  to  sanction  members  who  won't  live  by  the 
rules  do  not  survive.  The  Internet  has  to  act  to 
restore  some  civil  order.  Do  you  have  an  idea  on 
how  to  do  it?  Send  your  suggestions  to 
tech&you@businessweek.com.  ■ 
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Deploying  the  Best  Defense 


Where  to  Focus  Your 
eSecurity  Action  Plan 

nformation  security  is  a  high  priority 

for  business  today.  Cyber-terrorism 
I  . 
increased  dramatically  in  2001, 

according  to  a  study  recently  released 

by  Riptech  of  Alexandria,  Virginia.  The 

study  of  300  companies  in  1 5  industries 

found  that  in  the  last  six  months  of  2001 , 

1 38,000  attacks  were  registered,  not 

counting  the  Nimbda  and  Code  Red 

worm  viruses.  The  average  attack 

experienced  per  company  increased 

79  percent  in  the  period,  according  to 

Tim  Belcher,  CTO  of  Riptech,  which 

specializes  in  security  services. 

The  attackers  were  found  to  be 
directing  their  efforts  toward  selected 
company  and  industry  targets  as  well, 
a  surprising  finding.  Before  the  results  were 
in,  "We  didn't  think  the  attackers  cared 
who  the  targets  were,"  Belcher  said. 

In  this  new  era  of  heightened 
awareness,  experts  advise  taking  the 
following  actions  to  improve  your 
company's  e-security: 
■  Insure  filtering  technology  is 
installed  at  your  company's  Internet 
connection  points  so  that  incoming 
messages  can  be  screened,  and  outgoing 
messages  can  be  cleaned  or  encrypted. 
Install  software  to  prevent  malicious 
code  from  executing  on  your  computer 
systems.  These  include  virus  protection, 
firewalls  intrusion  detection  systems. 
a  Consider  authentication  methods 
stronger  than  a  password  system, 
especially  if  your  company  is  involved 
in  commerce  over  the  Web. 


s  Protect  your  company  from  legal 
liability  with  secure  content  management 
methods  such  as  screening  e-mail  that 
could  be  considered  sexually  harassing, 
and  filtering  unwanted  spam  e-mail. 
*,  Ensure  your  company's  ability  to 
recover  by  replicating  mission-critical 
data  in  multiple  sites. 

Tap  professional  services  organiza- 
tions that  provide  the  experience  and 
knowledge  to  assist  you  with  the  tech- 
nology and  the  set  up  of  secure  sites. 
A  qualified  staff  is  hard  to  hire,  but  it 
can  be  rented. 

Companies  can  reduce  the 
amount  of  harmful  content 
coming  into  their  companies 
by  using  Web  filtering  and 
blocking  products. 

Securing  Content 

ompanies  can  reduce  the  amount  of 
harmful  content  coming  into  their  com- 
panies by  using  Web  filtering  and  block- 
ing products,"  said  Chris  Christiansen, 
analyst  with  IDC  market  researchers 


of  Framingham,  Massachusetts, 
can  also  prevent  the  creation  of  a 
tially  harassing  environment  v 
potential  legal  liabilities,"  he  sai 

A  recent  IDC  report  on  secu 
content  management  found  that 
market  is  strong  for  products  tr 
screen  workplace  prohibited  mat 
such  as  hateful  e-mails  and  sexi 
graphic  files.  While  antivirus  soft\ 
products  currently  are  the  best  s 
with  $1.8  billion  in  revenue  proje< 
from  the  segment  in  2002,  acce 
control  and  e-mail  scanning  softv 
products  are  projected  to  grow 
a  higher  rate  through  2005. 

"We  are  seeing  the  convergent 
e-mail  and  Web  filtering,"  said  K 
Blakeman,  president  of  the  America 
of  SurfControl  (www.surfcontrol.c 
based  in  Scotts  Valley,  Californ 
"We  see  it  as  moving  more  and  rr 
towards  filtering  and  content  man 
ment,  where  we  help  produce  pol 
for  managing  the  flow  of  content  th 
browsers  and  e-mail  systems." 
SurfControl  products  allow  user;- 
scan  the  text  of  incoming  and  outr 
e-mail  and  determine  actions  base 
rules  that  fit  the  business. 


Securing  Data 


ommerzbank  in  New  York  City  < 

pleted  implementation  of  its  bus 

continuity  solution  on  September  7,  S 

The  company  had  no  way  of  know 

what  was  to  happen  four  days  latei  - 
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What  a  difference  email  can  make 

And  what  a  difference  SurfControl  email  filtering 

software  can  make  for  your  network  performance  and  security. 

All  it  takes  is  a  joke  forwarded  to  50  friends  or  confidential  documents  emailed  outside  the  company,  and  the  performance 
and  security  of  your  network  has  been  compromised.  You  may  have  locked  the  doors  to  viruses  and  hackers  with  your 
firewall  and  anti-virus  software,  but  until  you've  secured  your  email  system  and  protected  your  organization  from 
potentially  damaging  erisks  like  viruses,  hoaxes,  spam  and  other  nuisance  emails,  you've  ^mm^^ 

left  the  windows  wide  open.  SuperScout  and  CyberPatrol  email  filtering  software  ^      n 

from  SurfControl  can  help.  Visit  our  website  at  www.surfcontrol.com  to  download  —  -j*  ■ 

a  free  30-day  evaluation  copy  of  our  award-winning  software,  and  see  ^  Ul   T  v*Oll  Li  01 

for  yourself  what  a  difference  SurfControl  can  make.  The  Filtering  Company 
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eSecurity:  A  High  Priority 


as  a  result  of  its  planning,  the  world's 
1 6th  largest  bank  resumed  operations 
quickly  despite  being  300  feet  from  the 
World  Trade  Center  Towers.  The  company 
had  worked  to  build  a  disaster  recovery 
site  30  miles  away  in  Rye,  New  York. 
Using  replication  software  from  EMC 
Corporation  (www.emc.com),  Com- 
merzbank  was  backing  up  its  critical 
data  to  the  recovery  site,  thus  enabling 
a  quick  recovery. 

"The  relationship  of  storage  to  secu- 
rity relates  to  how  quickly  a  company 
can  recover  to  a  known  good  state 
after  a  security  breach  or  corruption 
of  data,"  said  Ken  Steinhardt,  EMC's 
director  of  technology  analysis.  EMC 
supports  business  continuity  for  its 
customers  with  products  and  services 
addressing  recovery,  automation,  soft- 
ware and  hardware.  By  exploiting 
these  offerings,  "Commerzbank  is 
now  running  50  percent  of  its  produc- 
tion data  in  each  of  two  data  centers," 
Steinhardt  said. 


Hot  Topics 


he  following  issues  are  top  of  mind 
in  the  e-security  arena  today,  as  the 
industry  prepares  for  its  biggest  trade 
show,  the  RSA  Security  Conference 
scheduled  for  February18-22  in  San  Jose. 

■  Confederated  User  ID:  Refers  to 
an  individual  profile  that  can  be  recog- 
nized on  multiple  Web  sites.  Microsoft 
unveiled  Passport,  then  an  industry 
consortium  proposed  the  Liberty  Alliance 
and  now  the  two  are  working  together. 
True  federated  identity  management  is 
probably  two  to  four  years  away. 

*  Web  Access  Management:  Rights 
and  privileges  a  user  has  once  entered 
into  a  system. 

■  Tokens,  Tokens,  Everywhere:  The 
use  of  a  token  system  for  confirming 


the  identity  of  a  person  or  a  company 
on  the  Internet  -  one  step  better  than 
passwords  -  is  gaining.  RSA  Security 
has  delivered  over  1 00  million  tokens 
worldwide  from  its  products. 

■  Biometrics:  Gaining  steam  as  a" 
method  of  authentication,  including 
fingerprinting  and  eye  scanning. 

*  Managed  Services:  Trend  of  busi- 
nesses hiring  outside  security  experts 
to  perform  audits,  draft  security  policies, 
monitor  security  systems,  and  respond 
to  incidents. 

Pitfalls  to  Avoid 

n  the  quest  to  improve  e-security, 
experts  advised  avoiding  the  follow- 
ing pitfalls: 

■  Not  changing  default  settings,  espe- 
cially passwords,  on  security  products 
that  you  buy  and  install.  Many  firewall 
products,  for  example,  have  a  default 
administrative  password.  Hackers  can 
"listen"  for  those  and  break  in  when 
they  find  one.  "If  you  don't  manage 


Many  firewall  products  have 
a  default  administrative 
password.  Hackers  can  "listen" 
for  those  and  break  in  when 
they  find  one. 


•• 


your  security  system,  you  create  a 
weak  link,"  said  Scott  Schnell,  seni' 
vice  president  with  RSA,  Bedford, 
Massachusetts. 
*  Not  being  honest  about  the  won 
case  scenario  so  you  can  plan  for  t 
right  responses.  Many  companies  p 
for  disaster  recovery  but  underestirr 
the  real  world  in  their  simulations. 
a  Not  identifying  the  truly  mission-ct 
cal  data  in  your  company.  The  time  1 
discover  that  the  data  is  critical  is  n 
when  it's  unavailable. 

Better  protection  is  at  hand.  E-sect 
can  be  vastly  improved  for  a  reasona 
cost  by  following  a  pragmatic  step 
by-step  approach.  It  will  allow  harrk 
business  managers  to  sleep  better 
at  night. 


Writer:  John  P.  Desmond 
(john_desmond@king-content.com)  of  King 
Content  Company  offers  high  technology  cust 
publishing  services.  Visit:  www.king-content.ct 

Design:  Sundberg  &  Associates  Inc 

Produced  by:  Frank  Long, 

International  Media  Associates,  Sandwich,  M^ 

E-mail:  flongima@aol.com 

For  information  about  Special  Advertising 
Sections,  e-mail  Stacy  Sass  McAnulty  at: 
stacy_sass-mcanulty@businessweek.com. 


If  you're  considering  business  continuity, 
talk  to  the  company  that  invented  it. 


In  1994,  EMC  Corporation  understood  that  protecting  your  information  was 
nothing  less  than  a  make-or-break  proposition. 

US  Patent  5,544,347  brought  our  vision  to  the  world  in  the 

form  of  the  world's  first  business  continuity  software,  SRDF™. 

Today,  SRDF  is  part  of  our  comprehensive  offering  of  patented  technologies, 

focused  partnerships,  and  extensive  expertise  that  helps  keep  your  information  available  in 

the  event  of  a  disaster— and  makes  your  business  more 

productive  every  day  of  the  year. 

To  see  how  the  business  landscape  has  changed,  read  Lessons  Learned:  September  11  in  IT 

Perspective,  a  free  appraisal  offering  practical  insights  on  the  lessons  learned 

and  how  they  apply  to  your  business. 

www.EMC.com/lessons 
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EMC  and  EMC  are  registered  trademarks  and  SRDF  and  where  information  lives  are  trademarks  of  EMC  Corporation.  Copyright  <D  2002  EMC  Corporation.  All  rights  reserved. 


Economic  Viewpoint 


BY  ROBERT  J.  BARRO 


THE  STATE  OF  THE  UNION: 
BUSH  MOSTLY  GOT  IT  RIGHT 


VISION: 

On  the  "axis 
of  evil,"  the 
return  to 
budget 
deficits,  and 
accounting 
reform,  the 
President 
has  good 
ideas.  But 
about  those 
volunteers.... 


Robert  J.  Barro  is  a  professor 
of  economics  at  Harvard 
University  and  a  senior  fellow 
of  the  Hoover  Institution 
(rjbweek@harvard.edu). 


President  Bush's  State  of  the  Union  ad- 
dress touched  on  several  important  issues. 
Of  course,  nothing  was  more  memorable 
than  the  characterization  of  Iraq,  Iran,  and  North 
Korea  as  an  "axis  of  evil."  According  to  one  In- 
ternet joke,  other  countries,  such  as  Libya,  Chi- 
na, and  Syria,  were  upset  at  being  snubbed. 
"They  told  us  it  was  full,"  complained  Syrian 
President  Bashar  al-Assad  in  the  joke. 

Humor  aside,  one  way  in  which  Bush's  evil 
trio  clearly  stands  out  is  in  its  dismal  economic 
performance.  Since  Saddam  Hussein  took  power 
in  Iraq  in  1979,  the  per  capita  gross  domestic 
product  has  declined  by  6%  per  year,  the  worst 
performance  over  that  period  for  all  countries  for 
which  data  are  available.  In  contrast,  from  1955- 
79,  the  growth  rate  was  4%  per  year.  There- 
fore, Saddam's  military  adventures  have  probably 
cost  Iraq's  citizens  more  than  anyone  else.  Some- 
what similarly,  Iran  grew  under  the  Shah, 
Muhammad  Reza  Pahlavi  (a  favorite  target  of 
the  world's  leftists),  at  4%  per  year  from  1955  to 
1978.  Then,  the  growth  rate  became  negative 
(minus  1%  per  year)  after  the  Islamic  Revolution. 
For  North  Korea,  accurate  data  are  unavailable, 
itself  a  telling  indicator.  However,  North  Korea 
was  about  as  rich  as  South  Korea  after  the  Ko- 
rean War,  whereas  today  the  South  has  a  per- 
capita  GDP  that  is  more  than  10  times  as  high. 

Bush's  State  of  the  Union  message  also  fo- 
cused on  the  U.  S.  budget,  which  has  been  heav- 
ily influenced  by  the  war  on  terror.  The  added 
military  and  security  expenditures  are  major 
reasons  for  the  budget  deficit,  and  I  agree  that 
this  deficit  makes  sense  in  an  environment  of 
recession  and  war.  This  fiscal  stimulus  also  makes 
it  likely  that  the  recession  has  bottomed  out. 

Bush's  proposed  acceleration  of  tax-rate  cuts 
would  raise  the  odds  of  resuming  economic 
growth.  However,  given  the  small  chance  of  gain- 
ing approval  for  a  well-designed  tax-cut  package, 
Bush  is  probably  best  off  settling  for  no  package 
and  then  blaming  the  Democrats.  The  November 
campaign  slogan  is  likely  to  be:  "You  trust  me  on 
the  war.  Now  trust  me  on  the  economy  by  elect- 
ing Republicans  to  Congress." 

In  the  State  of  the  Union,  Bush  referred  in- 
directly to  the  Enron  Corp.  scandal  by  advocat- 
ing stricter  accounting  standards  and  disclosure 
requirements.  Reforms  along  these  lines  could  be 
helpful,  but  proposals  from  Congress  seem  to 
focus  instead  on  limiting  the  percentage  of  work- 
ers' retirement  plans  that  can  be  in  the  employ- 
er's stock.  Shlomo  Benartzi  of  John  E.  Anderson 
School  of  Management  at  the  University  of  Cal- 


ifornia at  Los  Angeles  notes  in  the  October] 
nal  of  Finance  that  many  workers  hold 
company  stock  in  their  401(k)  plans.  So| 
these  holdings  are  required  by  employer 
these  constraints  may  make  sense  froij 
standpoint  of  giving  employees  incenti\| 
work. 

However,  workers  also  place  lots  of  thej 
cretionary  funds  into  company  stock.  As 
treme  example,  at  Coca-Cola  Co.,  90%  o^ 
pension  plan  assets  and  76%  of  workers' 
tionary  contributions  are  in  Coke  shares. 
mists  do  not  understand  this  because  workd 
ready  have  a  big  stake  through  their  jc 
the  profitability  of  their  companies.  But  t| 
norance  of  economists  does  not  mean  that 
ers,  such  as  those  at  Coca-Cola,  would  bentj 
having  Congress  restrict  the  rights  to  holc| 
sion-fund  assets  in  company  stock. 

In  the  Enron  case,  it  is  unclear  that  the 
ers  would  have  benefited  much  from  the 
to  sell  company  stock.  There  is  no  reason 
lieve  that  the  typical  employee  would  have 
ed  to  sell,  given  that  no  one  knew  that  the 
price  was  headed  toward  zero.  Moreover,  a ) 
who  had  this  foresight  could  have  sold  the 
short  (or  purchased  puts)  even  if  the  direct] 
ing  of  shares  was  prohibited. 

My  main  objection  to  the  State  of  the  I| 
speech  involves  the  part  about  volunteerisr 
five  in  a  country  that  owes  its  high  stands 
living  and  its  thriving  social  and  political 
tutions  to  a  market  economy.  Nevertheless,! 
President  Bush  apparently  subscribes  to  tr| 
mantic  notion  that  volunteering  is  someho\ 
ter  for  society  than  working  at  a  market  d 
Think,  for  example,  about  William  H.  Gatea 
For  most  of  his  career,  he  pursued  pJ 
through  aggressive  production  and  marketil 
computer  software.  Compare  this  with  Gsf 
charitable  and  volunteer  activities,  which  inj 
aid  for  health  care  in  Africa.  Is  it  conceii 
that  the  average  person  will  benefit  more 
this  volunteerism  and  charity  than  from  G<| 
profit-seeking  activities  at  Microsoft  Corp.?  A 
Smith  answered  this  question  a  long  time  al 
as  a  general  tendency,  it  is  better  if  peoplJ 
erate  from  self-interest  than  from  a  desul 
serve  the  public  good.  So  volunteer  work  rrul 
a  route  to  self-fulfillment,  but  it  is  not  an  <| 
daily  great  thing  for  society. 

However,  I  should  not  complain  too  r| 
about  the  speech.  Most  of  it  was  good,  and 
never,  even  once,  used  the  fluffy  expression  '  | 
passionate  conservatism." 
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DRIVER 


BIG  BERTHA* 
FORGIVENESS. 

C4  POWER. 

Looks  like  nothing  else, 
plays  like  nothing  else. 


Introducing  Big  Bertha  C4  ',  the  new 
Compression  Cured  Carbon  Composite 
Driver.  It's  lighter  for  greater  swing 
speed  and  distance.  It's  got  radical 
internal  weighting  that  delivers  our 
highest  Moment  of  Inertia  ever  for 
ultimate  forgiveness.  And  it's  a 
Big  Bertha,  so  you  know  it  performs 
like  no  other  driver  in  golf. 


Callaway.  Callaway  Golf.  Big  Bertha.  Big  Bertha  C4.  C4  design 
and  Enjoy  the  game  are  trademarks  of  Callaway  Golf  Company. 

www.callawaygolf.com 


Economic  Trends 


EDITED  BY  MICHAEL  J.  MANDEL 

CLIMBING  OUT  OF 
THE  JOB  POOL 

More  young  workers  opt  for  school 

It's  not  unusual  for  some  unemployed 
workers  to  stop  looking  for  jobs  dur- 
ing a  recession.  But  in  this  downturn, 
the  retreat  from  the  work  force  has 
turned  into  a  mass  exodus.  The  latest 
report  from  the  Bureau  of  Labor  Sta- 
tistics showed  that  the  labor  force  par- 
ticipation rate — the  percentage  of  people 

BAD  JOB  MARKET, 
GOOD  TIME  TO  STUDY 
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CHANGE  IN  LABOR  FORCE  - 
PARTICIPATION  RATE* 

JANUARY  2001  TO  JANUARY  2002  ' 


. PERCENT 


•SHARE  OF  POPULATION  WORKING 
OR  ACTIVELY  JOB-HUNTING 


Data:  Bureau  of  Labor  Statistics 


either  employed  or  actively  job-hunt- 
ing— fell  by  0.8  percentage  points  over 
the  past  year,  to  66.4%.  That's  the 
biggest  year-over-year  drop  since  the 
early  1960s. 

The  sharp  decline  suggests  the  pub- 
lished unemployment  rate  understates 
the  damage  to  the  labor  market,  since 
people  not  looking  for  work  are  not 
counted  as  unemployed.  The  under- 
statement is  particularly  bad  for  the 
young,  among  whom  the  withdrawal 
from  the  labor  force  has  been  concen- 
trated so  far  (chart). 

Consider  the  unemployment  rate  for 
males  ages  20  to  24,  which  rose  to  10.6% 
in  January,  2002,  from  7.7%  in  the  same 
month  in  2001.  That's  bad  enough,  but 
over  the  same  period  the  percentage  of 
this  group  working  or  looking  for  work 
plummeted  from  82.9%  to  80.3%.  With 
the  exception  of  one  anomalous  month  in 
1999,  that's  the  lowest  participation  rate 
•  on  record  for  this  group.  If  the  with- 
drawn workers  are  added  back  into  the 
numbers,  the  unemployment  rate  for 
this  age  group  would  be  much  higher. 
The  situation  for  young  women  is  simi- 
lar, but  not  as  extreme. 

What's  happening  is  that  young  work- 
ers, facing  a  bad  labor  market,  are  going 
back  to  school,  bls  figures  show  that 
the  percentage  of  young  people  enrolled 


in  school  rose  substantially  over  the  last 
year.  By  contrast,  older  workers  seem  to 
be  in  greater  demand,  rather  than  less, 
and  more  eager  to  work.  The  unem- 
ployment rate  for  workers  55  and  older 
has  gone  up  less  than  a  percentage 
point,  even  while  the  pool  of  older  work- 
ers in  the  labor  force  has  expanded 
(chart).  For  example,  the  number  of  peo- 
ple ages  55  to  64  in  the  workforce  "rose 
6.8%  over  the  past  year.  That's  a  switch 
from  the  last  recession,  when  older 
workers  were  more  likely  to  be  laid  off. 
This  time,  older  workers  seem  to  be  a 
resource  rather  than  a  burden,  while  it's 
the  young  who  are  taking  the  hit. 


WHEN  CITIES 
ARE  TOO  SMALL 

A  study  eyes  size  vs.  productivity 

Urban  economists  have  long  theo- 
rized that  there  is  an  optimal  size 
for  a  city  to  maximize  the  productivity 
of  its  workers.  Up  to  a  certain  size,  the 
economies  of  scale  afforded  by  urban 
infrastructure  improve  productivity.  But 
once  a  city  gets  too  large,  congestion 
can  actually  cause  productivity  to  drop. 

The  problem  was  that  finding  city- 
by-city  data  on  productivity  to  test  the 
theory  was  very  hard.  However,  it  turns 
out  China  keeps  track  of  detailed  output 
data  for  almost  700  of  its  largest  cities. 
Using  the  data,  a  new  study  by  Chun- 
Chung  Au  and  Vernon  Henderson  of 
Brown  University  estimates  the  opti- 
mal size  for  city  productivity,  taking 
into  account  the  relative  proportion  of 
manufacturing  vs.  services. 

They  found  that  the  best  size  for  a 
Chinese  city  with  an  equal  balance  of 
services  and  manufacturing  would  be 
between  1.4  million  and  2.6  million 
workers.  Cities  that  were  more  depen- 
dent on  manufacturing  would  be  most 
productive  at  a  smaller  scale,  while  ser- 
vices-based cities  would  benefit  from 
being  larger,  perhaps  between  2  million 
and  4  million  workers.  (These  estimates 
for  China  are  unlikely  to  apply  to  the 
U.  S.  Nevertheless,  for  a  point  of  com- 
parison, New  York,  one  of  the  most 
heavily  services-dependent  U.S.  cities, 
has  a  workforce  of  roughly  3.5  million.) 

Surprisingly,  Au  and  Henderson 
found  that  rather  than  suffering  over- 
congestion,  most  cities  in  China  were 
actually  too  small  compared  with  their 
optimal  scale.  They  attribute  this  to 
Chinese  governmental  policy  restricting 
internal  migration. 

By  Margaret  Popper 
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STEEL  TARIFFS: 
FOR  AND  AGAIN! 

Economists  make  opposing  a 

These  days,  economic  studies 
become  essential  to  any  go< 
bying  effort.  But  their  advocacy 
has  rarely  been  so  blatant  as  in  t! 
going  fight  over  steel  imports 
the  U.S.  International  Trade  Co: 
sion  in  December  recommended 
on  imported  steel,  it  triggered  a 
of  competing  economic  reports,  wi 
rectly  contradictory  results. 

On  the  one  side  were  economists 
by  the  Consuming  Industries  Tradq 
tion  Coalition  (citac),  a  group  of  stej 
ing  companies  and  industry  group 
eluding  Caterpillar  Inc.  and  Toyota  j> 
Manufacturing  North  America  Inc 
study,  by  Joseph  F.  Francois  and  I 
M.  Baughman  of  Trade  Partnei 
Worldwide  LLC,  concluded  that  tarif 
imported  steel  would  boost  prices 
cost  between  36,000  and  75,000 
across  the  economy,  eight  times  the 
ber  of  steel  industry  jobs  saved, 
over,  the  citac  study  claimed  the 
would  cost  consumers  between 
Hon  and  $4  billion. 

The  steel  industry  fired  back  w 
counterstudy  by  Massachusetts  I 
tute  of  Technology  economist  Jerr 
Hausman,  renowned  for  his  wor 
telecom   deregulation   and    antit 
Hausman  argued  that  citac's  study 
ly  underestimated  the  amount  of 
ican  steel  that  could  be  substitutec 
imports.  With  U.S.  steelmakers  c 
ating  at  two-thirds  capacity,  it  woi 
be  hard  for  domestic  producers  t 
the  supply  gap  caused  by  restri 
tariffs  (chart).  As  a  result,  "the  cost 
domestic  automobile  would  increas 
less  than  $2,"  writes  Hausman 

With  citac  responding  with  its 
tique  of  Hausman's  critique,  the  ai 
truth  is  hard  to  t^ "™™ 


U.S. 


are 


figure.  The 
steelmakers 
clearly  under  seri- 
ous stress.  But  it's 
likely  that  they 
would  be  far  bet- 
ter helped  by  a  re- 
vival of  the  U.  S. 
economy  than  they 
would  be  by  tariffs 
on  foreign  steel — 
and  that's  not  cap- 
tured in  either 
study. 

By  Margaret 
Popper 
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SLUMP  AND  A  RECOVERY 
I  INTERNET  TIME 

w  high-tech  advances  are  helping  to  shape  the  rebound 


U.  S.  ECONOMY 


CH  PRODUCERS  REIN 
THEIR  INVENTORIES 

COMPUTERS  AND 
-  ELECTRONIC 
PRODUCTS 


At  his  semiannual  monetary 
policy  report  to  Congress  a 
ago,  Federal  Reserve  Chairman  Alan  Greenspan 
i  point  of  explaining  how  unusually  quick  reaction 
s  by  businesses  and  policymakers  shaped  the  eco- 
jc  slowdown.  When  Greenspan  travels  to  Capitol 
'for  this  year's  testimony  on  Feb.  27,  it  will  be  in- 
king to  see  if,  in  forecasting  the  shape  of  the  re- 
ry,  he  cites  that  same  time  compression  as  a  factor. 
B  Greenspan  has  noted,  rapid  response  times  are  a 
It  of  technological  advances.  Increased  use  of  real- 
information,  such  as  computerized  order  tracking, 
>les  business  to  know  when  demand  is  shifting 
to  instantly  change  output  schedules,  workshifts, 
ntory  levels,  and  capital  spending  plans.  Like 
eased  productivity  and  greater  labor  flexibility, 
k  reflexes  became  a  key  characteristic  of  the  U.  S. 
lomy  during  the  1990s. 

These  New  Economy  phe- 
nomena will  affect  this  year's 
upturn,  too.  Already,  capital 
spending  is  showing  signs  of 

-  electronic    ^^^  stabilizing  as  companies  in- 

products  ^  ^  -i y  u       i_         • 

^i        vest  in  high-tech  equipment 

~j  in  order  to  keep  productivity 

■^^  growing.  Also,  unemployment 

will  rise  this  year  even  as 
real-income  gains  amid  low 
inflation  give   many   house- 
holds greater  buying  power 
keep  consumer  spending  on  the  rise, 
lost  important,  shorter  reaction  times  will  play  a  big 
in  this  year's  inventory  cycle.  With  demand  grow- 
at  least  at  a  modest  pace,  businesses  in  early  2002 
not  continue  to  cut  their  stock  levels  as  drastically 
hey  did  in  late  2001.  Tech  inventories  in  particular 
e  fallen  far  enough  so  that  they  are  better  aligned 
i  the  drop-off  in  tech  sales  (chart).  This  slowdown  in 
sntory  liquidation  may  mean  that  economic  growth 
he  first  half  of  2002  could  be  much  stronger  than 
>t  economists  now  anticipate. 

SEE  HOW  rapid  responses  have  changed  the  way 
economy  works,  you  need  only  look  at  last  year's 
ssion.  The  quick  availability  of  information  on  slow- 
demand  caused  businesses  to  cut  their  inventory 
sis  at  an  unprecedented  rate  in  2001.  The  draw- 
m  in  business  inventories  accounted  for  all  of  the 
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contraction  in  real  gross  domestic  product  last  year. 

At  the  same  time,  officials  at  the  Fed  and  the  White 
House  reacted  in  record  time  to  supply  the  economy 
with  stimulus  in  the  form  of  lower  short-term  interest 
rates  and  tax  rebates.  St.  Louis  Fed  President  William 
Poole  noted  in  a  Feb.  13  speech  that  the  Fed  began  re- 
acting before  the  recession  began,  partly  because  of  an- 
ecdotal reports  of  falling  loan  demand.  He  said  such  re- 
ports allow  the  Fed  "to  see  what  is  going  on  in  the 
economy  almost  as  it  is  happening." 

The  rate  cuts  helped  to 
push  down  mortgage  rates, 
which  fueled  record  home 
sales  last  year — a  pickup  that 
never  occurred  in  any  previ- 
ous recession.  The  tax  rebates 
gave  consumers  the  money  to 
keep  spending  in  each  quar- 
ter of  this  recession:  another 
unprecedented  occurrence.  All 
told,  the  quicker  response 
times  were  crucial  in  making 
this  recession  unlike  any  other  in  the  postwar  era. 

That  alacrity  should  likewise  make  for  a  unique  re- 
covery. Its  influence  will  be  felt  most  keenly  in  inven- 
tories. Thanks  to  real-time  information,  companies  can 
quickly  refigure  the  appropriate  levels  of  merchandise 
and  supplies  to  have  on  hand.  And  companies  don't 
have  to  rebuild  inventories  to  contribute  to  economic 
growth  in  2002:  In  gdp  arithmetic,  even  a  slower  rate  of 
liquidation  means  a  big  plus  for  economic  growth. 

For  example,  if  inventory  liquidation  slows  from  its 
$121-billion  fourth-quarter  pace  to  zero  by  the  second 
quarter,  as  some  forecasters  expect,  that  swing  would 
add,  on  average,  a  huge  2.5  percentage  points  to  gdp 
growth  in  both  the  first  and  second  quarters. 

OF  COURSE,  COMPANIES  will  only  realign  their  in- 
ventories if  they  believe  that  demand  prospects  have 
improved.  So  far,  demand,  especially  from  consumers, 
has  remained  steady.  The  end  of  lucrative  financing 
deals  caused  a  drop  in  car  sales  in  January,  which 
pulled  down  total  retail  sales  by  0.2%  for  the  month. 
But  excluding  vehicles,  retail  buying  jumped  1.2%  in 
January.  Outside  of  the  recent  ups  and  downs  in  sales 
of  cars  and  gasoline,  buying  began  the  first  quarter  far 
above  its  fourth-quarter  average  (chart). 
Although  consumers  have  increased  their  shopping 
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during  this  recession,  they  have  also  cut  back  on  their 
credit-card  use.  Installment  credit  slipped  by  $5.1  billion 
in  December.  The  drop-off  has  been  concentrated  in  re- 
volving debt,  mostly  on  credit  cards  (chart).  Installment 
debt  peaked  last  summer,  suggesting  that  consumers 
used  part  of  their  tax  rebates  and  general  increase  in 
purchasing  power  to  pay  off  existing  debts  at  a  quick- 
er rate  than  they  have  in  past  recessions. 

THE  TIME  SQUEEZE  may  also  be  widening  the  divide 
between  business  spending  on  high-tech  equipment 
and  outlays  for  more  traditional  capital  goods.  That 
gap  showed  up  in  the  fourth  quarter,  when  investment 
in  tech  equipment  edged  up  slightly  for  the  first  time  in 
a  year,  while  spending  on  old-line  investments — such  as 
turbines  and  rail  cars — fell.  Outlays  for  industrial  equip- 
ment dropped  at  an  11.6%  annual  rate,  with  spending  on 
transportation  equipment  down  5%. 

The  gap  may  get  bigger  in  2002.  New  orders  for 
computers  and  electronic  products  grew  at  a  20.1% 
annual  rate  from  the  third  quarter  to  the  fourth.  But 
noncomputer,  nondefense  capital  goods  dropped  at  a 
28.7%  pace.  The  divergence  may  reflect  fresh  reasons 
for  investing  in  today's  economy:  Instead  of  adding  ca- 
pacity, companies  are  buying  tech  goods  in  order  to  in- 
crease productivity  and  lower  costs.  That's 
the  only  profit-building  strategy  that  will  work  this 
year,  when  pricing  power  again  will  be  a  no-show. 


MEXICO 


HOUSEHOLDS  ARE 
REDUCING  THEIR  DEI 


Moreover,  faster  depreciation  for  most  tech  equi 
compresses  the  buy-and-replace  cycle  for  this  ca 
of  capital  spending. 

^Historically,  capital  spending  has  lagged  the  r 
the  economy.  But  like  everything  else  in  this  b 
cycle,  that  old  rule  of  thumb  may  not  apply  in  20< 
least  not  where  tech  is  concerned.  Business  in 
ment  for  computer  equipment  slowed  before  the 
the  economy  did,  and  it  may  well  pick  up  before 
sectors  because  of  the  different  imperatives  tha 
derlie  the  spending  plans  of  today's  companies. 

How     much     Chairman 
Greenspan  uses  his  upcoming 
congressional  visit  to  contrast 
this  business  cycle  with  oth- 
ers remains  to  be  seen.  He 
may  well  spend  the  bulk  of 
his  testimony  explaining  the 
possible      economic      conse- 
quences of  the  Enron  debacle 
and  questionable  accounting 
practices.  But  the  economy's 
1990s  metamorphosis  played  a 
part  in  the  recession,  and  it  will  influence  this  year' 
covery.  Whether  the  Fed  chief  mentions  it  or  not 
key  aspect  of  the  recovery  will  be  quicker  resp 
made  by  businesses,  consumers,  and  policymake 
shifts  in  the  economy. 
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BRACING  FOR  A  WAVE  OF  FOREIGN  INVESTMENT 


Mexico  is  still  mired  in  a  reces- 
sion, but  spirits  are  high  fol- 
lowing Standard  &  Poor's  Feb.  7 
upgrade  of  the  country's  sover- 
eign-debt rating  to  investment 
grade.  The  move  will  cut  govern- 
ment and  corporate 
borrowing  costs  and 
should  make  the  coun- 
try more  attractive  to 
foreign  investors,  who 
are  expected  to  pour 
at  least  $20  billion  into 
Mexico  in  2002. 

Moody's  Investors 
Service  had  upgraded 
Mexico  in  2000,  but 
s&p  waited  to  see  if 
President  Vicente  Fox  could  win 
approval  of  an  ambitious  tax  re- 
form in  December.  Congress  gave 
Fox  about  half  of  what  he  asked 
for.  Mexico,  with  one  of  the  low- 
est tax-collection  rates  in  Latin 
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America,  remains  dependent  on 
volatile  oil  exports  for  a  third  of 
government  revenues,  s&p  said  its 
decision  was  "a  difficult  call,"  but 
it  applauded  the  government's  fis- 
cal discipline  during  the  recession. 
Mexican  officials 
know  they  must  not 
let  down  their  guard. 
Some  analysts  worry 
that  a  rush  of  new 
foreign  investment 
will  further  strength- 
en the  peso,  which 
rose  some  5%  vs.  the 
U.S.  dollar  in  2001, 
hurting  export  com- 
petitiveness. Unit  la- 
bor costs  rose  12%  in  the  past 
year,  compared  with  2.2%  in  the 
U.S.,  as  wage  growth  exceeded 
gains  in  productivity  and  prices. 

The  central  bank's  goal  is  to  cut 
inflation  to  U.  S.  levels  by  2003  by 


clamping  down  on  liquidity,  wThic| 
will  also  buoy  the  peso.  The  rate 
on  28-day  Treasury  bills,  or  Cet 
is  8.21%.  Consumer  prices  rose 
4.4%  last  year,  below7  the  official 
6.5%  target,  with  this  year's  j 
at  4.5%.  Mexico's  economy  shrar 
by  about  0.3%  in  2001,  after  gro\ 
ing  6.9%  in  2000.  This  year,  officij 
are  counting  on  a  U.  S.  recovery 
lift  growth  to  1.4%. 

Closer  U.  S.-Mexico  industrial  | 
integration  means  that  Mexico 
increasingly  seen  as  part  of  Nor| 
America,  not  Latin  America, 
which  is  a  big  plus  after  Argent  I 
na's  meltdown.  Its  main  challeng| 
is  continued  structural  reform 
that  will  set  it  farther  apart  froil 
its  Latin  peers.  Next  on  the  age| 
da:  energy  reform  that  could  at- 
tract billions  in  new  investment 
natural  gas  and  electricity. 

By  Geri  Srnitli  in  Mexico 
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You  can  ignore  your 

401  (k)  rollover  and  hope  it  flies. 

Or  you  can  guide  it 
in  the  right  direction. 
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"he  Morgan  Stanley  Rollover  Review.  More  than  a  rollover  plan,  it's  your  personal  blueprint  for 
inancial  success.  Working  one-on-one  with  your  Financial  Advisor,  we'll  analyze  your  current  holdings,  create 
n  asset  allocation  plan  and  then  customize  your  rollover  from  a  wealth  of  investment  options.  To  sign  up 
or  Rollover  Review,  call  1-8M0RGAN-N0W  or  visit  us  online  at  morganstanley.com/rollover. 


Morgan  Stan  ley 


lurgan  Stanley  and  its  Financial  Advisors  do  not  provide  tax  or  legal  advice.  Consult  your  tax  advisor  beiore  engaging  in  transactions  involving  IRAs  or  tax-advantaged  investments.  Ask  for  our  free 
:  xhures  and  prospectuses,  which  contain  more  complete  inlormation  on  risks,  charges  and  expenses.  Read  the  prospectuses  carefully  before  you  invest  or  send  money  Morgan  Stanley  and  Rollover 
"eview  are  service  marks  of  Morgan  Stanley  Dean  Witter  &  Co.  Services  are  offered  through  Morgan  Stanley  DW  Inc.  and  Morgan  Stanley  &  Co.  Incorporated,  members  SIPC.  ©2002  Morgan  Stanley. 


News:  Analysis  &  Commentary 


THEY  SHOPPED 
THEY'VE  DROPPED 


Many  companies 
whose  M&As  lit  up 
the  '90s  are 
taking  on  water 

During  the  go-go  1990s,  World- 
Com's Bernard  J.  Ebbers  and 
Tyco  International's  L.Dennis 
Kozlowski  were  the  heroes  of  a 
new  breed  of  growth-driven 
ceos.  Unlike  other  chief  executives  who 
viewed  mergers  as  a  complement  to 
their  core  businesses,  this  new  genera- 
tion viewed  dealmaking  as  the  corner- 
stone itself  and  the  basis  for  mamtaining 
heady  growth  rates.  And  while  other 
ceos  might  view  a  rising  stock  price  as 
a  nice  reward  for  their  labor,  to  execu- 
tives like  Ebbers  and  Kozlowski,  keep- 
ing the  stock  price  high  was  critical  to 
their  formula  because  it  gave  them  the 
currency  to  keep  their  spending  sprees 
going. 

Now,  of  course,  many  of  the  cele- 
brated dealmakers  of  the  '90s  have  run 
into  a  brick  wall.  With  Wall  Street  sud- 
denly turning  a  cold  eye  toward  the  ag- 
gressive acquisitions  accounting  and 
leverage  that  drove  much  of  the  growth 
of  the  past  decade,  such  acquisitive 
highfliers  as  WorldCom,  Tyco,  and  Con- 
seco have  fallen  out  of  favor  with  in- 
vestors. According  to  a  study  by 
Bridgewater  Associates  Inc.,  the 
20  companies  with  the  great- 
est merger-and-acquisition  ac-   | 
tivity  over  the  past  four  years, 
a  group  that  includes  Cisco  Sys- 
tems, AT&T,  and  even  General 
Electric,  are  now  be- 
ing punished  by  Wall 
Street.   Through 
Feb.     4,     their 


stocks  were  down  an  average  15%  since 
the  beginning  of  2002,  compared  with  a 
decline  of  5%  for  the  companies  in  the 
Standard  &  Poor's  500-stock  index. 

Aggressive  dealmakers  who  also  took 
on  huge  debt  loads,  convinced  that  rapid 
growth  rates  would  never  slow,  are  far- 
ing even  more  poorly  in  the  harsh  light 
of  a  slow-growth,  post-Enron  world.  With 
accounting  practices  coming  under  close 
scrutiny,  Wall  Street  has  lost  its  appetite 
for  overlooking  those  heavy 
debt  loads  at  deal-driven  com- 
panies. The  reason:  Earnings  and 
cash  flow  are  suddenly  much 
smaller  than  the  go-go  dealmak- 
ers expected,  leaving  many  com- 
panies struggling  to  make  inter- 
est payments  or  pay  down  their 
debt.  Bridgewater  notes  that  of 
the  most  acquisitive  companies, 
those  who  took  on  the  heaviest 
debt  loads  to  support  their  ac- 
quisitions were  down  more  than 
20%  through  Feb.  4. 


biggest  acquirers  may  not  in  fact 
been  as  strong  as  it  once  appeal 
and  it  certainly  can't  be  kept  up.  ] 
Investors  now  focused  on  "quaf 
earnings"  are  raising  questions 
whether  accounting  gimmicks  ha 
lowed  serial  acquirers  like  Tyco 
national  Ltd.  to  inflate  their  ean  ' 
"The  growth-by-acquisition  game  is  < 
says  Sam  Rovit,  head  of  Bain  & 
merger  integration  practice.  "Maji 
these  companies  are  going  through    ^ 
right  now." 
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leed,  after  a  decade   of  record 
?r  activity,  the  abrupt  collapse  of 
iers  such  as   Tyco,  WorldCom,  and 
Enron  has  thrown  a 
monkey  wrench  into  a 
deal  machine  that  was 
already  depressed  by 
the  recession  and  stock 
•it  downturn.  "The  fallout  from  En- 
3  having  a  chilling  effect  on  the 
to  merge,"  notes  Morgan  Stanley 
Witter  &  Co.  strategist  Joseph  P. 
an.  He  points  out  that  the  $18  bil- 
t  announced  deals  in  January  was 
owest  level  since  1995.  To  get  a 
done  today,  investment  bankers 
ompanies  must  be  willing  to  pay 
in  cash,  take  on  less  debt,  and 
the  aggressive  accounting  em- 
d  by  the  likes  of  Enron, 
the  1990s  was  about  using  mergers 
el  growth,  many  experts  believe 
the  coming  decade  wall  mark  a  re- 
to  a  more  old-fashioned  notion  of 
th.  Companies  will  shed  many  of 
unprofitable  acquisitions  and  fo- 
n  generating  internal  growth  from 
businesses  that  they  know  best. 
This  decade  is  going  to  be  about 
getting  back  to  basics,  with  com- 
panies focusing  on  markets  where 
they  have  a  global  leadership  po- 
sition," says  Douglas  L.  Braun- 
stein,  head  of  global  mergers  and 
acquisitions  at  J.  P. 
Morgan  Chase  & 
Co. 

Already,  it  is 
happening:  In  late 
January,  Merck  & 
Jsaid  it  was  spinning  off  its  Medco 
macy  benefits  unit  to  focus  on  its 
-development  business.  And  on  Feb. 
)uPont  Co.  said  it  was  planning  ei- 
ther a  sale  or  initial  public  offering 
of  its  $6.5  billion  textiles  and 
interiors  business. 

But  for  many  of  the 
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go-go  dealmakers,  the  future  is  more 
grim.  They  are  facing,  at  best,  slow 
growth  and,  at  worst,  the  need  to  strip 
away  at  their  empires  to  service  their 
crushing  debt  loads.  Even  in  once-hot 
Silicon  Valley,  where  companies  such  as 
Cisco  Systems,  JDS  Uniphase,  and  Ariba 
used  their  stratospheric  stock  prices  as 
a  convenient  currency  to  buy  the  rev- 
enues of  other  companies,  many  are 
finding  they  can  no  longer  use  mergers 
to  fuel  easy  growth. 

The  case  of  Com- 
merce One  Inc.,  a  busi- 
ness-to-business soft- 
ware company,  is  all  too 
typical.  The  company 
used  its  rising  stock 
value — which  soared 
above  $140  in  early 
2000— to  fund  five  ac- 
quisitions that  quickly 
catapulted  its  revenues 
to  nearly  $400  million. 
With  its  stock  currently 
below  $2  a  share,  Com- 
merce One  Chairman 
and  ceo  Mark  B.  Hoff- 
man admits  the  days  of 
acquiring  growth  on  the 
cheap  are  over.  "It's 
changed  from  what  we 
were  doing  before, 
which  was  grow,  grow, 
grow  the  company  as 
quickly  as  you  can,  gain 
market  share."  Now,  he 
sighs,  "it's  going  to  be 
much  more  like  old,  his- 
torical growth." 

But  for  other  compa- 
nies, the  pressures  are 
more  intense.  Particu- 
larly   vulnerable    are 
those  that  spent  freely 
when  times  were  fat 
but  are  weighed  down 
with  stiff  interest  pay- 
ments and  heavy  debt  loads  now  that 
their  growth  has  slowed.  After  spending 
a  hefty  $17  billion  to  acquire  other  pulp 
and  paper  makers  in  recent  years,  At- 
lanta-based Georgia-Pacific  Group  is 
struggling  with  $12  billion  in  debt  in 
the  middle  of  a  sharp  downturn  in 
many  of  its  core  markets.  Geor- 
gia-Pacific executives  insist  that 
the  company  is  not  facing  a  liq- 
uidity   squeeze.    Still,    analysts 
think  that  Georgia-Pacific  will 
likely  have  to  sell  or  spin 
^fct_  off  some  assets  to  remain 
j    'L.    in    compliance    with    its 
&.-&      lending  covenants. 


A  DECADE  OF  DEALS... 


...AND  MOUNTING  DEBT... 
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A  BILLIONS  OF  DOLLARS 


...ARE  COMING  HOME 
TO  ROOST 
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For  other  companies,  the  problems 
stem  from  acquisitions  that  haven't 
worked.  Among  them  is  Conseco  Inc., 
the  Indianapolis-based  financial-services 
firm  that,  under  then-Chief  Executive 
Steven  C.  Hilbert,  swung  dozens  of 
deals  during  the  1990s.  But  its  biggest 
deal,  the  1998  purchase  of  Green  Tree 
Financial  Corp.  for  $7.6  billion,  hasn't 
panned  out.  And  Conseco  is  struggling 
to  service  its  debt.  Given  Conseco's  de- 
teriorating cash  position,  "it's  going  to 
be  difficult  for  them"  to 
make  good  on  the  $1.1 
billion  in  debt  pay- 
ments due  later  in 
2002,  says  Salomon 
Smith  Barney  analyst 
Colin  W  Devine. 

Conseco  executives 
clearly  disagree.  They 
insist  that  they  have  al- 
ready taken  aggressive 
action  to  bring  down 
debt,  and  they  say  the 
company  plans  to  raise 
an  additional  $750  mil- 
lion through  the  sale  of 
portions  of  its  insur- 
ance business  and  other 
assets.  The  company 
has  also  repurchased 
$266  million  in  bonds  at 
a  30%  discount  in  the 
secondary  market. 
"Liquidity  is  not  an  is- 
sue," says  Conseco's 
current  chief  executive, 
Gary  C.  Wendt.  But 
having  already  sold 
$1.6  billion  in  assets — 
and  with  an  additional 
$6  billion  in  debt  still 
on  the  books — some  in- 
vestors and  analysts 
wonder  whether  Wendt 
will  ultimately  run  out 
of  things  to  sell. 
"There're  hardly  any  assets  left  there," 
notes  Devine. 

It's  too  early  to  tell  how  many  other 

companies  will  fall  as  hard  or  as  fast  as 

the  lycos,  WorldComs,  and  Consecos. 

Still,  as  the  corporate  heroes  of  the 

deal-crazed  1990s  fade  away,  there's 

no  doubt  that  they'll  be  taking  with 

them  their  now-repudiated  business 

model.  No  more  deals  for  deals'  sake 

alone.  At  least,  not  for  some  time  to 

come. 

By  Dean  Foust,  with  Aixa  Pascual, 

in  Atlanta,  Pallavi  Gogoi  in  Chicago, 

Jim  Kerstetter  in  San  Mateo,  and 

bureau  reports 
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SKILUNG 

ON  THE  SKILLET 


Well,  at  least  he  said  sometl 
seeing  a  string  of  top  Enron  C  j 
utives  invoke  their  Fifth  An 
rights,  a  congressional  sulx 
Feb.  7  gave  former  ceo  Jeffrey 
Shilling  credit  for  actually 
But  his  I-know-nothing  "Serg< 


I    A 


Did  Skilling  know 
that  off-balance- 
sheet  partnerships 
involving  then-Chief 
Financial  Officer 
Andrew  S.  Fastow 
and  other  execs  were 
hiding  losses  and 
inflating  earnings? 


WHAT  OTHERS  SAID:  Documents  from 
a  May  1,  2000,  meeting  of  the  board 
finance  committee,  attended  by 
Skilling,  showed  that  a  presentation 
about  one  of  the  off-balance-sheet 
vehicles,  Raptor  1,  specified  that  it 
"does  not  transfer  economic  risk  but 
transfers  profit  and  loss  volatility." 
Furthermore,  a  document  presented 


during  an  Oct.  26,  2000,  m 
investors  in  Fastow's  so-calk 
partnerships  made  it  clear  ti 
accelerating  earnings  recogn 
Enron  was  one  of  the  purpos 
partnerships. 

Skilling's  attorney  confirm 
Skilling  gave  a  speech  at  tha 
meeting. 


Did  Skilling  ignore 
warnings  about 
problems  at  the 
partnerships? 


WHAT  OTHERS  SAID:  Former  Treasurer 
Jeffrey  McMahon  said  he  told  Skilling 
on  March  16,  2000,  in  a  30-minute 
meeting,  that  in  having  to  represent 
Enron  in  negotiations  with  Fastow — 
his  boss  and  a  partnership  owner — he 
felt  pushed  to  do  deals  not  in 
shareholder  interests.  McMahon  was 
soon  offered  a  new  job  at  Enron. 
Whistleblower  Sherron  S.  Watkins 


said  former  Vice-Chairman  J, 
Baxter,  who  recently  commit 
suicide,  complained  "mightil 
Skilling  about  the  partnersh 

WHAT  SKILLING  SAID:  He  was 

warned  about  accounting  or 
problems  in  the  partnerships 
disputed  the  others'  characte 
of  the  warnings.  He  recalled 


But  wasn't  Skilling 
supposed  to 
oversee  the 
troubling 
partnership  deals? 


WHAT  OTHERS  SAID:  Board  members 
Robert  K.  Jaedicke  and  Herbert  S. 
Winokur  Jr.  testified  before  Congress 
that  they  thought  Skilling  was 
supposed  to  review  the  deals  as  part 
of  Enron's  control  process.  Minutes  of 
an  Oct.  6,  2000,  finance  committee 
meeting  show  that  Fastow  told  the 


board  that  Skilling's  approva 
of  the  controls. 


- 


WHAT  SKILLING  SAID:  He  was 

required  by  the  board  to  revk 
approve  all  transactions  done 
Fastow's  partnerships.  Moreo 
said  he  "can't  recall"  the  par 


: 


Why  didn't  Skilling 
sign  deal-approval 
sheets  involving 
UM  transactions? 


WHAT  OTHERS  SAID:  Enron  lawyer 
Jordan  Mintz  said  he  wrote  Skilling 
seeking  his  signature  on  LJM  deal- 
approval  sheets — which  he  believed 
policy  required.  Skilling  never 


responded.  Calls  to  Skilling's 
for  a  meeting  were  also  ignore 

WHAT  SKILLING  SAID:  He  didn 
seeing  the  documents  or  Min' 


Did  Skilling  allow 
other  Enron  execu- 
tives to  be  involved 
in  the  partnerships, 
in  violation  of  the 
company's  code  of 
conduct? 


WHAT  OTHERS  SAID:  At  least  one  deal- 
approval  sheet  shows  that  Enron 
finance  executive  Michael  J.  Kopper 
was  negotiating  on  behalf  of  the  LJM 
partnership  against  Enron,  apparently 
in  violation  of  the  company's  code  of 
conduct.  Furthermore,  a  private 


placement  memorandum  for  I 
indicated  that  Kopper  and  Be 
Glisan  Jr.,  another  senior  Enr< 
financial  officer,  would  be  act 
as  owners  and  managers  of  tl" 
partnership. 


Was  Skilling  involved 
in  restructuring  the 
Raptor  vehicles, 
which  let  Enron  avoid 
$500  million  in  pre- 
tax charges? 


WHAT  OTHERS  SAID:  According  to  the 
board  committee's  report,  evidence 
from  some  senior  Enron  employees 
showed  Skilling  was  aware  of  the 
problems  and  was  "intensely  interest- 
ed" in  the  resolution  of  Raptors'  is- 


sues. He  even  called  one  of  tl 
countants  working  on  the  rest 
ing  to  thank  him  when  it  was 

WHAT  SKILLING  SAID:  He  told  1 
board's  investigators  he  was  ii 
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?fense,  as  one  Congressman 
raised  far  more  questions  than 
d.  Now  congressmen  want 
explain  the  inconsistencies  be- 
t  he  and  others  are  saying.  Here 
places  he  might  start. 

By  Wendy  Zellner  in  Dallas 

LUNG  SAID:  "I  was  not  aware  of 
ing  arrangements  designed  to 

abilities  or  inflate 

ty,"  he  testified.  He  didn't 
ussion  about  Raptor  not 
:  risk  at  the  May  meeting  and 

d  not  see  the  documents  at 

»er  meeting,  which  he  attended 

had  "some  concerns  about 
ensation"  because  Fastow 
feet  his  review  and  bonuses, 
isisted  McMahon's  "promotion" 
ated  to  his  LJM  complaints, 
^called  only  one  talk  with 

the  deals.  While  Baxter  told 
elated-party  transactions 
id,  Ski  Ming  said  Baxter  knew  of 
ms  with  the  partnerships. 

Dmmittee  meeting  where 
vere  discussed.  He  noted  that 

had  gone  out  and  the  room 
for  some  period.  His  lawyer 

minutes  from  prior  board 
and  a  recent  report  by  a 
Dard  committee  detailing 
hat  did  not  include  Ski  1 1  ing. 

id  since  the  deals  were  already 
in  Mintz  wrote  his  letter,  his 
wasn't  needed.  He  also 
:he  approval  sheets  "provided" 
'nature,  but  did  not  require  it. 

LUNG  SAID:  He  did  not  know 
per,  Glisan,  or  other  Enron 
s  had  financial  stakes  in  some 
rtnerships.  He  testified  that  he 
y  that  Kopper  was  involved  in 
g  some  of  them. 


erally  about  the  Raptors' 
and  had  no  real  involvement. 
Congress  he  may  have  called 
untant,  but  when  asked  if  he 
oved  Raptor's  restructuring,  he 
d:  "Not  to  my  recollection." 


INVESTIGATIONS 


ENRON'S 
FISH  STORY 

Was  Mariner  a  "tool  for  earnings  management"? 


In  May,  1996,  Enron  Corp.  invested 
in  a  little-known  oil-and-gas  explorer 
called  Mariner  Energy  Inc.  Based 
in  a  Houston  suburb,  the  private 
outfit  specialized  in  risky  deepwater 
drilling.  Its  vast  unproven  fields  in  the 
Gulf  of  Mexico  could  be  worthless  or  a 
potential  goldmine — a  quality  that  made 
Mariner  a  perfect  vehicle  for  potential  fi- 
nancial manipulation,  accord- 
ing to  several  former  Enron 
employees. 

Every  quarter,  Enron's  in- 
ternal accountants  recalculat- 
ed Mariner's  value,  and  nearly  every 
quarter  it  went  up.  By  November,  2001, 
Enron  estimated  that  the  value  of  its 
75%  stake  had  risen  to  about  $350  mil- 
lion, nearly  double  the  original  invest- 
ment. As  those  gains  accumulated,  they 
were  applied  straight  to  Enron's  oper- 
ating income — helping  to  ignite  its  seem- 
ingly explosive  financial  performance. 

But  like  much  else  at  Enron,  the 
Mariner  investment  may  not  have  been 


ENRON 

&  BEYOND 


what  it  seemed.  Executives  inside  a  key 
internal  control  unit,  the  Risk  Assess- 
ment &  Control  Group,  felt  its  soaring 
book  value  was  overstated,  according 
to  several  ex-employees.  They  waged 
an  unsuccessful  war  to  have  Mariner's 
value  marked  down.  In  November,  says 
one  member  of  the  unit,  an  informal 
RAC  study  valued  Enron's  Mariner  in- 
vestment at  about  $150  mil- 
lion. "There  were  endless 
meetings  fighting  about  how 
this  deal  should  be  valued," 
says  another  former  rac  em- 
ployee, Ogan  Kose. 

If  it  seems  as  though  all  of  Enron's 
accounting  tricks  have  already  been  ex- 
posed, guess  again.  Ex-employees  say 
Mariner  is  part  of  a  larger  story  that 
still  hasn't  fully  come  to  light:  They  al- 
lege the  company  overstated  the  Val- 
ues of  its  investments  in  several  pri- 
vate domestic  companies  in  order  to 
bolster  Enron's  overall  financial  per- 
formance. At  a  time  when  former  lead- 
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ers  Kenneth  L.  Lay  and  Jeffrey  K. 
Stalling  are  trying  to  blame  the  compa- 
ny's problems  on  a  small  group  of  rogue 
financial  execs,  the  details  of  Enron's 
investment  portfolio  indicate  the  com- 
pany's problems  went  well  beyond  the 
cfo's  office — and  well  beyond  its  con- 
troversial off-balance-sheet  partnerships 
(page  118).  "The  investments  were  the 
responsibility  of  a  fairly  large  number  of 
people  throughout  the  organization," 
says  Bala  G.  Dharan,  a  professor  of  ac- 
counting at  Rice  University's  School  of 
Management,  who  has  studied  Enron's 
portfolio.  The  possibility 
that  games  were  played 
with  the  investments,  he 
says,  "gives  the  impression 


high-ranking  executive  says  that  at  its 
peak,  in  late  1998,  the  domestic  portfolio 
of  public  and  private  investments  in  En- 
ron North  America,  ECT^s  successor,  was 
valued  at  about  $1.5  billion.  These  hold- 
ings included  a  shifting  array 
of  25  to  50  private  compa- 
nies. According  to  one  former 
rac  employee,  the  private 
companies  in  this  portfolio 
other  than  Mariner  were  overvalued  by 
$50  million  to  $75  million. 

While  the  company  boasted  about  the 
performance  of  its  investments  exter- 
nally, a  different  picture  was  painted 
internally.  According  to  Kose,  execu- 
tives at  an  rac  meeting  told  other 
members  of  the  unit  in  the  summer  of 
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Employees  say  their  boss,  Buy,  who  is 
also  on  Mariner's  board,  rarely  backed 
their  complaints  that  valuations  were  inflated 

CHIEF  RISK  OFFICER  BUY  TESTIFYING  BEFORE  CONGRESS  ON  FEB.  7 


that  the  accounting  problems  were 
symptoms  of  wider  cultural  problems 
[within  Enron]." 

Enron  and  Mariner  both  declined  to 
comment.  "We'll  let  the  process  of  in- 
vestigation currently  under  way  take 
its  course,"  says  Enron  spokesman  Mark 
Palmer.  And  one  high-ranking  Enron 
executive  argues  that  Mariner  is  a  prof- 
itable company  with  good  prospects.  In 
2000,  it  earned  $21  million  on  revenues 
of  $121  million.  He  added  that  with 
Mariner,  as  well  as  many  of  the  compa- 
ny's other  private  investments,  "there's 
room  for  disagreement  as  to  what  the 
carrying  value  should  be." 

Enron  began  building  a  portfolio  of 
investments  in  public  and  private  com- 
panies in  the  early  1990s.  The  majority 
of  the  deals  were  engineered  by  Enron 
Capital  &  Trade  Resources,  the  dynam- 
ic unit  then  run  by  future  ceo  Stalling. 
He  intended  the  investments  to  bolster 
the  company's  efforts  to  develop  a 
broad,  diversified  commodities-trading 
business.  In  order  to  assure  a  reliable 
supply  of  the  assets  being 
traded,  Enron  took  stakes  in 
Mariner,  paper  manufacturer 
Kafus,  steelmaker  Qualitech, 
and  the  publicly  traded  Inter- 
net service  Rhythms  NetCon- 
nections, among  others. 

The  exact  performance  of 
the  company's  investments  is 
impossible  to  track  because 
Enron  is  not  required  to  re- 
port it  separately.  But  one 


2001  that  70%  of  Enron's  investments 
had  failed  to  meet  their  internal  per- 
formance targets.  The  summer  meeting 
"was  supposed  to  be  secret,"  says  Kose. 
"They  purposely  did  not  distribute  any 
documents." 

Of  all  of  Enron's  private  investments, 
Mariner  was  the  most  overvalued,  ac- 
cording to  several  inside  sources.  Be- 
cause it  was  one  of  Enron's  biggest 
stakes  and  because  of  the  innate  un- 
predictability of  deepwater  drilling  re- 
turns, it  turned  into  "a  pretty  decent 
tool  for  earnings  management,"  alleges 
one  rac  source.  Noting  that  the  valua- 
tion model  for  Mariner  was  "highly 
tweakable,"  another  rac  employee  says 
it  was  easy  to  innate  the  investment 
by  changing  assumptions  about  the  pro- 
ductivity of  deep-sea  acreage  or  the 
long-term  price  of  oil  and  gas. 

How  did  the  manipulation  occur?  In 
theory,  ex-employees  say,  the  business 
unit  that  managed  the  Mariner  invest- 
ment (which  was  shuffled  among  divi- 
sions as  Enron  restructured)  would  first 


submit  a  proposed  valuation  for 
to  RAC  at  the  end  of  each  quarte 
the  RAC  unit  was  supposed  to  ha  I 
power  to  modify  the  numbers  if 
that  the  valuation  was  too  high, 
reality,  rac  staffers  sal 
system  didn't  work.  El 
performance-review  a  I 
gave  dealmakers  the 
to  evaluate  the  RAC  per 
who  were  reviewing  their  deals 
tice  that  made  it  risky  to  challenj| 
gressive  investment  valuations, 
more,  two  rac  employees  say  that| 
they  complained  about  investmer 
uations,  the  head  of  their  unit, 
Risk  Officer  Richard  B.  Buy     | 
backed  them  up.  Buy  is  also  a 
member  at  Mariner.  He  and  his  at 
both  declined  to  comment. 

Unlike  Enron's  dealmakers,  RAd 
ployees  would  not  directly  benefit  f 
value  of  the  company's  investments! 
inflated.  Many  say  that  they  freqi 
complained  about  how  their  sophia 
ed  financial  analyses  were  discarde 
out  of  frustration,  they  decided  to 
different  approach  to  valuing  the| 
pany's  outside  stakes  starting  in 
2000.  Rather  than  simply  rubber-s^ 
ing  the  investment  valuations  pro] 
by  the  company's  business  units, 
had  been  pressured  to  do  in  the  I 
they  decided  to  start  offering  valij 
"ranges"  for  the  company's  investnl 
The  range  for  Mariner,  for  instance  I 
$80  million  to  $350  million,  accordij 
one  RAC  source. 

Little  changed,  though,  as  the 
pany  almost  always  took  the  hij 
possible  valuation.  But  the  rac  j| 
believed  it  was  making  a  point.  "Ifl 
were  marking  [the  valuation]  to  \a 
ever  number  they  wanted  for  boot 
poses,  we  didn't  want  to  be  respoi| 
for  that  number,"  says  another 
rac  manager.  In  retrospect,  it  see 
hollow  victory.  The  public  never 
fited  from  accurate  valuations,  an<| 
larger  battle — to  ensure  that 
properly  reported  the  performanj 
its  investments — was  clearly  lost. 

By  Mike  France  in  New  York,\ 
Wendy  Zellner  in  Dallas 


MORE  ACCOUNTING 
GAMES? 

Several  former  insiders 
allefje  thai  Enron  inflated 
the  value  of  its  investment 
portfolio  )isi>/fj  the  follow- 
ing tricks.  The  company 
declined  to  comment. 


BOGUS  VALUATIONS 


Ex-employees  say  the  value 
of  Enron's  stake  in  private 
deepwater  driller  Mariner 
Energy  ballooned  by  using 


DISCARDED  CONTROL 


IK 


The  Risk  Assessment  & 
Control  unit  was  suppose^ 
to  be  able  to  modify 
investment  valuations  it  f 


overly  generous  assumptions  were  too  high.  But  insidei 
about  potential  reserves  and  say  top  brass  often  ignore 
long-term  oil-and-gas  prices.     RAC's  financial  analyses. 
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DEALS 


BEHIND  TYCO'S 
ACCOUNTING  ALCHEMY 


CITS  GAMPER 

He  needs  a 
clean  break 


The  CIT  acquisition  offers 
new  insight  into  how  the 
company  produced  huge 
pops  in  profits 

Last  March,  Tyco  ceo  L.  Dennis 
Kozlowski  stunned  even  some  of 
his  staunchest  supporters  by  offer- 
ing $9.5  billion  to  buy  CIT  Group,  then 
the  nation's  largest  independent  com- 
mercial-finance company.  Skeptics  wor- 
ried that  Kozlowski's  industrial  con- 
glomerate would  get  burned  venturing 
into  a  risky  area  it  knew  nothing  about. 
But  Kozlowski  scoffed,  arguing  that  he 
would  rev  up  cit's  growth.  "I  think  CIT 
will  be  one  of  the  best  deals  we've  ever 
done,"  he  told  BusinessWeek  just  before 
the  purchase  was  finalized. 

Today,  CIT  looks  like  the  worst  deal 
Kozlowski  ever  closed. 
Rather  than  help 
transform  Tyco  Inter- 
national Ltd.  into  an- 
other General  Electric 
Co.,  as  Kozlowski  had  from  Tyco- 
hoped,  CIT  has  become  and  SOOn 
an  albatross  that  is 
hastening  its  breakup.  When  Tyco's 
plunging  stock  price  helped  force  a 
downgrade  of  cit's  credit  rating,  CIT 
was  forced  out  of  the  commercial-paper 
market,  its  very  lifeblood.  The  move 
caused  CIT  and  Tyco  to  swap  their  $13 
billion  in  commercial  paper  for  pricier 
bank  loans  and  heightened  fears  of  a 
liquidity  squeeze.  Now  Kozlowski  is 
scrambling  to  cut  CIT  loose  any  way  he 
can — through  a  sale  or  outright  hand- 
over to  shareholders — no  later  than 
June.  "Nearly  everyone  accepts  that 
they  will  take  a  multibillion-dollar  loss" 
.  on  a  sale,  says  Barry  Bannister,  an  an- 
alyst at  Legg  Mason  Inc. 

Even  as  Kozlowski  moves  to  shed 
cit,  its  financials  are  providing  new  in- 
sight into  how  Tyco  itself  operates.  Crit- 
ics say  the  CIT  deal  presents  a  rare 
glimpse  into  how  Tyco  has  managed  to 
"spring-load"  its  results — producing  a 
huge  pop  in  profits  right  after  an  acqui- 
sition closes.  Alone  among  Tyco's  ma- 


jor acquisitions,  CIT  continues  to  file  fi- 
nancial reports  with  the  U.S.  Securi- 
ties &  Exchange  Commission  because 
of  its  reliance  on  the  public  debt  mar- 
kets. Those  reports  disclose  that  in  its 
first  four  months  under  the 
Tyco  umbrella — from  June  2 
to  Sept.  30,  2001— CIT  gener- 
ated $252.5  million  in  net  in- 
come. That's  more  than  three 
times  the  $81.3  million  CIT  earned  in  its 
last  five  months  as  an  independent  pub- 
lic company,  from  Jan.  1  to  June  1.  "This 
is  one  of  the  most  startling  examples  of 
financial  engineering  you  can  hope  to 
find,"  says  Albert  J.  Meyer,  an  analyst 
at  David  W.  Tice  &  Associates  and  long- 
time critic  of  Tyco's  accounting. 

Tyco  vehemently  rejects  this  accusa- 
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tion,  and  in  an  interview  with 
nessWeek,  the  company  countered  e 
charge  leveled  by  Meyer  and 
critics,  cit  ceo  Albert  R.  Gampe 
maintains  that  thanks  to  Tyco's  m< 
his  company  is  strongei 
day.  Under  the  aegis 
Kozlowski — a  renowned 
cutter  whom  Tyco  rece 
rewarded  with  a  rich  rt 
tion  package  (page  142) — CIT  has  sla 
some  1,000  jobs  while  consolidating 
erations  to  save  a  total  of  $160  milli 
year  in  operating  expenses,  says  J. 
McGee,  a  Tyco  executive  vice-presi 
who  was  dispatched  to  CIT  after 
deal  closed.  At  the  same  time 
prodded  CIT  to  either  sell  or  liqui 
some  $5  billion  in  poorly  perforr 
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Chapter  6  Managing  Taxes 


How  a  couple  of  investors 

avoided  being  bitten  by  taxes 

by  choosing  a  fund  that  knew  how  to  hold  still. 

When  comparing  mutual  fund  tax  advantages,  how  a  fund 
wnenco    v       6  Hifference.  What  should  you 

is  managed  can  make  a  big  oiirerencc.  w 

watch  for?  A  high  turnover  rate. 

Aggressively  managed  funds  that  are  constantly  adjustmg 
theirlLions  turn  over  a  lot.  And  a!,  that  turnover  can 

me  T^nir/funds,  on  the  other  hand,  stay  the  course 
to  iS  -mover  low.  Which  can  make  for  less  churning  m 
your  stomach  around  tax  time. 

If  smaller  bites  sound  better,  call  us  at  l  -800-962-5040 
or  visit  us  at  Vanguard.com.™  We  can  help. 


1-800-962-5040 

www.vangnard.com 


THAbnguardGROup 

Invest  in  our  way  of  investing. ^ 


more  information,  including  risks,  charges,  and  expenses,  about  any  Vanguard  fund,  obtain  its  prospectus  from  The  Vanguard  Group.  Read  it 
fully  before  you  invest  or  send  money.  Tax-managed  funds  may  or  may  not  meet  their  objective  of  being  tax  efficient.  ©  2002  The  Vanguard 
jp,  Inc.  All  rights  reserved.  Vanguard  Marketing  Corporation,  Distributor. 
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CITS 

INSTANT 

RECOVERY 


CIT  Group  was  solid- 
ly profitable  before 
Tyco  announced  a 
buyout  in  March, 
2001.  But  in  the  next 
two  months,  CIT 
swung  sharply  into 
the  red — then  came 
roaring  back  in 
June,  after  the  deal 
closed  and  it  was  re- 


loans  on  recreational  vehicles  and  other 
goods.  McGee  says  these  actions,  along 
with  falling  interest  rates,  account  for 
cit's  startling  profits  jump. 

Even  McGee  concedes,  though,  that 
CIT  made  downward  "adjustments"  to 
income  totaling  $221.6  million  last  May, 
just  before  the  deal  closed.  The  result, 
disclosed  in  its  10-Q  filed  for  the  quarter 
ending  June  30,  is  that 
CIT  swung  into  the  red 
in  April  and  May,  los- 
ing $78.8  million.  Then, 
in  June,  CIT  earned 
$71.2  million. 

Several  things  look 
fishy  about  that  $150 
million  turnabout, 
Tice's  Meyer  main- 
tains. To  start  with, 
in  that  April-May  pe- 
riod, cit  took  a  mas- 
sive $148.1  million 
"provision  for  credit 
losses."  That  was 
well  over  twice  the 
$68.3  million  provi- 
sion CIT  took  in  the 
entire  first  quarter. 
McGee  says  the  spike 
occurred  after  Tyco 
called  in  "at  least  half 
a  dozen"  firms  to 
scrub  cit's  books  and 
then  decided  to  pull 
back  from  lending  to 
troubled  telecoms. 
Tyco  shakes  up  firms 
says,  "and  a  non-recurring  writedown 
is  required  when  there  is  such  a 
change  in  strategy."  But  the  ceo  of  an- 
other major  financial-services  company 
says:  "I  would  take  this  with  a  large 
grain  of  salt."  cit  was  "pretty  well- 
run"  he  says.  Meyer  adds:  "In  effect, 
they're  saying  Gam- 
per,  whom  they  paid 
a  big  bonus  to  stick 
around,  was  turning 
a  blind  eye"  to  prob- 
lem loans. 

At  the  same  time, 
CIT  booked  a  $54  mil- 
lion charge  for  acqui- 
sition-related costs. 
McGee  claims  they 
were  incurred  by  CIT 
only  and  that  under 
generally  accepted  ac- 
counting principles,  "they  must  be 
recorded  prior  to  the  close  of  the  ac- 
quisition." However,  Jack  Ciesielski, 
publisher  of  the  Accounting  Observer, 
notes  that  cit  also  adopted  "a  new  ba- 
sis of  accounting"  on  June  2,  allowing 
Tyco  to  "push  down"  deal  costs  to  CIT. 


"That  [shifts]  some  of  Tyco's  closing 
transactions  into  the  CIT  financials,  mak- 
ing them  appear  as  if  they  were  cit's 
own,"  he  says.  Together,  McGee  con- 
cedes, the  provision  for  credit  losses 
and  the  acquisition  charge  caused  a 
$143.5  million  spike  in  cit's  costs  in 
April  and  May. 

Meanwhile,  some  of  cit's  revenues 
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BEFORE  THE 
TAKEOVER 


•CIT's  "other  rev- 
enue" plunged  to 
$25.9  million  in 
April  and  May 

•  Credit-loss 
provisions  jumped 
to  $148.1  million 
in  April  and  May 

•CIT  took  a  $54 
million  charge  for 
named  Tyco  Capital.        acquisition  costs  acquisition  costs       business."  says 

Here's  the  Story  be-  TOTAL  NET  LOSS  TOTAL  NET  INCOME       pj^dent  TS 

Investors  Servi 
regain  that  acce: 
must  be  cut  loose 
Will  Kozlows 


ings  just  after  the  deal  closed.  In\ 
err  was  the  major  reason  Tyco  re\ 
a  34%  increase  in  per-share  es 
for  the  quarter  ending  Sept.  30,  ji 
profits  were  tanking  throughout  C| 
rate  America. 

Those  surprising  results  soon 
Tyco  a  magnet  for  critics  lookinj 
the  next  Enron.  Those  concerns 
Kozlowski's    ply  I 
split  up  the  com  I 
pushed   Tyco's 
down  to  $22  by 
5,  just  37%  of  its 
on    Dec.    31.    Itl 
bounded  to  abou 
but  took  anothei 
hit  on  Feb.  13, 
Tyco  issued   anc 
earnings  warning 

Thanks  partly  f 
drawdown    of 
lines,  cit  has  enf 
liquidity  to  meet 
billion  in  debt  coj 
due     through 
But  "having  acce 
the  commercial- 
market   is    a 
mental  premise  oi 


AFTER  TYCO 
MOVED  IN 


"Other  revenue" 
rose  to  $95.9 
million  in  June 


Provision  for 
credit  losses 
dropped  to  $18.6 
million  in  June 

No  charges  were 
taken  for 


hind  the  turnabout: 


TOTAL  NET  LOSS 

$78.8 


TOTAL  NET  INCOME 

S71.2 


Data:  CIT  Group  Inc. 
it  acquires,  he 
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were  unusually  low  during  the  two 
months  before  the  deal  closed.  It 
recorded  just  $25.9  million  in  a  catego- 
ry called  "other  revenue,"  down  from 
$211.6  million  in  the  first  quarter,  and 
$95.9  million  in  June  alone.  McGee  says 
the  apparent  anomaly  reflects  a  $78.1 
million  charge  that  CIT  took  in  May. 
He  adds  that  it  was  the  result  of  a 
decision  to  write  down  "certain  eq- 
uity investments"  in  telecom  and 
e-eommerce — a  de- 
cision supported  by 
accounting  rules. 
But  Meyer  argues 
the  decision  to  book 
the  charge  against 
other  revenue  sug- 
gests that  "all  this 
might  be  in  line  with  GAAP,  but  the 
rules  allow  for  so  much  discretion 
that  it  becomes  laughable." 
Even  if  you  accept  Tyco's  explana- 
tions for  each  of  those  items,  the  bot- 
tom-line impact  is  indisputable:  The 
huge  surge  in  charges  taken  by  CIT  just 
before  the  deal  closed — combined  with 
the  drop  in  "other  revenue" — helped 
produce  a  noticeable  jump  in  CIT  earn- 


TYCO'S 
K0ZL0WSKI 

|  An  earnings 
jump  raised 
suspicions 


much  for  his  once-prized  asset 
preferred  option  is  to  sell  CIT  and 
cash  to  reduce  Tyco's  own  debt 
which  wras  $28.3  billion  as  of  Dec; 
according  to  s&P.  Several  potential 
ders  suggested  by  sources  close  to 
have  already  withdrawn,  inclu 
gmac,  AIG,  and  ups.  That  leaves  ge 
some  big  banks  and  insurance  cor 
nies,  figures  Paul  Scura,  managing 
rector  of  Scura,  Rise  &  Partner 
boutique  investment  bank.  But  any 
ders  are  unlikely  to  pay  full  price 
adds,  especially  since  they  know  Ty< 
on  a  tight  timetable.  Bannister  exp 
Tyco  to  get  no  more  than  $7.7  bil 
even  though  CIT  is  valued  at  $11.1 
lion  on  its  books. 

Kozlowski's  other  option  is  to 
off  most  of  cit  to  Tyco  sharehold 
It  might  command  a  higher  market 
ue  on  its  owm  than  Tyco  would  get 
distress  sale.  Problem  is,  that  woul 
help  Tyco  raise  cash  anytime  soon, 
ther  wray,  a  quick  divorce  is  a  fit 
end  to  Kozlowski's  worst  merger  e 

By  William  C.  Symonds  in  Bosi 
with  Heather  Timmons  and  Di 
Brady  in  New  York 
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"We  told  KPMG  Consulting: 
We  absolutely,  positively  had  to 
have  the  system  in  7  months..." 


"FedEx  depends  on  KPMG  Consulting  to 
know  their  business  and  operations,  to 
navigate  internally,  and  get  things  done. 

We  are  an  integral  part  of  the  team 
inside  FedEx.  We  understand  how  to 
design,  facilitate,  and  execute  from 
strategy  through  integration. 

The  bottom  line,  we  help  reduce  costs 
and  deliver  efficiency  breakthroughs 
company-wide.  It's  a  solid  partnership." 


"...And  they  delivered.  A  new  Web-based 
financial  system  in  just  7  months.  It's 
already  helping  us  cut  costs,  improve 
information  availability,  and  boost 
profitability. 

We  streamlined  the  financial  processes  of 
our  service  organization.  We're  now  at  a 
best-in-class,  2-day  close  process." 


YOU    CAN    HEAR    THEIR    STORY    f 
www.kpmgconsulting.com/results 


BUSINESS    SYSTEMS:      STRATEGY      IMPLEMENTATION      RESULTS 
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BANKRUPTCY 

HOW  TO  LEAVE 
YOUR  INVESTORS 
FUMING 

Winnick's  plan  to  sell  Global 
Crossing  raises  more  hackles 

The  problems  are  getting  worse  for 
Global  Crossing  Ltd.,  the  former 
telecom  highflier  now  in  bankruptcy 
court.  On  Jan.  29,  a  whistleblower  letter 
was  made  public  with  accusations  that 
Global  had  inflated  its  revenues  and  prof- 
its through  swaps  of  capacity 
on  its  fiber-optic  network.  An 
investigation  by  the  Securi- 
ties &  Exchange  Commission 
is  in  full  swing  (page  53). 

Now,  BusinessWeek  has  learned, 
shareholders  are  accusing  founder  and 
Chairman  Gary  Winnick  of  trying  to 
sell  Global  Crossing  to  two  Asian  com- 
panies on  the  cheap  in  a  deal  that  would 
allow  management  to  keep  an  ongoing 
stake  in  the  business.  Under  the  terms 
of  the  restructuring  plan,  set  out  in  a 
Feb.  7  sec  filing,  Hutchison  Whampoa 
Ltd.  and  Singapore  Technolo- 
gies Telemedia  wall  buy  79% 
of  the  company  for  $750  mil- 
lion. Creditors  owed  about 
$12.4  billion  wrould  receive 
$300  million  in  cash,  $800  mil- 
lion in  new  debt,  and  shares 
in  the  reorganized  company. 

And  wThile  existing  sharehold- 
ers would  get  zip,  management 
could  eventually  get  a  10%  stake 
"They  will  own  10%  of  a  com 
pany  with  a  clean  balance 
sheet,"  complains  Jay  Pro 
vince,  a  Web  site  design- 
er in  Charlottesville,  Va., 
who       owns       35,000 
shares.  'This  is  abuse 
of   the    bankruptcy 
courts."  A  spokes- 
man for  Winnick 
says:  "It's  up  to 
the  buyers  to  de- 
termine manage- 
ment's   stake." 
The  company  de- 
clined comment. 

Winnick,  a 
former  Drexel 
Burnham  Lam-  * 

WINNICK: 

Backlash 
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bert  Inc.  bond  salesman,  has  sold  $734 
million  worth  of  Global  Crossing  stock 
since  the  company  went  public  four  years 
ago.  According  to  one  former  Global 
Crossing  executive,  twov  directors,  Gan- 
nett Co.  Chairman  and  ceo  Douglas  H. 
McCorkindale  and  Scientific-Atlanta  Inc. 
Chairman  and  ceo  James  F.  McDonald, 
said  they  left  the  company's  board  last 
year  after  they  grew  concerned  about 
the  high  compensation  packages  of  Win- 
nick and  other  senior  executives.  Mc- 
Corkindale and  McDonald,  who  made  up 
two  of  the  three  members  of  Global's 
compensation  committee  at  the  time,  de- 
clined to  comment.  Winnick's  spokesman 
says:  "The  two  cited  time  pressure  as 
the  reason  for  their  departures." 

With  unhappiness  over  Winnick's  re- 
structuring plan  growing,  a 
shareholder  group  plans  to 
make  a  counterbid  through  a 
"rights"  offering,  wilich  would 
allow  existing  investors  to 
keep  their  stakes  by  putting  more  mon- 
ey into  the  company.  The  offer  would 
also  provide  for  a  higher  price  than  that 
of  the  current  reorganization  plan,  say 
sources  close  to  the  deal. 

The  company  says  it  will  consider  any 
offers.  "Any  final  agreement  would  take 
place  after  additional  negotiations  and  af- 
ter approval  by  the  court  and  all  appro- 
priate regulatory  bodies,"  says  com- 
pany spokesman  Daniel  Coulter. 
According  to  Chanin  Capital 
Partners,  which  represents 
Global  Crossing  bondholders, 
the  current  offer  values  Glob- 
al Crossing  at  just  11%  of  its 
property,  plant,  and  equip- 
ment. Other  companies,  such 
as  Level  3  Communica- 
tions and  Williams 
Communications 
Group,  trade  for 
between  30% 
and  50%.  That 
implies  a  valu- 
ation as  high  as 
$5  billion  for 
Global  Crossing, 
about  five  times 
more  than  the 
current  offer. 
Given  that  yawn- 
ing gap,  the  fight 
for  control  of  wiiat's 
left  of  Global  Cross- 
ing is  just  heating 
up. 

By  Christopher 
Palmeri  in  Los 
Angeles  and  Pe- 
ter Elstrom  in 
New  York 
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REAL  ASSETS  Mi 
NOT  BE  ENOUGH 
TO  SAVE  CALPINI 

Analysts  question  its  liquic 
disclosure,  and  core  strata 

Until  recently,  Calpine  Corp.  w; 
star  of  the  powder  industry. 
Enron  Corp.,  wThich  mostly  t 
powder,  Calpine  had  real  assets. 
had  ambitious  plans  to  spend  bil 
on  new  power  plants  to  increase 
tricity  output  tenfold  by  2005. 
Street  expected  huge  gains  in  rev 
and  earnings.  As  deregulation  took 
its  shares  more  than  tripled,  to  $5' 
tween  January,  2000,  and  April, 

Today,  Calpine  is  powrering  down 
In  Enron's  wake,  investors  are  wo 
about  the  company's  disclosure 
tices.  It's  reeling  from  falling  elect 
demand  caused  by  the  recession 
from  the  debts  it  racked  up  to 
new  plants.  Calpine  faces  uncert^ 
about  its  liquidity  and  expansion  s 
egy.  "We're  questioning  its  abilit 
stay  financially  viable  until  an  econ 
recovery  comes,"  says  William  D.  H 
an  analyst  at  cibc  World  Markets. 
Adding  to  Calpine's  woes  is  the 
curities  &  Exchange  Commission. 
Feb.  6,  the  company  revealed  that 
sec  was  investigating  wrhether  it 
violated  selective-disclosure  rules  b; 
legedly  telling  a  few  analysts  about 
building  plans  before  announcing  t 
publicly.  And,  in  response  to  an  o 
from  the  sec,  Calpine  made  disclos 
on  Feb.  13  about  its  payment  arra 
ment  with  the  now-bankrupt  Enron 
derivatives  transactions,  and  its 
tracts  with  the  California  state  gov 


Sales  in  1996  when 
hase  order,  account  receivables, 
and  account  payables  were 

processed  manually: 
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Sales  in  2001  when 
databases  are  automated  and 

integrated  after  request 
by  nation's  largest  retailer: 
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win  Textiles  makes  comforters,  bedspreads,  and  sheets.  Not  long  ago,  presumably  after  a  night 
:eep  sleep,  their  CFO  decided  to  replace  their  manual  accounting  system  with  Best  Software's 
S  200.  Instantly,  MAS  200  integrated  the  front  office  to  the  back  office  to  shipping.  Acting  on  a  key 
tomer's  request,  Haywin  used  a  powerful  MAS  200  module  to  electronically  interface  with  the 
tomer.  Processing  improved.  Productivity  went  up.  Which  is  what  happens  when  someone  gets  a  key 
ght  into  their  business.  Another  comforting  reason  why  more  CPAs  recommend  Best  than  any  other 
ange  business  management  software.  For  all  the  details,  visit  www.bestsoftware.com/haywin 
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ment,  a  major  customer.  Despite  the 
scrutiny,  "there's  no  restatement  of 
earnings,"  says  Calpine  ceo  Peter 
Cart  wright. 

Nonetheless,  investors  have  driven 
Calpine  shares  down  60%,  to  about 
$8.50,  since  Enron  filed  for  bankruptcy 
protection  on  Dec.  2.  And  Calpine  clear- 
ly has  other  problems.  It  risks  running 
out  of  cash  if  demand  for  power  doesn't 
return.  Lehman  Brothers  analyst  Daniel 
Ford  estimates  the  company's  sources 
of  cash  for  the  year  total  $4.4  billion, 
just  a  tad  over  its  estimated  $4.3  billion 
in  expenses. 

The  company  contends  that  Ford's 
cash  estimate  is  too  low.  It  expects  to 
generate  about  $1.2  billion  in  operating 
cash  flow  in  2002.  It  also  claims  an  ad- 
ditional $1.8  billion  in  cash  and  bank 
credit  lines  totaling  $875  million  and 
says  it  will  build  a  surplus  of  "several 
hundred  million  dollars." 

Even  so,  Calpine  will  certainly  strug- 
gle to  build  that  cushion.  Its  low  stock 

price  may  rule  out 
issuing  equity,  and 
the  debt  market 
doesn't  look  any 
more  inviting.  In 
December,  credit-rating  agencies  Fitch 
and  Moody's  Investors  Sendee  down- 
graded $12.7  billion  of  its  debt  to  junk 
status.  And  an  industry  glut  may  make 
selling  assets  tough. 

Nor  can  Calpine  depend  on  strong 
growth.  No  one  knows  when  the  econo- 
my will  recover  and  reignite  power 
prices.  Until  that  happens,  Calpine's  out- 
look remains  grim.  Many  analysts  think 
the  company's  projected  net  earnings 
of  $748  million  this  year,  up  13.4%  from 
a  year  ago,  is  too  optimistic.  UBS  War- 
burg, for  one,  expects  2002  earnings  to 
fall  to  $594  million.  Indeed,  California  is 
now  seeking  to  renegotiate  its  big  long- 
term  contracts  with  Calpine  at  lower 
prices.  "If  California  were  to  success- 
fully renegotiate,  servicing  $13  billion 
in  debt  becomes  dicey,"  says  Peter 
Navarro,  a  business  professor  at  the 
University  of  California  at  Irvine. 

To  preserve  cash,  Calpine  has  halved 
its  2002  capital  spending  budget.  The 
$2.5  billion  now  earmarked  for  con- 
struction will  be  used  to  finish  those 
plants  already  in  progress.  "When  the 
economy  returns  to  normal,  we'll  be  in  a 
strong  position,"  says  Cartwright.  Still, 
rating  agency  Fitch  figures  Calpine 
'shouldn't  continue  to  build  plants  at  all. 

Calpine  is  surely  not  in  the  heap  of 
trouble  and  scandal  Enron  now  finds  it- 
self in.  But  unless  it  can  shore  up  its 
balance  sheet  and  make  better  sense  of 
its  aggressive  build  out,  it  too  faces  a 
dim  future. 

By  Louise  Lee  in  San  Mateo,  Calif., 
with  Christopher  Palmeri  in  Los  Angeles 


News:  Analysis  &  Commentary 


TOYS 


WAR 
OF  THE 
WHIRLS 


Beyblade  fighting  tops 
are  set  to  invade  the  U.S. 


Each  day,  Kodai  Saito  longs  for  school 
to  end  so  he  can  go  back  to  banging 
his  whirling  Beyblades  tops  off  the 
walls  of  his  suburban  Tokyo  home.  "My 
favorite  toy,"  says  the  seven-year-old 
blader.  That's  an  understatement:  The 
first  grader  has  painstakingly  assem- 
bled 25  of  the  armored  tops  for  combat 
against  his  friends'  'blades.  "[It's]  better 
than  staring  at  a  home  video  game  for 
hours  on  end,"  says  his  mom,  Junko, 
35.  "Plus,  the  toys  are  cheap." 

That  twin  appeal  has  created  a  jug- 
gernaut in  Japan,  where  moms  and  their 
brood  have  been  staging  pre-dawn  vig- 
ils at  toy  store  entrances  in  order  to 
snag  the  latest  Beyblades  delivery.  No 
surprise,  then,  that  manufacturer  Takara 
Shuzo  Co.  is  racing  a  pack  of  rivals  to 
break  into  the  huge  U.S.  market,  a 
proven  gold  mine  for  a  string  of  Japa- 
nese hits  ranging  from  Power  Rangers 
and  Tamagotchi  to  Sailor  Moon 
With  the  once-omnipotent 
Pokemon  doing  a  quick 
fade,  toy  makers  every- 
where want  to  fill  the 
gaping  opening  for  the 
next  boys'  toy  bonanza. 

That's  where  Beyblades' 
U.S.  marketer,  Hasbro  Inc., 
comes  in.  It's  now  rolling 
out  the  multicolored  gizmos 
with  a  blitz  of  TV  ads  and  in-store 
stunts.  It  even  plans  a  gaming 
league  like  one  in  Japan  that  man 
aged  to  lure  6,500  kids  to  a  contest  at  a 
Tokyo  sumo-wrestling  stadium.  And  a 
Canadian  production  company  is  ready- 
ing a  U.  S.  version  of  a  Beyblades  car- 
toon series  that  proved  crucial  in  ignit- 
ing the  fad  in  Japan  a  year  ago. 

What's  the  appeal?  Though  named 
for  simpler,  1960s-era  spinners  called 
bey-goma,  the  battling  Beyblades  are 
definitely  not  your  father's  top.  Kids 
can  snap  together  combinations  of 
weight  disks,  weapon  rings  and  other 
nefarious  parts  to  create  tops  with  the 
stamina  or  destructiveness  to  outlast 
rivals  in  battles  waged  in  little  plastic 
arenas.  Adding  to  the  appeal  are  Poke- 
mon-like  "spirits"  that  impart  special 


powers.  At  $7,  Beyblades  seem 
pensive.  But  the  highly  collectibli 
gets,  together  with  all  the  laum 
arenas,  and  other  gear  a  seven-yes 
heart  can  desire,  have  the  potent 
put  a  family  hundreds  of  dollars 
the  hole  by  the  time  the  fad  is  o\ 
None  of  which  has  gone  unnc 
by  other  toymakers,  many  of  whor 
working  furiously  to  ready  their 
battling  tops.  "Not  everything 
Japan  has  done  well  in  the 
warns  Amy  L.  Weltman,  vice-pres 
of  marketing  for  Toy  Max  Inc., 
nevertheless  will  trot  out  light-e 
tops  called  Spinjas  this  summer, 
master  Inc.  is  extending  its  po 
Rumble  Robots  into  Rumble  Rip 
with  a  gyroscope  that  enables  the 
to  take  a  licking  and  keep  on  spin 
And  for  its  Cyclonians  Eggbots,  B; 
America  Inc.  is  offering  boys  a  si 
edict:  "Build  'em,  bash  'em, 
'em,  smash  'em." 


-r-r 


BEY  WATCH:  A  hit  on  Japanese  TV 


Will  the  vicious  Eggbots  beat  out 
more  elaborate  Beyblades?  "No  c 
parison,"  says  Michael  Riley,  Ban 
vice-president  of  marketing.  "We 
nitely  kick  their  butt."  Ouch!  Coun 
Samantha  Lomow,  Hasbro's  vice-pi 
dent  of  boys'  toys  marketing:  "We  \ 
the  authentic  brand."  So  there,  E 
bots.  Looks  like  a  rock'  em,  sock' 
battle  is  brewing  in  Toyland. 

By  Gerry  Khermouch  in  New  1 
with  Cfiester  Dawson  in  Tokyo 
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fur  customers 

[earn  the  dreams  of  giants 


They  dream  of  a  world  without  disease.  They  dream 
of  a  wireless  world  where  information  flows  effortlessly. 
Where  cutting-edge  electronics  work  flawlessly.  These 
are  not  the  dreams  of  the  timid.  They  are  the  dreams 
of  giants.  And  Agilent  is  providing  technologies  to  help 
make  them  a  reality  faster  than  ever.  Here's  to  the 
dreamers.  And  the  world  they  see  with  their  eyes  closed. 


•       •       • 

\Cv    Agilent  Technologies 


dreams  made  real 


In  Business  This  Week 


EDITED  BY  MONICA  ROMAN 


EXONERATING 
THE  EXPLORER 

it's  the  first  good  news  in 
a  long  time  for  Ford  Motor. 
On  Feb.  12,  federal  regula- 
tors said  they  would  not  be 
launching  an  official  investi- 
gation into  the  safety  of 
Ford's  Explorer  sport-utility 
vehicle.  Bridgestone/Firestone 
executives  had  demanded  the 
probe,  alleging  that  Explorer 
design  defects  had  con- 
tributed to  271  deaths  from 
rollovers  of  Firestone- 
equipped  Explorers.  But  after 
what  the  National  Highway 
Traffic  Safety  Administration 
called  "extensive  analysis" — 
including  studying  data  sup- 
plied by  Firestone — the 
agency  took  a  pass.  The 
nhtsa  declared  that  it  found 
Explorers  were  no  more  like- 
ly than  comparable  suvs  to 
crash  after  a  tire  tread  sepa- 
rated. Ford  still  faces  numer- 
ous lawsuits  from  accident 
victims  and  their  families. 
The  carmaker  can  only  hope 
the  news  gives  a  shot  in  the 


CLOSING    BELL 


MORE  WITH  LESS 

Office  Depot's  shares  climbed 
14.2%  on  Feb.  13,  to  18.49, 
after  it  reported  net  income  of 
$58.1  million  in  the  fourth 
quarter,  vs.  $19  million  in  the 
year-earlier  period.  The  office- 
supplies  giant  boosted  profits, 
despite  an  8%  sales  decline, 
by  keeping  a  lid  on  expenses 
and  closing  some  struggling 
U.  S.  stores. 


FEB.  4.  '02  FEB.  13 

Data:  Bloomberg  Financial  Markets 


arm  to  nagging  Explorer 
sales,  which  fell  7%  last  year. 

LOUD  TRUMPETS  FOR 
VISUAL  STUDIO.NET 

WITH   ALL  THE   FANFARE   OF 

its  earlier  rollouts  of  Win- 
dows XP  and  the  Xbox,  Mi- 
crosoft launched  its  Visual 
Studio.NET  software  on  Feb. 
13.  The  hoopla  may  seem  odd 
for  what  amounts  to  a  geeky 
set  of  software-writing  tools. 
Visual  Studio.net,  however,  is 
the  cornerstone  of  Microsoft's 
plans  to  extend  its  PC  domi- 
nance to  the  Web,  taking  on 
Sun  Microsystems'  popular 
Java  programming  language. 
The  software  gives  develop- 
ers the  tools  to  write  pro- 
grams that  run  not  just  on 
PCs  but  also  on  the  Web — a 
linchpin  in  Microsoft's  Inter- 
net strategy.  That's  why  it 
spent  3lA  years  and  $800  mil- 
lion developing  the  software. 
The  trick  for  Microsoft  will 
be  getting  its  legions  of  de- 
velopers— most  of  whom 
write  low-margin  software  for 
PCs — up  to  Net  speed. 

LABOR  SKIES  MAY 
CLEAR  AT  UNITED 

UNITED  AIRLINES'  UNIONIZED 

mechanics  voted  down  a  37% 
pay  hike  on  Feb.  12,  opening 
the  door  to  a  possible  walk- 
out. The  13,000  mechanics, 
who  haven't  had  a  raise  since 
1994,  are  angry  at  manage- 
ment. Still,  the  gap  between 
the  two  sides  is  small,  so  the 
odds  favor  a  settlement  be- 
fore the  Feb.  20  strike  date. 
At  the  same  time,  all  of  Unit- 
ed's  labor  groups  are  talking 
to  the  company  about  swal- 
lowing concessions  of  up  to 
10%  as  part  of  a  broad  re- 
covery program  for  the  trou- 
bled carrier,  which  lost  $1.8 
billion  last  year.  United  hopes 
to  slash  more  than  $2  billion 
in  costs.  It  also  plans  to  bor- 
row up  to  $3  billion  and  re- 
structure $800  million  in  debt 
coming  due  this  year. 


HEADLINER:   PETER    DOLAN 


ANYONE  GOT  A  TRANQUILIZER? 


THE  HEAT  IS  ON  BRISTOL- 

Myers  Squibb  ceo  Peter 
Dolan.  On  Feb.  12,  Bristol 
backed  off  its  earlier 
ultimatum  to 
biotech  partner 
ImClone  Systems 
to  rework  the 
terms  of  the  two 
companies'  co- 
marketing  agree- 
ment for  the  can- 
cer drug  Erbitux. 

In  the  wake  of  the 
Food  &  Drug  Administra- 
tion's refusal  to  consider 
the  product's  application, 
the  46-year-old  Dolan  had 
demanded  more  control 
over  the  drug  and  a  reduc 
tion  of  the  payments  Bris- 
tol would  have  to  make  to 
ImClone.  But  ImClone's 
board  balked.  And  while 
sources  close  to  the  talks 


said  Bristol  was  prepare  p 
to  walk,  Dolan  now  says 
the  company  will  wait 
a  Feb.  26  meeting  a 
the  FDA  to  make 
decision.  Dolan  j 
been  criticized 
overpaying  for  I 
rights  to  the  Iif 
Clone  drug  lasij 
fall  when  Brist 
agreed  to  buy 
$1  billion  in  ImCl 
stock  and  pay  an 
tional  $1  billion  as  the 
moved  toward  approval. 
And  that's  not  his  only 
problem.  At  the  same 
Bristol's  growth  will  si 
generic  competition  hurts  | 
diabetes  drug  Glucopl: 
and  cancer  drug  Taxol  an  I 
the  near-term  pipeline  re-\ 
mains  weak. 

Amy  Ban] 


DUPONT  REMOVES 
ITS  NYLONS 

DUPONT  IS  SLIMMING   DOWN. 

On  Feb.  12,  the  chemicals  gi- 
ant announced  it  would  cre- 
ate a  separate  unit  for  its 
$6.5  billion  fibers  business, 
which  includes  nylon  and 
polyester,  with  plans  for  a 
possible  spin-off  by  the  end  of 
2003.  Analysts  have  said  for 
years  that  the  Wilmington 
(Del.)  company  should  sell  the 
cyclical,  slow-growing  opera- 
tion. The  move  is  part  of 
DuPont  Chairman  and  ceo 
Charles  Holliday  Jr.'s  efforts 
to  produce  reliable  double- 
digit  earnings  growth. 

BACKPEDALING 
AT  MOODY'S 

Moody's  investors  service 
has  scaled  back  a  plan  to 
overhaul  the  way  it  rates 
credit.  In  response  to  criti- 
cism that  ratings  services  are 
often  late  to  alert  investors 


that  a  company  is  headinj 
ward  bankruptcy,  Moody's 
proposed  using  market  p 
and  a  shorter  time  frair 
its  analysis.  But  Moody's 
clients  objected,  fearful 
market  volatility  would 
ratings.  Clients  fret  that 
her  downgrades  will  resu 
companies  being  cut  off  1 
credit  and  force  freqi 
changes  in  portfolios  lhr 
to  holding  investment- 
bonds.  Moody's  now  plan 
stick  with  a  long-term 
but  to  keep  a  closer  wate 
accounting,  disclosure,  and 
balance-sheet  obligations. 


ET  CETERA . . . 


■  The  sec  plans  to  make  < 
panies  file  quarterly  and 
nual  reports  more  prompt 

■  Nine  states  have  aske 
judge  to  force  Microsoft  tc 
veal  the  Windows  source  c 

■  Walgreen's  has  new  pol 
to  avert  teen  smoking  as 
of  a  pact  with  40  states. 


» 
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Call  for 
free  guide! 

The  new  tax  laws  may  have 
important  implications  for 
your  retirement,  education, 
and  estate  planning.  Ask  for 
your  free  copy  of  Prudential 
Financial's  report  on  the 
new  tax  legislation,  a 
practical  guide  to  growing 
and  protecting  your  wealth 
under  a  new  set  of  rules. 
The  guide  also  discusses 
the  "sunset  provision" 
under  which  new  tax  laws 
will  expire  after  2010. 


Retirement  plan  stuck  in  neutral? 

Prudential  Financial  can 
help  you  get  moving. 

If  the  stock  market's  recent  performance  has  taken  a  bite  out  of  your 
retirement  plan,  let  Prudential  Financial  help  you  get  back  on  track. 
Learn  how  you  can  take  advantage  of  new  tax  laws,  and  apply  some 
time-honored  investing  wisdom  to  your  portfolio. 


Play  catch-up  with  helpful  new  tax 
provisions.  The  new  tax  laws  hold  some 
good  news  for  retirement  investors.  With 
higher  contribution  limits  on  IRAs  and 
401  (k)s,  you  may  be  able  to  invest  more 
money  tax-deferred  than  ever  before.  And 
thanks  to  new  catch-up  provisions,  you  may 
be  able  to  make  up  for  contributions  you 
missed  in  years  past. 

Protect  yourself  against  market  volatility. 

We'll  help  you  create  a  customized  asset 
allocation  to  find  the  right  mix  of  stock, 
bond  and  cash  equivalent  investments. 
Our  world-class  research  team  will  help  you 
identify  which  areas  are  poised  for  growth — 
and  which  could  pose  a  risk.  And  we'll  help 
you  employ  proven  techniques  for  managing 
volatility,  like  dollar  cost  averaging.* 


Simplify  your  life  by  consolidating 
assets.  At  Prudential  Financial,  we'll 
help  make  your  retirement  portfolio 
easier  to  manage  by  bringing  your 
retirement  assets  together  in  one  place. 
It's  a  convenient  way  to  take  control 
of  your  retirement  planning. 

Get  started  today.  Talk  to  a 
Prudential  Financial  professional 
about  growing  and  protecting  your 
retirement  savings. 


1-800-THE-ROCK 

ext.  9234    prudential.com 


Prudential  (M  Financial 

Crowing  and  Protecting  Your  Wealth8" 


modk  investment  plon  such  as  dollar  cost  averaging  does  not  assure  a  profit  or  protect  against  a  loss  in  declining  markets.  Neither  Prudential  nor  its  companies  are  tax  advisors.  Please  consult  your  tox  advisor 
kike  regarding  the  type  of  IRA  that's  appropriate  for  your  situation  and  for  information  on  the  new  tox  laws.  If  you  have  employer  stock  in  your  401  (k)  plan,  you  may  want  to  consider  other  strategies. 

ntial  Financial  is  a  service  mark  of  The  Prudential  Insurance  Company  of  America,  Newark,  NJ  and  its  affiliates.  Securities  products  ond  services  are  offered  through  Pruco  Securities  Corporation,  751  Brood  Street, 
ik.  NJ  07102,  ond  Prudential  Securities  Incorporated,  199  Water  Street,  New  York,  NY  10292  (members  SIPC).  Both  ore  Prudential  companies. 


For  some  companies,  long  term  planning  means  an  annual  plan... 
...at  Omron,  we  just  finished  our  decade  plan. 


It's  called  Grand  Design  2010.  And  it's  our  roadmap 
for  developing  and  applying  our  core  competencies  in 
sensing  and  control  technologies  toward  the  needs  of 
21*  century  society.   It's  not  a  crystal  ball,  but  a  tool  to 
focus  our  vision  of  creating  a  better  tomorrow,  today. 
In  manufacturing,  healthcare,  automotive  systems, 
security  and  electronic  components,  Omron  is 
harnessing  the  power  of  intelligent  information 
sensing,  networks  and  controls  to  deliver  innovative 
solutions  that  offer  greater  comfort,  convenience, 
safety,  productivity  and  quality  and  enhance  the  way 
we  live  and  work. 


Omron  is  a  $5  billion  global  technology  leader  with 
nearly  70  years  of  experience  in  developing 
innovative  products  and  services.  With  operations  iij 
nearly  every  part  of  the  globe  we  can  work  closely 
with  our  local  customers  while  providing  global 
expertise.  Odds  are  that  an  Omron  product  has 
touched  your  life  today  -  and  made  it  better. 


<f 


Putting  tomorrow's  technology 
within  your  reach. 


Sensing  Tomorro 


1 


omRoi 


www.omron.corl 


Industrial  Automation 

Omron  Electronics  LLC 
800-55-OMRON 


Electronic  Components 

Omron  Electronics  LLC 
800-55-OMRON 


Healthcare 

Omron  Healthcare,  Inc. 
847-680-6200 


Automotive 

Omron  Automotive  Electronics.  Inc. 
248-53&4700 


Social  Systems 

Omron  Transaction  Systems.  Ir  | 
847-843-0515 


ashington  Outlook 
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LOBAL  CROSSING:  WHERE'S 
HE  OUTRAGE  ON  CAPITOL  HILL? 


s  scandals  go,  the  collapse  of  Global  Crossing  has  plenty  of 
juice.  Like  Enron  Corp.,  Global  Crossing  Ltd.  sold  itself  as 
la  high-flying  corporate  pioneer.  Laden  with  debt,  Global 
engaged  in  creative  accounting  that  inflated  its  value — to 
nuch  as  $48  billion.  It  used  the  same  auditing  firm,  Arthur 
lersen.  A  similar  freeze  on  Global's  employee  401(k)  plan 
fly  prevented  workers  from  selling  company  stock.  And, 
Enron,  Global  Crossing  used  lavish  political  gifts  to  cul- 
i  te  an  array  of  influential  friends  that  included  a  national 
fcy  chairman,  a  President,  and  a  former  President. 
Jiven  the  remarkable  similarities,  why  isn't  Congress  pay- 
more  attention  to  Global  Crossing? 
date,  no  committee  has  scheduled 
rings  or  launched  a  formal  inquiry — 
n  as  the  Securities  &   Exchange 
amission  and  the  FBI  open  their  own 
estigations.  Conservative  activists 
»  that  media  bias  against  Republi- 
i  has  kept  Enron's  political  web  in 
klieg  lights  while  Global  Crossing's 
jence  peddling  remains  in  the  shad- 
But  there's  no  shortage  of  daily 
ies  about  the  telecom  startup's  ques- 
able  practices  and  political  ties. 
Tie  real  reasons  Global  Crossing  isn't 
er  the  microscope  on  Capitol  Hill —  " 
— have  to  do  with  the  careful  political  calculus  of  both 
nocrats  and  Republicans.  Dems,  of  course,  have  no  inter- 
in  turning  up  the  heat  on  a  company  that  wrote  them  fat 
cks  and  put  party  fund-raisers  on  the  payroll.  A  recently 
ised  tally  by  the  nonpartisan  Center  for  Responsive  Poli- 
found  that  Global  Crossing  gave  $3.6  million  to  candidates 
the  parties  since  1997,  55%  of  it  to  Democrats. 
Phe  real  embarrassment,  however,  is  Democratic  National 
nmittee  Chairman  Terrence  McAuliffe's  $100,000  invest- 
it  in  1997,  when  Global  Crossing  founder  and  Chairman 
■y  Winnick  was  launching  his  telecom  upstart.  McAuliffe,  a 


DEMS'  McAULIFFE:  Early  stockholder 


onetime  consultant  to  Winnick  and  close  friend  of  then-Presi- 
dent Bill  Clinton,  reaped  perhaps  as  much  as  $18  million  when 
he  cashed  out  most  of  his  holdings  in  '98  and  '99.  McAuliffe  set 
up  golfing  dates  with  the  Prez  for  his  pal  Winnick,  who  pledged 
$1  million  to  Clinton's  Presidential  library.  "This  wasn't  a 
sweetheart  deal,"  says  DNC  spokeswoman  Jennifer  Palmieri. 
"McAuliffe  was  a  stockholder,  as  was  former  President  Bush." 
Therein  lies  a  key  GOP  reason  for  treating  Global  gingerly. 
The  senior  Bush  gave  a  speech  on  the  company's  behalf  in 
Tokyo  in  1998  and  took  stock  in  lieu  of  $80,000  for  his  fee. 
"There  is  a  feeling  that  this  is  like  grenades  at  close  quarters — 
everyone  can  get  hurt,"  says  Ken  Boehm, 
chairman  of  the  National  Legal  &  Policy 
Center,  a  conservative  watchdog  group. 
Enron  overload  is  partly  to  blame  for 
congressional  inaction.  House  Energy  & 
Commerce  Committee  Chairman  W.  J. 
"Billy"  Tauzin  (R-La.),  whose  panel  over- 
sees telecom,  has  held  seven  Enron-re- 
lated hearings  in  three  weeks.  Republi- 
cans also  worry  that  there  may  be  little 
political  gain  from  delving  into  charges  of 
favors  for  Global  Crossing  if  such  payoffs 
can't  be  proved.  Dems,  they  scoff,  aren't 
getting  much  traction  out  of  allegations 
"  that  the  gop  did  Enron's  bidding. 
It's  too  early  to  write  off  a  major  congressional  inquiry  into 
Global  Crossing.  The  sec  and  FBI  may  yet  turn  up  wrongdo- 
ing that  lawmakers  can/tjgnore.  gop  operatives  are  quietly  re- 
searching Democrats'  ties  to  Global  in  hopes  of  finding  a  po- 
litical smoking  gun.  One  target:  U.  S.  Senate  candidate,  Tom 
Strickland  of  Colorado,  who  lobbied  for  Global.  Judicial  Watch, 
a  right-wing  group  that  went  after  the  Clintons,  will  soon 
pore  over  reams  of  government  documents  that  could  uncover 
favors  done  for  Global  Crossing.  But  for  now,  partisans  are 
leery  of  digging  too  deeply  lest  they  get  themselves  dirty. 
By  Amy  Borrus,  with  Lorraine  Woellert 


CAPITAL  WRAPUP 


NRON  AND  THE  CLINTONITES 

Republicans  may  be  holding  their 
re  in  the  Global  Crossing  debacle,  but 
riey're  rolling  out  the  heavy  artillery 
i  the  Enron  scandal.  Top  gop  opera- 
tes, smarting  from  allegations  that 
ie  Bushies  did  favors  for  Enron 
<orp.,  have  uncovered  more  than  a 
ozen  examples  of  financial  goodies  the 
'linton  Administration  gave  Enron. 

Senate  Finance  Committee  docu- 
lents  indicate  Enron  got  more  than 
i<i50  million  in  loans  and  other  backing 
>r  international  projects  from  the 


U.  S.  Export-Import  Bank  in  1993- 
2000.  That's  just  some  of  the  Clinton- 
era  support  of  Enron,  which  showered 
soft  money  on  both  parties.  "People 
think  getting  calls  returned  from  the 
Bush  Administration  is  the  only  help 
Enron  got,"  says  a  staffer  to  Senator 
Charles  E.  Grassley  (R-Iowa),  the 
committee's  ranking  Republican. 

While  Clintonites  regularly  went  to 
bat  for  U.S.  companies  competing 
around  the  world,  Enron  seems  to 
have  done  better  than  most.  Enron  ex- 
ecs took  part  in  at  least  11  trade  mis- 
sions with  the  late  Commerce  Secre- 


tary Ron  Brown  and  Trade  &  Devel- 
opment Agency  officials. 

Republicans  are  scouring  Enron's 
payroll  for  Clintonites  who  hired  on 
there.  Among  them  is  Linda  L.  Robert- 
son, a  top  deputy  to  former  Treasury 
Secretary  Robert  E.  Rubin.  Robertson 
was  later  was  hired  as  an  Enron  lobby- 
ist in  Washington.  Rubin,  now  chairman 
of  Citigroup's  Executive  Committee, 
drew  criticism  for  a  call  he  made  to 
Treasury  last  fall  wondering  if  anything 
could  be  done  to  save  the  credit  rating 
of  Enron,  a  major  client  of  Citi. 

By  Amy  Borrus 


BusinessWeek  /  February  25,  2002  53 


International  Business 


GOVERNMENT 


POWER 

SHIFT 

China  gets  set  for  new  leaders 


For  a  man  first  in  line  to  be  the 
next  President  of  China,  Hu  Jintao 
is  a  conspicuously  enigmatic  fig- 
ure. Currently  China's  Vice-Presi- 
dent, Hu,  59,  rarely  travels  overseas 
and  even  at  home  remains  something 
of  a  mystery.  No  wonder  aides  to  Pres- 
ident George  W.  Bush  have  been  trying 
for  some  time  to  bring  the  two  men  to- 
gether. Bush  may  finally  get  his  chance 
when  he  makes  his  first  state  visit  to 
Beijing  on  Feb.  21-22. 

Taking  Hu's  measure  is  crucial  be- 
cause his  expected  ascension  next  year 
will  be  part  of  the  most  extensive  gov- 
ernment overhaul  in  recent  Chinese  his- 
tory. Fully  half  of  China's  top  govern- 
ment officials  are  expected  to  retire  in 
coming  months,  making  way  for  the  so- 
called  fourth  generation  of  leaders.  The 
first  generation  was  led  by  Mao  Zedong, 
the  second  by  Deng  Xiaoping,  and  the 
third  by  current  President  Jiang  Zemin. 
Besides  Hu,  the  fourth  generation  in- 
cludes current  Vice-Premier  Wen  Jia- 


INSIDE  TRACK 


LUO  GAN 

A  hard-line  ally  of 
Li  Peng,  Luo  is  in 
charge  of  the 
"Strike  Hard"  anti- 
crime  campaign. 
The  66-year-old 
Shandong  native 
studied  engineer- 
ing in  East  Ger- 
many, where  he 
lived  from  1954  to  1962.  Luo  was 
made  a  State  Councillor  in  1993  and 
appointed  to  the  Politburo  in  1997. 


bao,  59,  who  is  slat- 
ed to  become  Pre- 
mier, and  Zeng 
Qinghong,  62,  a  sen- 
ior Communist  Par- 
ty official  who  could 
become  Vice-Presi- 
dent. At  the  same 
time,  the  chairman- 
ship of  the  National  People's  Congress, 
China's  parliament,  may  go  to  a  liberal 
from  the  third  generation  named  Li 
Ruihuan.  If  history  is  any  guide,  these 
men  could  be  at  the  helm  of  the  world's 
fastest-growing  economy  for  the  next  5 
to  10  years. 

How  far  will  Hu,  Wen,  and  the  oth- 
ers move  China  from  its  thoroughly 
authoritarian  but  increasingly  free- 
market  path?  Will  democracy  be  al- 
lowed to  spread  beyond  the  village  lev- 
el? Will  the  brutal  campaigns  against 
dissidents,  criminals,  and  religious  and 
ethnic  minorities  be  moderated?  Will 
the  issue  of  corruption — including 
wrongdoing  attributed  to  the  prince- 
lings, or  sons  and  daughters  of  the 
elite — be  frankly  addressed? 


L 


While  the  successors  of  Presi 
Jiang  Zemin  and  Premier  Zhu  R< 
are  expected  to  push  ahead  with 
nomic  reform,  sorting  out  the  re* 
the  agenda  of  the  new  generation 
easy  task.  These  leaders,  long  mil 
that  a  purge  could  sweep  them  a 
at  any  moment,  shun  the  spotlight 
keep  contact  with  foreigners  to  a  r 
mum.  China-watchers  agree,  howt 
that  the  next  crop  of  leaders  will  j 
son  ideology  for  pragmatism — notv 
standing  the  occasional  rhetorical  b 

Mostly  in  their  50s  and  60s,  they 
too  young  to  have  taken  part  in 
Communist  revolution  that  helped  f 
the  rigid  views  of  their  predecess 
Rather,  this  generation  came  of  age 
ing  destructive  political  campaigns  $ 


*      I 


ZENG  QINGHONG 

The  62-year-old 
graduate  of  the 
Beijing  Engineering 
m     Institute  is  a  key 
Jiang  Zemin  ally: 
detractors  call  him 
a  sycophant.  He 
runs  the  Commu- 
nist Party's  Organi- 
^k    ^B         zation  Dept.,  which 

is  responsible  for  personnel  matters. 

Jiang  failed  three  times  to  make  him  a 

full  member  of  the  Politburo. 


LI  RUIHl 


Politbu 
succeed  L 
Nation- 


Lhe  Great  Leap  Forward  and  the 
:ural  Revolution.  Hence,  they  dis- 
t  dogma  and  know  how  to  keep 
r  heads  down  and  their  mouths  shut, 
a  a  China  where  it  is  no  longer  pos- 
e  to  be  a  patriarch  in  the  mold  of 
g  Xiaoping  or  Mao  Zedong,  Hu  & 
are  expected  to  forge  policy  through 
census.  In  recent  years,  various  in- 
itions  have  gathered  increasing  pow- 
brcing  the  central  government  and 
Communist  Party  to  become  more 
•untable  and  flexible.  One  growing 
le  is  the  National  People's  Congress, 
ile  it  still  acts  like  a  rubber-stamp 
liament  much  of  the  time,  the  npc 
been  voting  against  government  pol- 
in  recent  years.  The  media,  too,  have 
ome  bolder:  While  still  tightly  cir- 


cumscribed, they 
regularly  report  on 
official  malfeasance. 
At  the  same  time, 
the  public  is  becom- 
ing increasingly  vo- 
cal on  everything 
from  official  corrup- 
tion to  rural  reform. 
China  has  also 
become  too  decen- 
tralized and  compli- 
cated to  be  run  by 
remote  control  from 
Beijing.  The  nation's 
gross  domestic  prod- 
uct has  quintupled, 
to  $1.19  trillion, 
since  1990,  and  by 
most  accounts  could 
outpace  Japan  to  be- 
come the  world's 
second-largest  econ- 
omy by  2030.  Much 
of  that  growth  has 
been  generated  by 
tens  of  thousands  of 
new  private  and 
quasi-private  enter- 
prises that  can't, 
or  won't,  be  tightly 
controlled  from  the  top.  The  new  lead- 
ers must  continue  the  delicate  process  of 
dismantling  thousands  of  useless  state 
enterprises  and  finding  work  for  mil- 
lions of  displaced  workers.  And  of 
course,  now  that  China  is  a  member  of 
the  World  Trade  Organization,  Hu  & 
Co.  will  be  forced  to  abide  by  its  stric- 
tures— some  of  which  will  be  deeply 
painful  to  society. 

Given  the  extraordinary  challenges 
they  face,  it  is  fortunate  that  the  fourth 
generation  is  one  of  the  best-educated 
group  of  leaders  in  Chinese  history.  Un- 
like their  predecessors,  many  of  whom 
were  force-fed  a  narrow  Soviet  curricu- 
lum, Hu  and  his  contemporaries  are 
open  to  a  range  of  ideas.  During  a  trip 
to  Europe  last  year,  Hu  displayed  an 


unusual  willingness  to  listen  to  his  aides. 
"It  was  completely  different  from  how 
Jiang  or  Zhu  deals  with  their  staff," 
says  a  Western  diplomat.  On  the  same 
trip,  Hu  demonstrated  a  keen  interest  in 
world  affairs. 

Clearly,  continued  market  liberaliza- 
tion will  be  a  priority.  Wen's  reformist 
credentials  are  strong.  He  spent  the 
past  five  years  heading  up  reforms  in 
two  of  China's  most  difficult  areas:  the 
corrupt  financial  sector  and  the  lagging 
rural  economy.  Under  Wen,  Beijing  has 
adopted  policies  aimed  at  reversing  the 
growing  urban-rural  prosperity  gap,  in- 
cluding an  effort  to  ease  the  tax  burden 
on  rural  residents.  "[Wen]  is  concerned 
with  the  low  income  levels  of  the  peas- 
ants," says  a  political  scientist  in  Beijing. 

China's  next  leaders  will  no  doubt 
continue  the  policy  of  gradually  extend- 
ing Beijing's  influence  over  the  rest  of 
Asia.  At  the  same  time,  they  will  likely 
foster  better  ties  with  the  U.  S.  China's 
new  technocrats  understand  how  much 
their  nation  relies  on  the  U.S.  for 
everything  from  technology  and  invest- 
ment to  education  visas  for  the  country's 
many  overseas  students. 

To  be  sure,  there  are  still  irritants — 
not  the  least  of  which  is  Washington's 
support  for  Taiwan  and  its  plans  to 
shield  the  island  from  any  mainland  mis- 
sile attack.  These  issues  will  be  on  the 
table  when  Bush  visits  Beijing,  as  will 
America's  increased  presence  in  the  re- 
gion. Yet  even  on  Taiwan,  the  new  gen- 
eration may  be  more  flexible.  Already 
there  are  signs 


WEN  JIABAO 

The  59-year-old 
Vice-Premier  has 
the  most  impres- 
sive track  record  of 
his  generation, 
thanks  to  his  work 
in  agricultural  re- 
form. He  also  over- 
sees the  cleanup 
of  the  battered  fi- 
tor.  Still,  critics  say  his  ea- 
please  makes  him  afraid  to 
sions. 


HU  JINTAO 

Currently  China's  Vice-President,  the  59- 
year-old  Hu  graduated  from  Beijing's  presti- 
gious Tsinghua  University  with  a  degree  in 
hydraulic  engineering.  Identified  early  as  a 
highflier,  he  became  the  youngest-ever 
member  of  the  Communist  Party's  Central 
Committee  when  he  was  39.  Hu  presided 
over  a  ruthless  crackdown  in  Tibet  in  1989. 
He  has  run  the  Party  School  in  Beijing 
since  1993  and  has  been  vice- 
chairman  of  the  powerful 
Central  Military  Com- 
mission since  1999. 
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China's  technocrats  understand  how  much  it  relies  oi 
the  U.S.  for  everything  from  technology  to  student  vis; 


that  Beijing's  approach  could  soften. 
When  Vice-Premier  Qian  Qichen  gave  a 
speech  that  appeared  to  offer  a  much 
more  conciliatory  approach  toward  Tai- 
wan last  month,  both  Hu  and  Zeng 
were  present — a  fact  featured  promi- 
nently in  news  reports. 

One  factor  that  will  contribute  to  a 
peaceful  resolution  of  the  Taiwan  issue 
is  the  waning  influence  of  the  People's 
Liberation  Army.  Its  last 
representatives  were 
bumped  from  the  power- 
ful standing  committee 
of  the  Politburo  of  the 
Communist  Party  in 
1997,  and  since  Jiang  be- 
came President,  the  gen- 
erals have  been  largely 
forced  out  of  their  once- 
extensive  business  oper- 
ations. Says  a  Western 
diplomat  in  Beijing:  "The 
political  stock  of  the 
[pla]  has  fallen." 

There  are  even  signs 
that  Hu  &  Co.  will  speed 
up  political  reform.  Public 
unhappiness  over  corrup- 
tion and  the  lack  of  ac- 
countability of  local  offi- 
cials could  explode,  and 
Hu  and  his  comrades 
know  they  must  find  a  way  to  defuse 
this  anger.  Protests  by  agitated  citizens 
have  become  a  daily  occurrence  across 
China.  Political  reform  "is  the  essential 
step  to  maintain  political  stability,"  says 
Feng  Chongyi,  a  professor  at  the  Uni- 
versity of  Technology  in  Sydney. 

How  might  political  reform  look  un- 
der Hu?  As  head  of  the  Central  Party 
School,  the  training  ground  for  cadres 
and  party  leaders,  he  has  allowed  re- 
search into  which  political  systems  best 
suit  China.  On  a  trip  to  Europe  last 
year,  Hu  expressed  keen  interest  in  the 
structure  of  Germany's  Social  Democrat- 
ic Party.  And  at  a  January  conference  in 
Beijing,  critics  of  the  Communist  Party 
openly  called  for  more  rapid  democrati- 
'zatien,  says  Feng,  who  attended.  "It  is 
quite  astonishing,"  he  says.  "Even  high- 
ranking  officials  spoke  candidly."  That 
said,  there's  a  huge  difference  between 
discussion  and  implementation. 

To  be  sure,  there  are  potential  pit- 
falls ahead  for  the  new  leaders,  most 
notably  their  lack  of  policymaking  ex- 
perience. Under  China's  top-down  au- 


thoritarian system,  midlevel  officials  of- 
ten find  themselves  carrying  out  orders 
from  above  rather  than  risking  their 
necks  by  formulating  innovative  poli- 
cies. "If  one  wants  to  become  a  cadre, 
they  must  toe  the  line,"  says  Li  Shen- 
zhi,  a  former  adviser  to  Zhou  Enlai  and 
one  of  the  present  Chinese  leadership's 
most  vocal  critics.  Most  of  them  "are 
younger  officials  who  are  probably  more 


liberal,  but  they  dare  not  say  anything." 
That  could  leave  an  opening  for  older, 
more  experienced  hands.  If  Jiang  and 
hard-line  National  People's  Congress 
Chairman  Li  Peng  have  their  way,  they 
will  follow  Chinese  tradition  and  con- 
tinue to  exercise  power  even  if  they 
hold  few  leadership  titles.  Jiang  wants 
to  stay  on  as  chairman  of  the  Central 
Military  Commission — just  as  his  pre- 
decessor Deng  Xiaoping  did  after  giving 
up  his  other  leadership  positions.  Bar- 
ring that,  Jiang  hopes  his  protege  Zeng 
will  help  ensure  that  his  policies  are 
followed. 

For  his  part,  Li  Peng  is  intent  on 
seeing  his  man  Luo  Gan,  currently  Chi- 
na's top  law-and-order  official,  named 
head  of  the  party's  discipline  body, 
which  is  in  charge  of  the  battle  against 
corruption.  That  move  would  protect  a 
host  of  retiring  officials,  including  Li 
himself,  who  bears  heavy  responsibility 
for  the  bloody  massacre  in  Tiananmen 
Square  in  1989. 

Some  analysts  say  that  growing  tol- 
erance and  Westernization  won't  neces- 


sarily triumph  in  China.  Despite 
cent  signs  of  political  reform,  the 
leaders  likely  will  favor  a  one-pJ 
state  for  the  foreseeable  future, 
tionalism  could  derail  efforts  to  imp 
relations  with  the  U.S.  Indeed,  Hu| 
tao  already  has  experience  manipv 
China's  patriotic  youth:  After  the  st 
of  Beijing  erupted  with  protests  fo 
ing  the  U.S.  bombing  of  the  CI 
embassy  in  Bel§ 
May,  1999,  Hu  was| 
leader  who  first  app 
on  television  to  ap 
for  calm.  But  the  fu| 
President  also  had 
words  for  the  U.S. 
expressed  strong  sup 
for  the  Chinese  studd 

Moreover,    the 
generation  of  leader 
as   capable   of  rut! 
behavior  as  its  pred^ 
sors.  Luo  Gan  is  hek 
sponsible  by  groups 
as  Human  Rights 
for  widespread  abi 
including  the  vici 
crackdown  on  the  F] 
Gong    spiritual    grj 
And  in  last  year's  St 
Hard  campaign  aga 
crime,    Luo    over] 
thousands  of  executions.  Hu  Jintao,  | 
has  shown  his  willingness  to  crack 
when  Beijing's  ultimate  authoritj 
challenged.  In  early  1989,  during! 
four-year  tour  as  party  secretary  ir| 
bet,  Hu  responded  to  independt 
protests  by  instituting  martial 
Scores  of  Tibetan  demonstrators 
shot  and  killed,  and  hundreds 
were  jailed. 

How  the  next  decade  plays  outj 
pends  largely  on  the  ability  of  Hu  j 
his  administration  to  channel  the  fo 
unleashed  in  recent  years  by  econcl 
and  political  liberalization.  Keepir| 
lid  on  social  unrest,  as  always, 
main  a  top  priority  in  Beijing.  Bil 
the  fourth  generation  manages  to  l| 
corruption  in  check,  maintain  robust 
nomic  growth,  and  get  more  we| 
flowing  to  the  countryside,  Hu  & 
may  yet  have  the  courage  to  take  pi 
ical  reform  to  the  next  level  and  nj 
China  the  great  world  power  that  i| 
badly  wants  to  be. 

By  Dexter  Roberts  in  Beijing, 
Mark  L.  Clifford  in  Hong  Kong 
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DEBT  RATINGS 


IN  EUROPE,  THE  SEARCH  IS  ON 
FOR  OTHER  ENRONS 

Investor  pressure  may  force  a  huge  telecom  write-off 


Is  there  an  Enron  Corp.  in  Europe's 
future?  That's  what  investors  in  Eu- 
ropean equities  and  bonds  are  des- 
perate to  know — whether  some  off- 
balance-sheet  bomb  wall  soon  go  off  at 
one  of  the  Continent's  blue  chips.  So 
far,  hordes  of  analysts,  investors,  and 
short-sellers  have  failed  to  come  up  with 
a  European  horror  story  on  the  scale  of 
the  Houston  energy  trader. 

Make  no  mistake,  though:  Enronitis 
is  having  its  effect.  Investors  don't 
want  any  nasty  surprises.  They  want 
clean  balance  sheets  and  lower  debt — 
and  they  want  all  the  bad  news  out  in 
the  open.  Companies  are  responding. 
The  biggest  potential  move:  Analysts 
and  consultants  expect  some  of  Eu- 
rope's biggest  telcos  to  write  down  up 
to  90%  of  the  value  of  their  invest- 
ments in  third-generation  wireless 
phone  licenses.  Such  a  massive  write- 
down would  be  one  of  the  biggest  bal- 
ance-sheet cleanups  in  European  busi- 
ness. The  sheer  size  of  the  operation 
could  still  shake  investor  confidence. 

A  3G  write-down  is  not  the  only  post- 
Enron  drama  unfolding  in  Europe.  "Ac- 
counting issues  and  bankruptcy  concerns 


are  dominating  the  markets,"  says 
Richard  G.  Davidson,  equity  strategist 
at  Morgan  Stanley  Dean  Witter  &  Co.  in 
London.  Companies  as  varied  as  Viven- 
di, abb,  and  Pearson  are  getting  the 
once-over  from  investors. 

But  the  telcos  seem  to  have  the 
most  to  answer  for.  The  companies  that 
spent  $116  billion  on  European  3G  li- 
censes can  no  longer  carry  those  as- 
sets on  their  books  at  full  value  be- 
cause they're  simply  not  worth  it.  One 
telco,  KPN,  confirms  a  write-down  is  in 
the  offing,  wiiile  analysts  expect  others 
to  follow,  including  Vodafone.  After  all, 
in  Germany,  Italy,  and 
Britain,  where  prices 
went  through  the  rojf, 
carriers  paid  some  $441 
per  capita  for  the  right 
to  offer  3G  services,  al- 
most seven  times  the 
global  average.  The  tel- 
cos "have  tried  pulling  a 
rug  over  the  hole  in 
their  book  equity,  but 
everyone  knows  it's 
there,"  says  Rick 
Deutsch,  head  of  credit 


Big  Spenders 


Amounts  paid  for  3G 
licenses  in  Europe 

BILLIONS 


VODAFONE 

$19.4 

BT/MM02 

14.1 

DEUTSCHE  TELEKOM 

14.1 

FRANCE  TELECOM 

12.1 

KPN 

10.0 

Data;  Yankee  Group  Research  Inc 


NEW  ERA 


The  CEOs 
are  definite^ 
rattled, 
especially  byl 
the  pressure 
to  deleverag(| 

research  for  bnp  Pari 
in  London.  Of  con 
near  term,  waiting  d 
assets  will  wipe  out 
of  equity.  But  such 
duction  would  also 
the  sector's  event 
return  on  assets 
return  on  equity — I 
make  3G  services  1 
more  profitable  o 
they're  launched. 

Even  with  3G  costs  properly 
counted  for,  Europe's  telcos  will  h 
to  endure  more  post-Enron  scruti 
David  E.  Marcus,  managing  partne: 
Marcstone  Capital  Management,  a  N1 
York-based  hedge  fund,  says  he's  she 
ing  Deutsche  Telekom  because 
doubts  it  can  raise  enough  from 
sales  to  fulfill  its  pledge  to  cut  its 
to  $43.5  billion,  from  $57  billion.  " 
are  not  going  to  be  able  to  get  the  1 
ues  they  need  to  get  [from  the  sale: 
says  Marcus. 

France   Telecom   has   spooked 
vestors  not  only  with  its  estimated  i', 
billion  debt  but  with  off-balance-sh 
commitments.  After  the  company  too! 
25%  stake  in  cable  operator  ntl  Inc 
struck  a  deal  with  some  banks  that 
nanced  ntl's  acquisition  of  a  Swiss  ca 
company.  The  banks  got  shares  in  x| 
with  an  option  to  sell  them  back 
France  Telecom  later  for  a  guarantej 
$1.1  billion,  ntl  now  is  in  trouble  and 
shares  are  nearly  worthless,  but  Frar 
Telecom  is  still  on  t 
hook  for  the  $1.1  billi 
payment,  due  in  Mar«| 
2003.  Although  Fran 
Telecom  notified  regu 
tors  of  the  arrangerm 
at  the  time,  investors 
focusing   anewT   on   t 
risks   involved   in   su 
commitments. 

It's  not  only  overopj 
mistic  dealmaking  th 
investors  want  to  see  i 
dressed.  Engineering  j 
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Information  is  the 


h  p  9 1  m  p  Hi  r  i  n  p    Hcalthcare profess»°nais 

KJ  K~  jI     III  v.*  \*A  I  v*  I  I   I  ^  •      perform  best  when  they're  well 

informed.  By  successfully  integrating  medical  and  information  technologies, 
Siemens  provides  physicians  and  health  executives  with  instant  access  to  critical 
information  so  they  can  make  the  right  decisions  right  away.  From  medication 
management  systems  to  networked  imaging  systems,  Siemens  provides 
medical  solutions  to  improve  workflow,  reduce  costs  and,  most  importantly, 
make  cutting-edge  care  available  to  everyone,  everywhere. 

Whether  enhancing  the  quality  and  efficiency  of  healthcare,  developing 
transportation  systems  that  make  travel  safer  and  more  reliable  or  being 
the  world  leader  in  logic  controllers  for  industrial  automation,  Siemens  is 
reshaping  and  redefining  entire  industries.  When  you  have  460,000  minds 
working  together  all  around  the  globe,  including  85,000  right  here  in  the  U.S., 
innovative  solutions  emerge.  And  that's  what  it  takes  to  change  the  world. 
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^BB  Ltd.  is  trying  to  clean  the  slate 
$1.4  billion  in  charges  to  cover 
ng  asbestos  liabilities  and  other 
lems.  Board  members  at  the  Swiss 
neering  giant  are  even  pressing 
-revered  Chairman  and  ceo  Percy 
evik  to  pay  back  some  of  his  $80 
on  in  severance  benefits, 
urope's  CEOs  are  definitely  rattled 
he  turn  of  events,  especially  the 
sure  to  deleverage.  "There  has  been 
mpletely  brutal  change  from  where 
was  practically  ignored  to  a  [point] 
re  everybody  is  looking  at  how  much 
companies  have,"  says  Serge  Tchu- 
chairman  and  ceo  of  French  telecom 
jment  maker  Alcatel. 
ne  effect  of  the  focus  on  leverage  is 
preservation  of  a  company's  debt 
ig  is  of  paramount  importance. 
;  the  case  of  British  media  compa- 
earson  PLC.  On  Christmas  Eve, 
company  suddenly  accepted  a  cash 
-  of  $1.3  billion  from  Bertelsmann 
ts  stake  in  Europe's  largest  broad- 
r,  RTL  Group — about  half  what  the 
erty  would  have  fetched  in  May. 
were  amazed  they  accepted  Ber- 
nann's  price,"  says  a  source  close  to 
deal.  Pearson  won't  publicly  admit 
irm  was  being  twisted.  But  it  is 
ivn  that  the  company  was  going 
ugh  a  tough  review  by  rating  agen- 
Moody's  Investors  Service  and 
fcdard  &  Poor's  and  was  at  risk  of  a 
Tigrade. 

her  media  companies  are  feeling 
heat.  Rival  Vivendi  Universal  is 
I  punished  by  investors  nervous 
its  acquisition  hunger  and  com- 
ated  structure.  Its  debt  rose  more 
20%  in  the  past  year,  to  an  esti- 
ed  $26  billion,  as  Vivendi  snapped 
everything  from  television  group 
Networks  to  publisher  Houghton 
in.  Another  worry  is  the  difficulty 
ing  cash  flow.  When  Vivendi  issued 
irterly  operating  results  last  year, 
ooked  100%  of  the  operating  profits 
terated  by  Cegetel — even  though 
endi  owns  only  44%  of  the  fast- 
wing  French  phone  company.  Viven- 
vill  strip  out  the  56%  it  doesn't  own 
en  it  releases  net  earnings  on  Mar. 
We  are  not  saying  there  are  ac- 
nting  irregularities,"  says  Michael 
thanson,  an  analyst  at  Sanford  C. 
rnstein  &  Co.  in  New  York.  "But 
re  is  still  a  question:  What  is  the 
■nings    power   of  this    company?" 
it's  the  question  investors  are  asking 
>ut  many  European  blue  chips  in  the 
w  Age  of  Scrutiny. 
By  Stanley  Reed  with  Kerry  Capell 
London,  Andy  Reinhardt  and  Carol 
itlack  in  Paris,  and  bureau  reports 
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*Morningstar  Fund  Family  Report,  June  30. 2001 .  For  more  information,  including  fees,  expenses,  and 
risks,  read  the  fund  profile  or  prospectus  carefully  before  investing.  T.  Rowe  Price  Investment 
Services,  Inc.,  Distributor.  IRAR062927 
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NEZUELA:  HOW  LONG 

N  CHAVEZ  STAND  THE  HEAT? 


havez  out!"  That  cry  is  growing  louder  by  the  day  in 
Venezuela,  where  citizens  are  taking  to  the  streets  to 
protest  against  President  Hugo  Chavez.  The  former 

^trooper  has  seen  his  approval  rating  plunge  from  80%  in 
to  24%  today,  as  citizens  have  grown  dissatisfied  with  his 

ility  to  improve  their  living  standards.  Even  some  in 

military  are  giving  Chavez  a  thumbs-down.  On  Feb.  6,  Air 
e  Colonel  Pedro  Soto  and  National  Guard  Captain  Pedro 

es  marched  with  protesters  to  Chavez'  home  and  called 
to  resign.  A  military  commission  is  deciding  whether 

ischarge  the  officers. 

havez  is  feeling  the  heat.  Indeed,  in  a 

ch  to  the  nation  on  Feb.  12,  he  of- 
an  olive  branch  to  his  critics.  "The 

osition  has  to  be  constructive.  I'm 

y  to  revise  whatever  there  is  to  re- 

"  he  vowed.  Chavez  also  took  a  dras- 

step  to  curb  capital  flight  and  slash 

ezuela's  yawning  budget  deficit  by  al- 

ng  the  currency,  the  bolivar,  to  float 

ly.  The  bolivar's  value  against  the  dol- 

plunged  20%  on  Feb.  13. 

ut  even  these  steps  are  unlikely  to 
Ivent  Venezuela,  the  world's  No.  4  oil 

orter  and  the  No. 3  U.S.  oil  supplier, 
escaping  a  period  of  political  instability.  The  emboldened 

osition  is  openly  discussing  ways  to  oust  the  President. 

t  experts  rule  out  a  coup,  even  though  Soto  claims  most 

he  armed  forces  agree  that  Chavez  should  resign.  In- 
td,  opposition  leaders  and  political  experts  believe  that  the 

tary  would  back  a  constitutional  effort  to  force  Chavez  out. 

ritial  moves  against  the  President  are  under  way.  In  ear- 

ebruary,  the  opposition  Democratic  Action  Party  filed  a 

ion  with  the  Supreme  Court  challenging  Chavez'  mental 

petence.  That's  taking  a  page  from  Ecuador's  book,  where 

1997,  Congress  ousted  President  Abdala  Bucaram  on 
of  insanity.  Opposition  members  say  they  are  col- 


PROTESTING:  As  the  slump  worsens 


lecting  psychiatric  evaluations  of  Chavez,  who  is  known  for 
mood  swings.  The  opposition  may  also  charge  Chavez  with 
misusing  defense  funds  for  social  projects,  such  as  employing 
troops  to  sell  subsidized  food.  Such  an  approach  worked  in 
1994,  when  Venezuela's  Congress  impeached  President  Carlos 
Andres  Perez  for  misuse  of  funds.  Since  Chavez'  Fifth  Re- 
public Movement  leads  the  National  Assembly  by  just  one 
vote,  the  opposition  sees  a  chance  to  impeach  him.  Opposition 
strategists  also  think  moderate  Supreme  Court  justices  will 
withdraw  support  from  Chavez  as  protests  mount.  The  court 
has  yet  to  rule  on  the  insanity  motion. 

Meanwhile,  the  business  community  is 
lining  up  against  Chavez.  Business  is  ap- 
palled by  a  package  of  49  economic  laws 
that  Chavez  imposed  by  decree  in  No- 
vember. They  vastly  increase  state  inter- 
vention in  industries  such  as  oil  and  fish- 
ing.   To    show    their    dismay,    80%    of 
Venezuela's  businesses  shut  down  for  a 
one-day  "civic  strike"  on  Dec.  10.  "We 
don't  like  playing  the  role  of  the  political 
opposition,  but  we're  fighting  for  our  very 
existence,"  says  Luis  H.  Ball,  president 
of  medical-supplies  maker  Eurociencia  and 
"  former  president  of  industrial  association 
Conindustria.  Key  figures  in  the  Roman  Catholic  Church, 
trade  unions,  and  media  may  also  back  an  effort  to  topple 
Chavez,  who  has  blasted  them  with  vitriolic  rhetoric. 

If  Chavez  goes,  who  will  take  over?  One  suggestion  in 
Caracas  political  circles  is  to  have  a  civilian  junta  made  up  of 
representatives  of  business,  labor,  and  opposition  parties  rule 
until  new  elections  can  be  held.  Among  those  likely  to  contest 
the  presidency  would  be  Caracas  Mayor  Alfredo  Pena  and 
National  Assembly  Deputy  Julio  Borges,  both  center-right 
leaders.  But  Chavez  won't  step  down  without  a  fight. 
Venezuelans  are  bracing  for  a  turbulent  year. 

By  Christina  Hoag  in  Caracas 


GLOBAL  WRAPUP 


RITISH  AIRWAYS  RETRENCHES 

British  Airways  continues  to  shrink. 
n  Feb.  13,  Chief  Executive  Rod  Ed- 

gton  said  the  flag  carrier  would 
ash  5,800  employees,  bringing  the  to- 
1  layoffs  since  September  11  to 
J.000 — nearly  a  quarter  of  the  former 
orkforce.  It  will  also  cease  operating 
i  10  routes  and  curtail  its  use  of 
atwick  Airport,  south  of  London.  But 
lalysts  doubt  that  the  moves  are 
dical  enough  to  return  the  company 

strong  profitability.  BA  is  expected 

lose  approximately  $700  million  for 


the  current  fiscal  year  ending  Mar.  31. 

Eddington  may  have  wanted  to  go 
further.  He  has  told  colleagues  BA 
needs  to  drastically  pare  its  loss-mak- 
ing European  short-haul  services.  BA 
Chairman  Colin  Marshall  may  have 
thwarted  more  radical  steps.  But  Mar- 
shall, 68,  won't  be  able  to  protect  for- 
ever the  empire  he  helped  build. 

PRIME  MINISTER  IN  TROUBLE? 

►  The  much  publicized  war-crimes 
trial  of  former  Yugoslav  President  Slo- 
bodan Milosevic,  which  opened  on  Feb. 
12  in  The  Hague,  could  undermine 


Serbian  Prime  Minister  Zoran  Djind- 
jic's  already  shaky  political  situation  at 
home.  Most  Serbs  have  little  sympathy 
for  Milosevic,  but  view  The  Hague  tri- 
bunal as  an  anti-Serb  show  trial.  Since 
Djindjic  engineered  Milosevic's  extra- 
dition under  pressure  from  the  U.  S. 
last  year,  Serbs  partly  blame  the 
Prime  Minister  for  the  bad  publicity. 
Although  Djindjic's  popularity  rating  is 
just  14%,  he  is  pressing  ahead  with  an 
unpopular  economic  restructuring  that 
could  hike  unemployment  above  30%. 
That  could  hurt  Djindjic  just  before 
new  elections  expected  this  fall. 
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Corporate  Scoreboard 


Corporate  profits  could  have  been 
worse  in  2001 — but  it's  hard  to  see 
how.  With  the  economy  steeped  in 
recession,  burdened  with  overca- 
pacity, and  whipsawed  by  uncertainty 
and  fear  after  the  brutal  terrorist  at- 
tacks of  September  11,  yearly  earnings 
for  BusinessWeek's  900  Corporate  Score- 


board companies  plunged  59%  from  2000. 
That  decline  was  the  steepest  since  the 
Scoreboard  began  in  1973,  far  outpacing 
the  previous  worst  annual  drop  of  19%  in 
recession-wracked  1991.  In  the  fourth 
quarter  alone,  earnings  plummeted  56% — 
the  third  straight  quarter  that  profits 
fell  by  more  than  50%,  year  to  year. 


Virtually  every  sector  in  the  econa  mies 

saw  profits  fall  or  turn  to  losses.  Te  tihan 

nology,  transportation,  and  manufact  im 

ing  were  particularly  hard  hit.  Oi  Biting 

three  sectors,  buoyed  by  resilient  c  [► 

sumer  spending,  did  well — health  ca  cng: 

utilities,  and  consumer  staples.  Nev  itive> 
theless,    total    Scoreboard    revenuBrarti 
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10 
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Ich  fell  4%  in  the  last  quarter,  man- 
d  only  a  sluggish  3%  climb  for  all  of 
1.  And  yearlong  profit  margins  crum- 
l  to  a  paltry  2.6%,  from  6.5%  in  2000. 
*rofits  took  a  big  hit,  owing  to  JDS 
phase  Corp.,  the  maker  of  telecom 
cal  components  that  posted  an  un- 
cedented  $58  billion  in  losses  for  the 
r,  mostly  a  result  of  write-offs  from 

acquisitions.  But  according  to  Stan- 
d  &  Poor's  compustat,  35  Scoreboard 
panies  had  special  pretax  write-offs  of 
l-e  than  $1  billion  in  2001.  Scoreboard 
fits  would  have  sunk  47%  for  the  year, 
ounting  just  jds's  net  loss,  and  22%  if 
special  pretax  charges  were  excluded, 
•'acing  such  a  bleak  picture,  corporate 
cutives  moved  quickly  throughout 
year  to  shutter  plants,  slash  capital 
tiding,  and  lay  off  workers.  But  just 
2n  many  thought  the  worst  was  over, 
terrorist  attacks  punished  the  econ- 
/  even  more.  Gross  domestic  product 
tracted  1.3%  in  the  third  quarter, 
iployers,  who  had  already  cut  nearly 
million  workers  before  Labor  Day, 
ped  off  another  350,000  jobs  after 
>tember  11,  especially  in  besieged  in- 
tries  like  airlines-. 

Sven  some  of  the  most  profitable 
ipanies  last  year  aren't  home  free. 
:h  energy  prices  off,  Exxon  Mobil 
rp.,  which  made  more  money  than 

company  in  U.S.  history  in  2000, 
v  earnings  fall  6%,  to  $15.1  billion  in 
1,  a  pattern  repeated  at  many  oil 
npanies.  At  General  Electric  Co., 
ich  saw  earnings  grow  11%,  to  $14.1 
ion,  ceo  Jeffrey  R.  Immelt  expresses 
icern  that  the  downturn  could  still 
set  the  company:  "We  are  doing  our 
siness  planning  as  if  2002  is  going  to 
y  tough  the  entire  year."  And  while 
igmaker  Pfizer's  profits  grew  108%,  to 
8  billion — powered  in  part  by  surging 
es  of  its  cholesterol-lowering  drug 
ritor — profits  from  such  blockbusters 
;  always  endangered  by  patent  expi- 
ions  and  competitive  products.  A  new 
jlesterol  drug  from  England's  Astra- 


Zeneca  PLC,  for  instance,  is  expected  to 
hit  the  market  later  this  year. 

In  the  technology  sector,  2002  could 
be  just  as  bad  as  2001.  As  early  as  last 
spring,  business  customers  had  begun 
forgoing  technology  upgrades,  putting 
a  serious  crimp  in  the  profit-and-loss 
statements  of  many  computer  manufac- 
turers, chipmakers,  and  telecom  enter- 
prises. Slammed  especially  hard  were 
the  telecom-equipment  makers,  who,  af- 
ter the  boom  years  of  the  late  '90s,  have 
seen  profits  evaporate.  JDS  Uniphase's 
huge  loss  differed  from  others'  only  in 
scale.  Motorola  Inc.,  for  instance,  racked 
up  $3.9  billion  in  losses,  down  from  a 
profit  of  $1.3  billion  in  2000,  because  of 
soft  demand  for  its  semiconductors  and 
cellular  gear.  Beleaguered  Lucent  Tech- 


nologies' loss  widened  to  $13  billion, 
from  $1.1  billion,  while  VeriSign  Inc. 
lost  $13.4  billion  in  2001,  after  losing 
$3.1  billion  in  2000. 

And  the  telecom  operators  them- 
selves turned  into  basket  cases  as  busi- 
ness spending  for  telecom  services  skid- 
ded. At  Level  3  Communications  Inc., 
the  loss  grew  to  $5.4  billion,  from  $1.4 
billion  a  year  earlier,  with  similar  blood- 
baths  at  Sprint,  AT&T,  and  Qwest  Com- 
munications International.  And  things 
will  likely  get  worse  before  they  get 
better.  "We're  within  a  few  feet  of  the 
bottom  of  the  ocean,"  says  James  Q. 
Crowe,  ceo  of  Level  3.  But  clearly,  it 
will  be  a  long  swim  back  to  the  surface. 

The  airlines,  already  hurt  by  a  cut- 
back in  business  travel  before  the  Sep- 


A  Spotlight  on  2001  Profits 


AFTERTAX  PROFITS 
QUARTER  BY  QUARTER 

PERCENT  CHANGE  FROM 

SAME  PERIOD  OF  PRECEDING 

YEAR,  ALL  INDUSTRIES 

60  -        BREAKING  DOWN 
THE  LATEST  QUARTER 

AS  REPORTED -56% 

WITHOUT 


INDUSTRIES  WITH  THE  BIGGEST 
DOLLAR  CHANGE  IN  2001 


40- 


TELECOMMUNICATIONS -43% 


12-MONTH 
MOVING 
AVERAGE 


Have  we  hit  bottom  yet?  Well, 
this  is  what  the  bottom  line  looks 
like  for  2001:  earnings  down 
59%,  revenues  up  3%.  Of  the 
65  industry  groups,  46  made 
less  money  than  the  year  before, 
and  11  of  those  reported  a  loss. 
Worst  off  was  the  semiconductor 
industry,  thanks  to  JDS  Uniphase, 
whose  extensive  write-downs  of 
acquisitions  led  to  a  $58  billion 
loss.  Telecom  was  another  big- 
time  loser,  with  red  ink  at  AT&T, 
Corning,  and  Lucent  Technologies. 
Software  also  managed  to  finish 
near  the  bottom  thanks  to  multi- 
billion-dollar  losses  at  VeriSign 
and  Cisco  Systems.  Early  pre- 
dictions say  things  will  look 
better  by  the  second  half 
of  2002.  We  can  only  hope. 

Data:  Standard  &  Poor's  COMPUSTAT 
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tember  11  attacks,  saw  a  devastating 
decline  in  traffic  afterwards.  Only  one 
major  carrier,  low-cost  Southwest  Air- 
lines Co.,  made  money  last  year — and 
its  $511  million  profit  represented  a  de- 
cline of  18%.  The  biggest  loser?  UAL 
Corp.,  parent  of  United  Airlines,  which 
lost  a  record  $2.1  billion  in  2001,  even 
after  an  emergency  government  bailout. 
And  AMR  Corp.,  parent  of  American 
Airlines,  the  world's  largest  airline,  lost 
$1.8  billion  for  the  year— $798  million 
in  the  fourth  quarter  alone.  "It  does 
seem  that  all  carriers  are  feeling  the 
pain,"  says  Thomas  W.  Horton,  amr's 
chief  financial  officer.  Horton  didn't  offer 
a  bright  forecast  for  the  first  quarter  of 
2002.  "Clearly,  the  first  quarter  will  be  a 
loss  for  us  and  the  rest  of  the  indus- 
try— and  quite  a  substantial  loss." 

The  auto  industry  also  ran  out  of  gas. 
Detroit  resorted  to  0%  financing  late 
last  year  to  jump-start  sales,  but  earn- 
ings still  stalled.  Ford  Motor  Co.,  hurt 
by  the  massive  Firestone  tire  recalls, 
saw  a  $5.4  billion  profit  in  2000  turn 


Billions  Down  the  Drain 

The  biggest  losers  of  2001 

COMPANY 

LOSS 

BILLIONS 

JDS  UNIPHASE 

$57.6 

VERISIGN 

13.4 

LUCENT  TECHNOLOGIES 

13.0 

CORNING 

5.5 

FORD  MOTOR 

5.5" 

LEVEL  3  COMMUNICATIONS 

5.4 

AGERE  SYSTEMS 

5.0 

AOL  TIME  WARNER 

4.9 

AT&T 

4.1 

QWEST  COMMUNICATIONS  INTL. 

3.9 

Data:  Standard  &  Poor's  COMPUSTAT 

into  a  $5.5  billion  loss  in  2001.  General 
Motors  Corp.  fared  little  better.  It  eked 
out  a  $601  million  profit — but  that  was 
an  87%  decline,  year  to  year,  while  rev- 
enues fell  4%. 

The  news  was  better  at  financial  com- 
panies with  big  consumer  operations,  as 
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low  interest  rates  served  to  spur  le 
ing.  Citigroup  saw  profits  rise  6%, 
$14.3  billion.  And  at  Washington  Mm 
Inc.,  earnings  rose  44%,  to  $2.7  billj 
thanks  to  the  refinancing  boom.  Bu 
was  another  story  on  Wall  Street, 
the  fat  years  of  the  late  '90s,  the 
train  stopped.  Morgan  Stanley 
Witter's  profits  fell  34%,  to  $3.6  b 
Profits  at  Merrill  Lynch  &  Co 
meted  by  85%,  to  $573  million. 

Despite  all  the  pain,  there  were 
signs  of  a  rebound  in  the  fourth  q 
Gross  domestic  product,  surpris 
grew   by   0.2%.    Consumer   spen 
climbed  at  a  5.4%  annual  rate 
was  even  a  small  uptick  in  the  tec! 
ogy  sector.  So  the  profit  picture 
at  least,  be  getting  no  worse.  Says 
Won  Sohn,  chief  economist  of  Wells 
go  &  Co.:  "The  recession  ended  in 
nal  quarter  of  last  year.  Now  we 
in  recovery."  After  the  pummel: 
'01,  it  would  be  nice  if  he  were  rig] 

By  Julie  Forster  and  Michael  A 
in  Chicago,  with  bureau  reports 
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WHY  THE  B0UNCEBACK  WON'T  BE  QUICK 


On  Jan.  30,  the  Federal  Reserve 
left  interest  rates  unchanged  af- 
ter 11  rate  cuts,  and  investors 
cheered.  The  Fed's  hands-off  ap- 
proach to  monetary  policy  this  time 
around  signaled  to  many  that  the 
economy  had  bottomed  out.  And  that 
perception  was  significantly  re- 
inforced by  shrinking  inventories, 
which  in  late  2001  were  4.1%  below 
their  high  point  a  year  earlier,  ac- 
cording to  Commerce  Dept.  statis- 
tics. With  inventories  fast  declining, 
Corporate  America  would  soon  begin 
ramping  up  production,  with  higher 
profits  sure  to  follow. 

Not  quite.  Despite  the  impressive 
falloff  in  inventories,  business  profits 
aren't  likely  to  come  charging  back. 
Why?  Inventories  may  well  fall  even 
further.  Many  companies  are  afraid 
that  history  will  repeat  itself.  They 
got  burned  once  when  they  began  re- 
stocking at  a  rapid  clip  in  late  1999 
in  anticipation  of  disruptions  from 
the  Y2K  computer  virus — which  never 
came.  Last  year's  economic  slowdown 
dampened  demand.  Then,  after  the 
September  11  attacks,  businesses 
turned  gun-shy  about  rebuilding  in- 
ventories, fearing  the  economy-dead- 
ening aftereffects  of  terrorism.  So 
now,  cautious  managers  are  likely  to 


_i_ 


let  their  inventory  levels  fall  at  least 
through  the  summer,  and  maybe 
longer,  say  economists.  "Firms  don't 
see  demand  turning  up  quickly,"  says 
David  Huether,  chief 
economist  at  the  Na- 
tional Association  of 
Manufacturers. 
"Growth  in  profits 
will  be  gradual." 

Working  off  excess 
capacity  in  the  hard- 
hit  telecom  sector, 
where  many  compa- 
nies wildly  overesti- 
mated demand  last 
year,  could  delay  a 
profit  rebound  for 
years  at  such  compa- 
nies as  jds  Uniphase,  Ciena,  or  Cor- 
ning. But  worries  about  demand  also 
exist  in  healthier  sectors  of  the  econ- 
omy. Heavy  equipment  maker  Deere 
&  Co.,  for  instance,  says  it  will  re- 
build inventories  only  as  orders  come 
in.  In  fiscal  2001,  the  company  cut 
stocks  by  $400  million,  or  7%.  This 
year,  the  goal  is  to  lower  inventory 
by  an  additional  $400  million.  "As 
things  turn  up,  we  may  not  turn  up 
our  production  as  much  as  generally 
thought,"  says  Chief  Financial  Officer 
Nathan  J.  Jones. 


CUTTING  BACK 
ON  INVENTORIES 


'00 1  '01 1  '02 1* 

A  TRILLIONS  OF  1996  DOLLARS 
♦ESTIMATES  FOR  2002 
Data:  U.S.  Commerce  Dept.  Bank  of  Tokyo-Mitsubishi 


Not  everyone  is  cutting.  General 
Motors  Corp.  says  it  will  increase 
first-quarter  production  by  20,000  ve- 
hicles, to  1.32  million,  an  8.7%  in- 
crease year  to  year. 
And  Fortune  Brands 
Inc.,  a  maker  of  office 
supplies  such  as  SwingjM 
line  Staplers,  expects 
inventories  to  pick  up 
soon.  Fortune  Brands 
ceo  Norman  H.  Wesle} 
notes  that  buyers  have 
been  emptying  stock- 
rooms for  over  a  year 
now.  "We  should  be  at 
a  point  where,  particu- 
larly when  the  econo- 
my turns,  we  should 
see  the  reverse  effect  and  see  some 
positive  growth,"  Wesley  says. 

Overall,  Diane  C.  Swonk,  chief 
economist  at  Bank  One,  expects  in- 
ventory investment  to  stay  negative 
until  the  third  quarter,  when  she 
forecasts  a  reversal — and  corporate 
profits  rising  4.8%  year  to  year.  In 
other  words,  Corporate  America  will 
eventually  restock  its  shelves  and  re 
cover.  Just  don't  look  for  it  until  late 
in  the  year. 

By  Laura  Cohn  in  Washington, 
with  Midiael  Arndt  in  Chicago 
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Fourth  Quarter  &  Full  Year  2001 

CORPORATE  SCOREBOARD 


•ssary 


ES:  Includes  all  sales  and 

r  operating  revenues.  For 

<s,  includes  all  operating 

nues. 

FITS:  Net  income  before 

Bordinary  items.  For  banks, 


profits  are  net  income  after  se- 
curity gains  or  losses. 
margins:  Net  income  from 
continuing  operations  before 
extraordinary  items  as  percent 
of  sales. 

RETURN  ON  COMMON  EQUITY: 

Ratio  of  net  income  available 


for  common  stockholders  (most 
recent  12  months)  to  latest 
available  common  equity, 
which  includes  common  stock, 
capital  surplus,  and  retained 
earnings. 

PRICE-EARNINGS  RATIO:  Based 

on  Feb.  7,  2002,  common- 


stock  price  and  corporate  earn- 
ings from  continuing  operations 
before  extraordinary  items  for 
most  recent  12-month  period. 

EARNINGS  PER  SHARE:  For 

most  recent  12-month  period. 
Includes  all  common-stock 
equivalents. 
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-493.6 

NM 

-363.1 

NM 

NM 

0.7 

-2.4 

NM 

-0.31 

IERICAN  AXLE  &  MFG.  HOLDINGS  AXL 

791.6 

7 

3107.2 

1 

31.4 

26 

114.9 

-11 

4.0 

3.4 

21.5 

10 

2.36 

VINMERITOR  ARM  ,3) 

1566.0 

-6 

6712.0 

18 

11.0 

NM 

56.0 

-50 

0.7 

NM 

9.0 

27 

0.86 

ITOLIV  ALV 

969.8 

-3 

3991.0 

-3 

26.5 

36 

47.9 

-72 

2.7 

1.9 

2.6 

42 

0.49 

RGWARNER  BWA 

582.8 

-2 

2351.6 

-11 

2.2 

-71 

66.4 

-29 

0.4 

1.3 

6.0 

21 

2.51 

LPHI  AUTOMOTIVE  SYSTEMS  DPH 

6380.0 

-8 

26088.0 

-10 

-131.0 

NM 

-370.0 

NM 

NM 

2.9 

-16.0 

NM 

-0.66 

IRA  AUTOMOTIVE  SYSTEMS  DRRA 

580.3 

-11 

2477.4 

-6 

-7.5 

NM 

11.2 

-73 

NM 

0.5 

2.5 

17 

0.62 

TON  ETN 

1695.0 

-13 

7299.0 

-12 

30.0 

-48 

169.0 

-53 

1.8 

3.0 

6.8 

30 

239 

ARLEA 

3405.0 

1 

13624.7 

-3 

-48.8 

NM 

34.2 

-88 

NM 

2.2 

2.2 

75 

0.52 

3DINE  MFG.  MODI  (9) 

270.4 

2 

10770 

-5 

1.3 

-82 

22.8 

-63 

0.5 

2.7 

4.4 

36 

0.70 

NNECO  AUTOMOTIVE  TEN 

758.0 

-10 

3364.0 

-5 

-99.0 

NM 

-130.0 

NM 

NM 

NM 

NM 

NM 

-3.43 

IWER  AUTOMOTIVE  TWR 

638.9 

2 

2467.4 

-3 

-295.7 

NM 

-267.5 

NM 

NM 

NM 

-57.9 

NM 

-5.87 

STEON  vc 

4493.0 

-1 

17843.0 

-8 

-14.0 

NM 

-118.0 

NM 

NM 

NM 

-3.6 

NM 

-0.91 

)  TIRE  &  RUBBER 

WUP  COMPOSITE 

4498.3 

-2 

18266.8 

-3 

-140.9 

NM 

-141.6 

NM 

NM 

NM 

-3.0 

NM 

-0.55 

WDAG  BDG 

249.2 

-1 

964.9 

-3 

17.4 

18 

43.8 

-27 

7.0 

5.8 

9.0 

16 

2.12 

IOPER  TIRE  &  RUBBER  CTB 

776.6 

-5 

3154.7 

-9 

15.7 

148 

18.2 

-81 

2.0 

0.8 

2.0 

59 

0.25 

MIDYEAR  TIRE  &  RUBBER  GT 

3472.6 

-2 

14147.2 

-2 

-174.0 

NM 

-2036 

NM 

NM 

NM 

-6.1 

NM 

-1.27 

1  Fourth  quarter  ended  Nov.  30.  (2)  Fourth  quarter  ended  Oct.  31.  (3)  First  quarter  and  most  recent  12  months  ended  Dec  31.  (4)  First  quarter  and  most  recent  12  months  ended  Nov.  30  (5)  First  quarter  and  most 
ant  12  months  ended  Oct.  31   (61  Second  quarter  and  most  recent  12  months  ended  Dec.  31.  (7)  Second  quarter  and  most  recent  12  months  ended  Nov.  30.  (8)  Second  quarter  and  most  recent  12  months  end- 
Oct.  31   (9)  Third  quarter  and  most  recent  12  months  ended  Dec.  31.  (10)  Third  quarter  and  most  recent  12  months  ended  Nov.  30.  (11)  Third  quarter  and  most  recent  12  months  ended  Oct.  31.  "Sales  include 
:ise  taxes.  "Sales  include  other  income.  ***Sales  include  excise  taxes  and  other  income.  tRevenues  from  major  subsidiaries  not  included  in  consolidated  sales.  Earnings  per  share  are  for  latest  12  months,  not  nee- 
sarily  for  end  of  most  recent  fiscal  year;  they  include  all  common-stock  equivalents  but  exclude  extraordinary  items.  NA  =  not  available.  NM  =  not  meaningful 

Data 

Standard  &  Poor's  COMPUSTAT 

B 

usinessWeek  /  Februa 

ry  25, 

2002  67 

CORPORATE  SCOREBOARD  ■■ 

COMPANY  SYMBOL 

SALES 

PROFITS 

4TH          CHANGE 
QUARTER        FROM 
2001           2000 
$  MIL.            % 

12 

MONTHS 

2001 

SMIL 

CHANGE 

FROM 

2000 

% 

MARGINS 

4TH            4TH 

QUARTER    QUARTER 

2001          2000 

%              % 

RETURN  ON 

COMMON 

EQUITY 

12  MONTHS 

ENDING 

12-31 

PRICE- 
EARNINGS 
RATIO 
2-7 

4TH 

QUARTER 

2001 

SMIL. 

CHANGE 

FROM 

2000 

% 

12 

MONTHS 

2001 

SMIL 

CHANGE 

FROM 

2000 

% 

3 

BANKS 

1 
( 

NDUSTRY  COMPOSITE 

77741.7 

-16 

331375.3 

-7 

8219.0 

-12 

35346.3 

-11 

10.6 

10.1 

11.4 

19 

1.1 

A)  BANKS  -  EAST 

\ 

GROUP  COMPOSITE 

21894.7 

-26 

99960.2 

-13 

523.2 

-81 

7570.1 

-46 

2.4 

9.5 

8.9 

25 

1. 

ASSOCIATED  BANC-CORP  ASBC 

256.0 

-10 

1076.2 

-4 

46.3 

17 

179.5 

7 

18.1 

13.9 

16.8 

13 

BANK  OF  NEW  YORK  BK 

1777.0** 

-8 

7192.0 

-4 

331.0 

-11 

1343.0 

-6 

18.6 

19.2 

21.3 

21 

1 

BANKNORTH  GROUP  BKNG 

378.1 

-6 

1504.3 

-3 

65.5 

.     5 

243.0 

27 

17.3 

15.5 

13.6 

14 

. 

COLONIAL  BANCGROUP  CNB 

237.8 

-9 

995.9 

0 

31.9 

9 

122.7 

2 

13.4 

11.3 

14.4 

12 

1 

FLEETBOSTON  FINANCIAL  FBF 

3839.0** 

-36 

19133.0 

-26 

-507.0 

NM 

■931.0 

-76 

NM 

14.8 

5.2 

38 

J.P.  MORGAN  CHASE  JPM 

10456.0 

-35 

50429.0 

-16 

-332.0 

NM 

1719.0 

-70 

NM 

4.4 

4.1 

38 

M&T  BANK  MTB 

619.4 

-4 

2579.3 

23 

101.7 

41 

378.1 

32 

16.4 

11.1 

12.9 

19 

MBNA  KRB 

2751.1 

24 

10144.7 

27 

524.8 

24 

1694.3 

29 

19.1 

19.1 

21.5 

17 

1 

NORTH  FORK  BANCORPORATION  NFB 

310.3** 

2 

1218.8 

5 

90.0 

21 

331.5 

41 

29.0 

24.4 

23.1 

16 

S 
( 

TATE  STREET  STT 

1270.0** 

-19 

5687.0 

-4 

171.0 

16 

628.0 

6 

13.5 

9.4 

16.4 

27 

B)  BANKS  -  MIDWEST 

GROUP  COMPOSITE 

25612.4 

-11 

105642.1 

-3 

3551.8 

25 

12559.1 

4 

13.9 

9.9 

12.5 

21 

1.1 

BANK  ONE  ONE 

5791.0 

-10 

24527.0 

-3 

541.0 

NM 

2682.0 

NM 

9.3 

NM 

13.2 

15 

COMERICA  CMA 

960.5" 

-19 

4165.6 

-10 

199.0 

15 

709.6 

-10 

20.7 

14.5 

14.5 

14 

3 

COMMERCE  BANCSHARES  CBSH 

242.9** 

-11 

1028.5 

-3 

46.8 

1 

182.0 

2 

19.3 

16.9 

14.3 

15 

FIFTH  THIRD  BANCORP  FITB 

1559.9 

-7 

6506.3 

1 

385.7 

21 

1100.6 

-4 

24.7 

19.0 

14.9 

33 

. 

HUNTINGTON  BANCSHARES  HBAN 

576.8 

-14 

2449.0 

-6 

65.6 

-14 

178.5 

-46 

11.4 

11.4 

7.4 

24 

0 

KEYCORP  KEY 

1627.1** 

-25 

7351.5 

-13 

-174.2 

NM 

156.6 

'-84 

NM 

12.3 

2.4 

62 

MARSHALL  &ILSLEY  Ml 

664.3 

-6 

2728  0 

0 

108.3 

28 

337.5 

7 

16.3 

11.9 

12.9 

19 

NATIONAL  CITY  NCC 

2188.8 

-7 

9092.6 

0 

346.6 

13 

1388.1 

7 

15.8 

13.1 

18.8 

12 

NORTHERN  TRUST  NTRS 

728.7** 

-22 

3261.5 

-8 

102.4 

-18 

487.5 

0 

14.1 

13.4 

18.2 

26 

2 

TCF  FINANCIAL  TCB 

292.3" 

-6 

1198.1 

3 

54.2 

4 

207.3 

11 

18.5 

16.8 

22.6 

18 

2. 

U.S.  BANCORP  USB 

3843.0 

-13 

16443.0 

-3 

695.4 

-10 

1706.5 

-41 

18.1 

17.4 

10.4 

22 

0.. 

WELLS  FARGO  WFC 

7137.0 

-5 

26891.0 

-2 

1181.0 

5 

3423.0 

-15 

16.5 

15.0 

12.6 

23 

1. 

(C)  BANKS  -  SOUTH  &  SOUTHEAST 

GROUP  COMPOSITE 

27965.3 

-8 

114039.9 

-5 

4309.2 

30 

14186.3 

15 

15.4 

10.8 

12.3 

15 

2: 

AMSOUTH  BANCORPORATION  ASO 

793.7** 

-14 

3382.8 

-10 

140.5 

11 

536.3 

63 

17.7 

13.8 

18.1 

14 

1. 

BANK  OF  AMERICA  BAC 

12203.0 

-16 

52641.0 

-9 

2057.0 

49 

6792.0 

-10 

16.9 

9.6 

14.0 

14 

4 

BB&T  BBT 

1500.0 

-4 

6228.2 

9 

277.9 

20 

973.6 

39 

18.5 

14.9 

15.8 

16 

2. 

FIRST  TENNESSEE  NATIONAL  FTN 

634.3** 

27 

2378.2 

12 

89.2 

24 

329.6 

42 

14.1 

14.3 

22.9 

13 

2. 

HIBERNIA  HIS 

348.5 

-9 

1477.5 

1 

56.4 

224 

218.8 

28 

16.2 

4.5 

13.7 

1 

NATIONAL  COMMERCE  FINANCIAL  NCF 

379.9 

-6 

1547.8 

37 

59.9 

NM 

225.3 

397 

15.8 

NM 

9.2 

23 

1 

POPULAR  BPOP 

617.9 

-9 

2561.4 

-2 

75.6 

0 

303.9 

10 

12.2 

11.1 

13.4 

13 

2 

REGIONS  FINANCIAL  RGBK 

1004.0 

2 

4037.5 

5 

138.2 

8 

508.9 

-4 

13.8 

13.0 

12.6 

13 

2 

SOUTHTRUST  SOTR 

892.8 

-11 

3741.8 

-4 

144.9 

18 

554.5 

15 

16.2 

12.3 

14.2 

15 

1 

SUNTRUST  BANKS  STI 

1948.8 

-13 

8435.4 

-2 

332.6 

1 

1369.2 

6 

17.1 

14.7 

16.4 

13 

4. 

SYNOVUS  FINANCIAL  SNV 

519.3 

0 

2068.6 

7 

85.2 

14 

311.6 

19 

16.4 

14.4 

18.4 

26 

1. 

UNION  PLANTERS  UPC 

752.1 

-6 

3143.8 

2 

115.9 

12 

443.6 

8 

15.4 

13.0 

13.8 

14 

3. 

V 
( 

VACHOVIA  WB 

6371.0** 

6 

22396.0 

-8 

736.0 

14 

1619.0 

NM 

11.6 

10.7 

5.7 

21 

- 

D)  BANKS  -  WEST  &  SOUTHWEST 

GROUP  COMPOSITE 

2269.3 

-31 

11733.2 

-5 

-165.2 

NM 

1030.8 

-26 

NM 

10.1 

11.1 

13 

1.1 

PACIFIC  CENTURY  FINANCIAL  BOH 

249.7 

-25 

1280.9 

-3 

26.3 

-19 

117.8 

4 

10.5 

9.8 

9.4 

15 

1 

PROVIDIAN  FINANCIAL  PVN 

857.2 

-48 

5529.9 

-7 

-395.3 

NM 

141.4 

-79 

NM 

13.5 

5.7 

7 

o.. 

UNIONBANCAL  UB 

681.3 

-14 

2911.7 

-8 

131.9 

NM 

481.4 

9 

19.4 

1.1 

13.6 

12 

3. 

ZIONS  BANCORPORATION  Z  ON 

481.1 

-5 

2010  7 

71.9 

g 

290.2 

79 

14.9 

13.0 

12.7 

16 

3 

INDUSTRY  COMPOSITE 

27616.0 

-8 

118073.9 

-5 

3806.4 

636 

4819.2 

-33 

13.8 

1.7 

9.3 

27 

1. 

AIR  PRODUCTS  &  CHEMICALS  APD  (3) 

1316.5 

-11 

5592.4 

-2 

113.7 

-16 

491.0 

135 

8.6 

9.2 

15.8 

21 

2. 

ALBEMARLE  ALB 

239.2 

9 

916.9 

0 

14.1 

-11 

68.2 

-33 

5.9 

7.2 

11.5 

16 

1. 

CABOT  CBT  (3) 

377.0 

-5 

1652.0 

4 

38.0 

36 

132.0 

26 

10.1 

7.1 

13.8 

19 

1. 

CROMPTON  CK 

604.9 

-17 

2718.8 

-11 

-85.4 

NM 

-123.9 

NM 

NM 

NM 

-22.6 

NM 

-1. 

CYTEC  INDUSTRIES  CYT 

314.8 

-12 

1387.1 

-7 

6.8 

-91 

66.2 

-63 

2.2 

21.5 

10.4 

14 

1. 

DOW  CHEMICAL  DOW 

6346.0** 

-12 

27805.0 

-6 

-37.0 

NM 

-417.0 

NM 

NM 

2.1 

-4.2 

NM 

-0, 

DUPONT  DO 

5229.0** 

-17 

24726.0 

-13 

3915.0 

NM 

4328.0 

87 

74.9 

4.1 

35.6 

10 

4. 

EASTMAN  CHEMICAL  EMN 

1271.0** 

-7 

5384.0 

2 

-92.0 

NM 

-179.0 

NM 

NM 

3.8 

-13.0 

NM 

-2. 

FERRO  FOE 

409.9 

13 

1501.1 

4 

6.0 

-64 

39.2 

-46 

1.5 

4.5 

15.1 

24 

FULLER  (H.B.)  FULL  m 

322.9 

-11 

1274.1 

-7 

12.9 

-9 

44.9 

-9 

4.0 

3.9 

10.4 

16 

1. 

GEORGIA  GULF  GGC 

232.2 

-36 

1205.9 

-24 

-5.0 

NM 

-12.0 

NM 

NM 

NM 

-12.7 

NM 

-0. 

GRACE  (W.R.)  GRA 

429.1 

9 

1723.2 

8 

21.2 

NM 

78.6 

NM 

4.9 

NM 

NM 

2 

GREAT  LAKES  CHEMICAL  GLK 

342.5 

-15 

1594.7 

-5 

-31.8 

NM 

-271.9 

NM 

NM 

5.9 

-44.2 

NM 

-5. 

HERCULES  HPC 

611.0 

-15 

2620.0 

-17 

6.0 

NM 

-52.0 

NM 

1.0 

NM 

-7.1 

NM 

-0. 

IMC  GLOBAL  IG 

525.8 

9 

1958  7 

-7 

-13.9 

NM 

-27.9 

NM 

NM 

0.9 

-5.2 

NM 

-0. 

INTERNATIONAL  FLAVORS  &  FRAGRANCES  IFF  419.2 

9 

1843.8 

26 

29.2 

NM 

116.0 

-6 

7.0 

0.4 

22.1 

27 

1. 

LUBRIZOL  LZ 

439.8 

-2 

1844.6 

4 

20.8 

-37 

94.1 

-20 

4.7 

7.4 

12.2 

18 

1. 

68  BusinessWeek  /  February  25,  2002 


I  Porsche  Cars  North  America.  Inc.  Porsche  recommends  seat  belt  usage  and  observance  of  all  traffic  laws  at  all  times.  Specifications  for  comparison  only. 


What  a  dog  feels 
when  the  leash  breaks. 


Instant  freedom,  courtesy  of  the  Boxster  S.  The  250  horsepower  boxer  engine  launches 
you  forward  with  its  distinctive  growl.  Any  memory  of  life  on  a  leash  evaporates  in  the  wind 
rushing  overhead.  It's  time  to  run  free.  Contact  us  at  1-800-PORSCHE  or  porsche.com. 
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SHARE 

LYONOELL  CHEMICAL  LYO  t 

717.0 

-24 

3226.0 

-20 

-48.0 

NM 

-145.0 

NM 

NM 

NM 

-19.4 

NM 

-1.24 

MILLENNIUM  CHEMICALS  MCH 

334.0 

-23 

1590.0 

-11 

8.0 

-43 

-43.0 

NM 

2.4 

3.2 

^4.9 

NM 

-0.68 

MONSANTO  MON 

1209.0 

4 

5462.0 

-1 

-104.0 

v    NM 

297.0 

70 

NM 

NM 

4.0 

27 

1.13 

OM  GROUP  OMG 

1081.9 

365 

2367.4 

167 

20.0 

3 

80.2 

12 

1.8 

8.3 

14.0 

19 

3.28 

POLYONE  POL 

589.9 

-16 

2654.6 

41 

-30.1 

NM 

-46.1 

NM 

NM 

NM 

-6.5 

NM 

-0.51 

PRAXAIR  PX 

1238.0 

-3 

5158.0 

2 

118.0 

NM 

432.0 

19 

9.5 

0.4 

17.4 

21 

2.63 

ROHM  &  HAAS  ROH 

1340.0'* 

-12 

5666.0 

-11 

37.0 

-38 

-70.0 

NM 

2.8 

4.0 

-1.8 

NM 

-0.31 

SCHULMAN  (A.)  SHLM  <4) 

238.1 

-7 

956.8 

-6 

5.2 

NM 

18.6 

-26 

2.2 

NM 

5.8 

27 

0.64 

SOLUTIA  SOI 

643.0 

-12 

2817.0 

-12 

-101.0 

NM 

-59.0 

NM 

NM 

NM 

NM 

NM 

-0.57 

TERRA  INDUSTRIES  TRA 

234.2" 

-14 

1037.3 

-2 

-26.8 

NM 

-77.7 

NM 

NM 

1.5 

-15.5 

NM 

-1.03 

USEC  usu  (6) 

560.1 

45 

1390.6 

-2 

9.5 

-55 

57.7 

NM 

1.7 

5.4 

6.0 

8 

5 

CONGLOMERATES 

INDUSTRY  COMPOSITE 

60874.2 

0 

232567.5 

-1 

5956.2 

26 

19747.4 

-3 

9.8 

7.7 

18.1 

24 

1.45 

ANIXTER  INTERNATIONAL  AXE 

662.6 

-23 

3144.2 

-11 

5.7 

-64 

33.6 

-57 

0.9 

1.8 

6.0 

31 

0.89 

GENERAL  ELECTRIC  GE 

33975.0" 

-3 

125913.0 

-3 

3933.0 

10 

14128.0 

11 

11.6 

10.2 

26.4 

26 

1.41 

HONEYWELL  INTERNATIONAL  HON 

5853.0 

-9 

23652.0 

-5 

118.0 

-54 

-99.0 

NM 

2.0 

3.9 

-1.1 

NM 

-0.12 

IKON  OFFICE  SOLUTIONS  IKN  (3) 

1210.4 

-8 

5165.9 

-5 

32.6 

101 

30.4 

-69 

2.7 

1.2 

2.2 

66 

0.20 

PALL  PLL (5) 

274.1 

-1 

1231.4 

0 

19.4 

-24 

111.8 

-24  * 

7.1 

9.2 

14.7 

24 

0.90 

PEPSIAMERICAS  PAS 
TEXTRON  TXT 

761.4 
3183.0" 

19 

3170.7 

25 
-6 

9.2 
257.0 

411 
NM 

90.1 
166.0 

26 
-40 

1.2 
8.1 

0.3 

NM 

6.3 
4.5 

21 
37 

0.58  ^ 

-4 

12321.0 

1.16  " 

TRW  TRW 

4078.0 

-1 

16383.0 

-5 

90.0 

NM 

68.0 

-84 

2.2 

NM 

3.1 

78 

0.54 

TYCO  INTERNATIONAL  TYC  (3' 

10068.1 

25 

38017.2 

19 

1453.8 

45 

5124.1 

8 

14.4 

12.5 

14.6 

10 

2.71 

VIAD  Wl 

365.2 

-12 

1659.4 

-4 

25.2 

-11 

51.1 

-64 

6.9 

6.9 

6.9 

42 

0.58 

WALTER  INDUSTRIES  WLT 

443.4 

-13 

1909.7 

-5 

12.3 

472 

43.3 

NM 

2.8 

0.4 

10.5 

1 

0.95 

6 

CONSUMER  PRODUCTS 

INDUSTRY  COMPOSITE 

92100.4 

6 

355379.0 

6 

7405.5 

15 

29110.6 

2 

8.0 

7.4 

26.7 

24 

1.91 

(A)  APPAREL 

GROUP  COMPOSITE 

6630.2 

-1 

26864.1 

3 

248.9 

-29 

1250.6 

-3 

3.8 

5.3 

13.6 

22 

1.78 

BROWN  SHOE  BWS  "" 

462.4 

0 

1748.2 

7 

11.9 

-24 

29.1 

-18 

2.6 

3.4 

10.1 

9 

1.66 

JONES  APPAREL  GROUP  JNY 

887.0 

-8 

4073.0 

-2 

31.0 

-51 

236.0 

-22 

3.5 

6.5 

12.4 

19 

1.82 

KELLWOOD  KWD  "" 

601.4 

-14 

2352.1 

3 

13.9 

-48 

39.3 

^12 

2.3 

3.8 

8.5 

14 

1.72 

1 
F 

IKE  NKE  (7) 

2336.8 

405.0 

6 
-9 

9603.9 
1480.3 

4 

7 

129.3 
12.6 

8 

-35 

593.6 
26.7 

-1 
2 

5.5 
3.1 

5.4 

4.4 

15.7 
9.3 

28 

11 

2.18 

HI  LU  PS- VAN  HEUSEN  PVH  «" 

0.96 

POLO  RALPH  LAUREN  RL  (9> 

617.1 

1 

2269.1 

5 

45.6 

-10 

172.0 

295 

7.4 

8.2 

18.2 

15 

1.75 

REEBOK  INTERNATIONAL  RBK 

664.6 

7 

2992.9 

4 

5.2 

-16 

102.7 

27 

0.8 

1.0 

14.3 

17 

1.66 

RUSSELL  RML 

314.8 

-A 

1160.9 

-5 

-30.8 

NM 

-55.5 

NM 

NM 

3.4 

-12.2 

NM 

-1.74 

7 

IMBERLAND  TBL 

341.1 

3 

1183.6 

8 

30.2 

-26 

106.7 

-14 

8.9 

12.4 

29.7 

12 

2.65 

( 

B)  APPLIANCES  &  HOME  FURNISHINGS 

GROUP  COMPOSITE 

16352.6 

11 

62801.1 

7 

359.6 

9 

1476.4 

-34 

2.2 

2.2 

11.1 

36 

1.00 

BED  BATH  &  BEYOND  BBBY  <"" 

759.4 

26 

2795.0 

26 

53.0 

30 

201.2 

29 

7.0 

6.8 

20.3 

49 

0.68 

BEST  BUY  BBY  (,°l 

4756.0 

27 

18078.6 

27 

80.0 

40 

409.7 

11 

1.7 

1.5 

19.1 

36 

1.92 

CIRCUIT  CITY  GROUP  CC  "0) 

2279.9 

-2 

9375.2 

-13 

21.1 

NM 

139.3 

-33 

0.9 

NM 

5.8 

41 

0.68 

FURNITURE  BRANDS  INTERNATIONAL  FBN 

476.8 

-8 

1891.3 

-11 

22.8 

-6 

58.0 

-46 

4.8 

4.7 

7.6 

31 

1.13 

HARMAN  INTERNATIONAL  INDUSTRIES  HAR 

<6)    467.4 

7 

1749.8 

3 

11.7 

-51 

17.7 

-77 

2.5 

5.5 

4.0 

86 

0.51 

KIMBALL  INTERNATIONAL  KBALB  (6> 

296.6 

-11 

1189.9 

-8 

6.5 

-47 

4.8 

-90 

2.2 

3.7 

1.1 

NM 

0.13 

LA-Z-BOY  LZB  (8) 

559.2 

-6 

2165.0 

0 

12.4 

-57 

41.6 

-55 

2.2 

4.9 

6.0 

31 

0.69 

LEGGETT  &  PLATT  LEG 

968.5 

-4 

4113.8 

-4 

35.4 

-22 

187.6 

-29 

3.7 

4.5 

10.1 

25 

0.94 

LINENS  'N  THINGS  LIN 

587.9 

19 

1823.8 

16 

8.2 

-76 

29.7 

-54 

1.4 

7.0 

6.0 

38 

0.72 

MAYTAG  MYG 

1134.0 

23 

4323.7 

8 

23.8 

NM 

167.5 

-23 

2.1 

NM 

711.5 

15 

2.13 

PIER1  IMPORTS  PI  R"0) 

387.4" 

13 

1500.5 

10 

25.0 

6 

87.7 

-5 

6.5 

6.9 

16.2 

19 

0.91 

SALTON  SFP  <6) 

318.5 

21 

839.5 

3 

21.2 

-20 

26.6 

-66 

6.7 

10.1 

11.0 

12 

1.52 

TWEETER  HOME  ENTERTAINMENT  TWTR  (3)  t 

251.9 

56 

630.1 

44 

13.5 

38 

20.6 

14 

5.4 

6.0 

5.9 

27 

0.93 

WHIRLPOOL  WHR 

2647.0 

3 

10343.0 

0 

21.0 

-69 

34.0 

-91 

0.8 

2.6 

2.3 

NM 

0.50 

WILLIAMS-SONOMA  WSM  "" 

462.1 

9 

1981.8 

15 

3.9 

65 

50.2 

-18 

0.8 

0.6 

11.2 

47 

0.89 

(C)  BEVERAGES 

GROUP  COMPOSITE 

24129.4 

4 

91135.4 

4 

1931.4 

49 

9112.0 

1704.5 

27 

10 

8.0 

7.9 

5.6 

7.4 

28.5 

39.9 

29 

26 

1.50 

ANHEUSER-BUSCH  BUD 

2893.1 

2 

12911.5 

3 

227.8 

9 

1.89 

BROWN-FORMAN  BF.B  <8) 

575.8 

0 

1933.4 

1 

80.1 

0 

229.7 

0 

13.9 

14.0 

18.4 

20 

3.38 

COCA-COLA  KO 

4923.0 

4 

20092.0 

1 

914.0 

278 

3979.0 

83 

18.6 

5.1 

35.9 

29 

1.60 

COCA-COLA  ENTERPRISES  CCE 

3967.0 

11 

15700.0 

6 

-36.0 

NM 

-19.0 

NM 

NM 

0.4 

-0.7 

NM 

-0.05 

CONSTELLATION  BRANDS  STZ  (,0> 

764.1 

21 

2691  0 

13 

49.6 

42 

127.8 

35 

6.5 

5.6 

14.1 

17 

2.99 

COORS  (ADOLPH)  RKY 

558.4 

-4 

2429.5 

1 

15.9 

33 

123.0 

12 

2.8 

2.1 

12.6 

16 

3.31 

PEPSI  BOTTLING  GROUP  PBG 

2462.0 

3 

8443.0 

6 

13.0 

225 

305.0 

33 

0.5 

0.2 

19.6 

22 

1.03 

PEPSICO  PEP 

7986.0 

2 

26935.0 

6 

667.0 

-4 

2662.0 

5 

8.4 

8.9 

30.7 

33 

- 

(D)  PERSONAL  CARE 

GROUP  COMPOSITE 

23846.7 

2 

89031.2 

1 

5 

2462.7 

110.3 

9 

-44 

7711.8 

430.3 

-10 

-11 

10.3 

6.3 

9.6 

11.9 

30.7 

NM 

32 

27 

1.72 

AVON  PRODUCTS  AVP 

1751.5 

6 

5994.5 

1.79 

CLOROX  CLX  (6) 

901.0" 

3 

3956.0 

-1 

51.0 

-20 

290.0 

-27 

5.7 

7.3 

16.5 

34 

1  22 
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It's  no  surprise  that  the  state  responsible  for  so  many  technological  advancements  boasts  one  of  the  most 
advanced  broadband  initiatives  in  the  country.  It's  how  we're  able  to  match  companies  with  the  critical 
research  and  top-tier  talent  necessary  to  compete.  And  with  the  Centers  for  Disease  Control,  the  Georgia 
Biomedical  Partnership,  and  more  than  80  life  sciences  companies  based  here,  the  next  breakthrough  is 
often  right  around  the  corner,  literally. 
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CORPORATE  SCOREBOARD  1                                                                               1i 

COMPANY  SYMBOL 

SALES 

PROFITS 

4TH         CHANGE 
QUARTER        FROM 
2001           2000 
S  MIL.            % 

12 

MONTHS 

2001 

SMIL 

CHANGE 

FROM 

2000 

% 

MARGINS 

4TH            4TH 

QUARTER    QUARTER 

2001          200C 

%              % 

RETURN  ON 

COMMON 

EQUITY 

12  MONTHS 

ENDING 

12-31 

4TH 

QUARTER 
2001 
SMIL. 

CHANGE 

FROM 

2000 

% 

12 

MONTHS 

2001 

SMIL. 

CHANGE 

FROM 

2000 

% 

1} 
PRICE-      MOW 
EARNINGS    EAR* 
RATIO          f 
2-7 

COLGATE-PALMOLIVE  CL 

2414.4 

0 

9427.8 

1 

295.3              3 

1146.6 

8 

12.2 

11.9 

242.0 

29           1 

DIALDL 

426.6 

6 

1663.3 

9 

25.3           NM 

69.8 

103 

5.9 

NM 

93.7 

21 

ELIZABETH  ARDEN  RDEN  "" 

303.0 

85 

658.3 

70 

33.4V        167 

-10.1 

NM 

11.0 

7.7 

-11.8 

NM 

ESTEE  LAUDER  EL (6> 

1257.4 

-3 

4583.9 

2 

90.1          -29 

2727 

-20 

7.2 

9.9 

17.0 

32           0 

GILLETTE  G 

2718.0 

-3 

8961.0 

-3 

200.0           NM 

910.0 

11 

7.4 

NM 

43.1 

38 

KIMBERLY-CLARK  KMB 

3671.8 

2 

14524.4 

4 

358.3          -21 

1626.5 

-10 

9.8 

12.7 

27.4 

19           3, 

PROCTER  &  GAMBLE  PG  l6) 

10403.0 

2 

39262.0 

-1 

1299.0              9 

2976.0 

-18 

12.5 

11.7 

22.4 

39           2 

(E)  TOBACCO 

GROUP  COMPOSITE 

DIMON  DMN  (6) 

PHILIP  MORRIS  MO 

R.J.  REYNOLDS  TOBACCO  HOLDINGS  RJR 

STANDARD  COMMERCIAL  STW  "» 

UST  UST 


21141.5 

376.4 

17982.0 

2093.0 

242.8 

447.4 


12 

-27 

16 

4 

-36 

13 


CONTAINERS  &  PACKAGING 


INDUSTRY  COMPOSITE 


11607.5 


85547.3 

1355.0 

72944.0 

8585.0 

993.0 

1670.3 

47443.9 


13 

-3 

15 

7 

-16 

8 


2402.8 

6.2 

2164.0 

89.0 

5.9 

137.7 

214.5 


10 

-29 
8 

93 
4 

20 

-54 


9559.8 

28.4 

8566.0 

444.0 

29.9 
491.6 

1243.4 


2 

5 

1 

26 

78 

11 


11.4 

1.6 

12.0 

4.3 

2.4 

30.8 

1.8 


11.6 

1.7 

13.0 

2.3 

1.5 

29.0 

3.9 


32.8 

6.9 
43.1 

5.4 

15.6 

108.5 

7.4 


13 

11 
13 
13 
8 
11 

26 


(A)  GLASS,  METAL  A  PLASTIC 

GROUP  COMPOSITE  2650.7  1  11029.6  -1  7.7  -86  303.3  NM  0.3  2.2  12.9  16          1 

BALLBLL  843.0  2  3686.1  1  8.1  -58  -99.2  NM  1.0  2.3  -21.4  NM 

OWENS-ILLINOIS  01  1346.4  1  5402.5  -3  -5.2  NM  360.7  NM  NM  2.4  20.2  5           2 

SILGAN  HOLDINGS  SLGN  461.3  1  1941.0  3  4.8  -13  41.8  18  1.0  1.2  267.6  12           Li 


(B)  PAPER 

GROUP  COMPOSITE 

BEMIS  BMS 

GAYLORD  CONTAINER  GCR  <3) 

GREIFBROS.  GBCOA(2) 

MAIL-WELL  MWL 

PACKAGING  CORP.  OF  AMERICA  PKG 

PACTIV  PTV 

POTLATCH  PCH 

ROCK-TENNRKT"31 

SEALED  AIR  SEE 

SMURFIT-STONE  CONTAINER  SSCC 

SONOCO  PRODUCTS  SON 

TEMPLE-INLAND  TIN 

WESTVACO  MWV  (2) 


8956.8 

558.6 

243.2 

444.8 

390.4 

413.1 

710.0 

394.9 

350.6 

781.4 

1991.0 

676.6 

1000.0 

1002.4 


8      DISCOUNT  &  FASHION  RETAILING 


INDUSTRY  COMPOSITE 

ABERCROMBIE  &  FITCH  ANF  "" 

ALBERTO-CULVER  ACV  (3) 

AMAZON.COM  AMZN 

AMERICAN  EAGLE  OUTFITTERS  AEOS  »«> 

AMES  DEPARTMENT  STORES  AMESQ  <"> 

ANNTAYLOR  STORES  ANN  "» 

AUTOZONE  AZO  (4) 

BARNES  &  NOBLE  BKS  <"> 

BIG  LOTS  BLl  "" 

BJ'S  WHOLESALE  CLUB  BJ<1U 

BORDERS  GROUP  BGP  m) 

BUILDING  MATERIALS  HOLDING  BMHC 

BURLINGTON  COAT  FACTORY  BCF  m 

COW  COMPUTER  CENTERS  CDWC 

CHARMING  SHOPPES  CHRS  "" 

CLAIRE'S  STORES  CLE  (,,) 

COLE  NATIONAL  CNJ  "" 

COSTCO  WHOLESALE  COST  M> 

CSK  AUTO  CAO  (11» 

DILLARD'S  DOS"" 

DOLLAR  GENERAL  DGm) 

DOLLAR  TREE  STORES  DLTR 

FAMILY  DOLLAR  STORES  FDO  <4> 

FEDERATED  DEPARTMENT  STORES  FD  •■■> 

FOOT  LOCKER  Z  (1" 

GAPGPS<"> 

GOODY'S  FAMILY  CLOTHING  GDYS  "" 

HOME  DEPOT  HD  <"' 

INSIGHT  ENTERPRISES  NSIT 

INTIMATE  BRANDS  IBI  (,,) 


171896.3 

354.5 

614.3 

1115.2 

363.7 

676.9** 

310.8** 

1176.1 

995.6 

773.1 

1268.9 

713.7 

275.1 

744.2 

988  2 

549.3 

234.0 

261  5 

8466.6** 

366.7 

1930.2** 

1309.1 

714.8 

977.1 

3775.0** 

1104.0 

3333.4 

279.3 

13289.0 

529.9 

905.6 


-5 

-2 
-18 

80 

-17 

-11 

-9 

-6 

2 

-2 

-11 

1 

-4 

-7 

7 
-3 

9 

15 

29 

-26 

2 
11 

5 

5 

8 

2 
15 

1 
-2 
51 
-5 

2 
11 
-1 
-6 
20 
19 
19 
-10 

2 
-2 

1 
15 
-3 
-4 


36414.3 

2293.1 
1052.4 
1456.0 
1653.5 
1790.0 
2812.0 
1752.0 
1447.0 
3067.5 
8377.0 
2606.3 
4172.0 
3935.5 

698796.7 

1337.7 
2514.9 
3122.4 
1331.3 
3607.2 
1271.8 
4930.7 
4660.6 
3407.0 
5242.6 
3375.5 
1092.9 
2445.1 
3961.5 
1781.4 
1042.1 
1103.9 

35626.3 
1456.6 
8516.0 
5178.6 
1987.3 
3822.3 

17444.0 
4480.0 

14337.3 
1229.7 

50528.0 
2082.3 
5022.0 


-2 

6 
-11 
51 
-9 
-7 
-8 
-3 
-1 

0 
-5 
-4 
-3 

2 

8 

15 

10 

13 

39 

-8 

7 

9 

14 

9 

12 

7 

8 

3 

3 

17 

0 

6 

8 

2 

-3 

21 

18 

18 

-4 

5 

11 

-1 

14 

2 

0 


206.8 

39.1 
-8.6 
14.3 
-0.6 
19.0 
46.0 
-31.7 
12.2 
38.5 
17.0 
27.2 
26.0 
8.4 

3639.7 

43.9 

29.3 

5.1 

30.7 

-336.2 

12.1 

84.1 

-6.8 

-16.4 

-33.5 

-3.1 

4.3 

41.3 

41.9 

0.2" 

2.4 

-2.3 

129.7 

5.9 

-40.2 

46.7 

76.1 

50.2 

13.0 

33.0 

-178.8 

0.3 

778.0 

0.3 

-10.7 


-50 

17 
NM 
-28 
NM 
-74 
557 
NM 
171 
-38 
-75 
-25 
-26 
-90 

43 

1 
24 
NM 

5 
NM 
-49 
56 
NM 
NM 
NM 
NM 
207 
-13 

0 
-98 
-83 
NM 

0 

1 
NM 

2 

18 

21 

NM 

14 

NM 

-83 

20 

-98 

NM 


940.1 

140.3 
-37.5 

88.8 
-13.0 
107.5 
165.0 
-79.4 

37.9 
156.7 

83.0 

91.6 
111.0 

88.2 

17253.3 

166.7 

116.0 

-556.8 

110.7 

-785.5 

33.2 

205.8 

-54.0 

41.4 

80.8 

53.8 

20.8 

58.6 

168.7 

32.5 

34.2 

3.6 

602.2 

-20.7 

24.2 

77.9 

123.1 

198.3 

513.0 

111.0 

298.1 

-1.4 

2799.0 

33.9 

3149 


-39 

7 
NM 

17 
NM 
-38 

46 
NM 
NM 
-30 
-62 
-45 
-43 
-65 

-8 

6 
16 
NM 
35 
NM 
-49 
-22 
NM 
-56 
-35 
-45 

6 
-23 

4 
-36 
-55 
NM 
-5 
NM 
-62 
-57 

1 
12 
NM 
-27 
-71 
NM 

4 
-40 
-36 


2.3 

7.0 
NM 
3.2 
NM 
4.6 
6.5 
NM 
3.5 
4.9 
0.9 
4.0 
2.6 
0.8 

2.1 

12.4 
4.8 
0.5 
8.5 
NM 
3.9 
7.1 
NM 
NM 
NM 
NM 
1.6 
5.5 
4.2 
0.0 
1.0 
NM 
1.5 
1.6 
NM 
3.6 

10.6 
5.1 
0.3 
3.0 
NM 
0.1 
5.9 
0.0 
NM 


4.4 

5.8 
0.5 
8.1 
0.5 
16.0 
0.9 
NM 
1.3 
7.8 
3.1 
5.4 
3.4 
7.5 

1.6 

12.0 

4.2 
NM 

10.3 
NM 
7.8 
5.1 
NM 
0.9 
2.3 
NM 
0.6 
6.5 
4.2 
2.0 
5.6 
NM 
1.7 
1.6 
NM 
4.2 

10.8 
5.1 
NM 
2.7 
5.5 
0.6 
5.6 
2.6 
4.6 


6.5 

15.8 

NM 

15.1 

-5.4 

14.4 

9.8 

-11.2 

9.2 

13.2 

2.9 

11.4 

5.9 

3.8 

12.2 

32.7 

15.5 

NM 

24.5 

NM 

5.4 

22.6 

-6.7 

4.5 

12.3 

6.4 

8.7 

8.7 

21.7 

5.7 

8.7 

2.4 

12.0 

-16.7 

0.9 

8.2 

18.9 

19.7 

8.9 

10.3 

9.8 

-0.7 

16.1 

10.6 

47.8 


29 

19 
NM 
8 
NM 
18 
17 
NM 
15 
33 
49 
27 
24 
37 

39 

15 
24 
NM 
16 
NM 
36 
35 
NM 
30 
40 
34 
8 
12 
27 
20 
26 
59 
34 
NM 
46 
64 
29 
28 
15 
18 
39 
NM 
41 
27 
28 
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f\  BAYS  AS  4 


L 


WHEN  I  DO  DRUGS  MY  MOM  AND  DAD  SPEND  THEIR  DAYS  WORRYING  INSTEAD  OF 
WORKING.  AND  THAT'S  GOT  A  BUNCH  OF  GUYS  IN  SUITS  SOMEWHERE  ALL  STRESSED 
OUT.  'CAUSE  IT  MEANS  KIDS  LIKE  ME  ARE  KINDA  ROBBING  COMPANIES  BLIND.  •**  * 


(DIDN'T  KNOW  anything  about  business 
at  first.  I  was  just  a  kid  who  started  smoking 
pot  with  his  friends.  That's  all.  But  we  got 
busted  a  lot  for  doing  it  at  school  and  cutting 
lass.  And  every  time  that  happened,  they  called 
ly  mom  at  work. 

Then  she  called  my  dad's  office.  And  together 
hey  called  my  friends'  parents  —  a  bunch  of  times 
ly  dad  even  left  work  to  look  for  me. 

Other  times  they  had  to  drive  to  school  for 
alks  with  my  teachers  and  missed  all  kinds  of 
neetings  and  stuff  at  the  office.  My  mom  got 
►ehind  on  her  projects.  And  dad  freaked  about 
eports  he  couldn't  finish. 

At  home,  they  argued  a  lot  about  what  they 
hould  do  with  me  and  finally  ended  up  sending  me 
o  this  guy  like  twice  a  week.  Every  time  I  saw  him, 


we'd  talk  for  an  hour.  Then  mom  and  dad  started 
seeing  him  too,  almost  as  much  as  I  was.  And  when 
all  those  bills  came,  dad  just  looked  at  me  and  said 
I  was  lucky  he  had  good  insurance  at  his  job. 

That  was  right  about  the  time  the  guys  in  suits 
really  started  to  get  stressed.  And  if  you  ask  me, 
they  probably   still  are.  'Cause  if  I  can  do  this, 
so  can  any  other  kid. 


WHEN  EMPLOYEES  have  children  with 
substance  abuse  problems,  it  may  also 
affect  productivity  and  healthcare  costs. 
But  employers  can  make  a  difference.  Provide 
parents  in  your  workplace  with  free,  teen  drug 
prevention  articles,  brochures,  posters  and  tools 
by  visiting  our  Web  site:  PMpiQYERS 
theantidrug.com/workplace     the     antidrug. 


The  National  Youth  Anti-Drug  Media  Campaign  in  partnership  with  the  SOCIETY  FOR  HUMAN  RESOURCE  M  VNAGEMENT 
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2001          2000 
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4TH 

QUARTER 

2001 

SMIL 

CHANGE 

FROM 

2000 

% 

12 

MONTHS 

2001 

SMIL. 

CHANGE 

FROM 

2000 

% 

JO-ANN  STORES  JAS.A"" 

413.0 

14 

1568.5 

9 

-11.3 

NM 

-42.9 

NM 

NM 

0.9 

-20.2 

NM 

-2 

KMART  KM"" 

8019.0 

-2 

36910.0 

1 

-224.0 

NM 

-95.0 

NM 

NM 

NM 

-1.6 

NM 

-0 

KOHL'S  KSS"" 

1760.3 

22 

6987.5 

26 

100.2, 

31 

440.3 

40 

5.7 

5.3 

17.3 

52 

1 

LANDS'  END  LE  <"> 

376.1 

4 

1511.6 

7 

12.1 

173 

52.8 

69 

3.2 

1.2 

16.1 

26 

1 

LIMITED  LTD"" 

1906.5 

-12 

9747.4 

-1 

90.2 

83 

430.5 

-15 

4.7 

2.3 

17.7 

17 

0 

LOWE'S  LOW  "" 

5454.5 

21 

21400.7 

19 

250.5 

24 

945.7 

16 

4.6 

4.5 

14.7 

36 

1 

MAY  DEPARTMENT  STORES  MAY  <n» 

3202.0" 

-4 

14532.0 

3 

55.0 

-35 

793.0 

-7 

1.7 

2.6 

2C.9 

14 

2 

MEN'S  WEARHOUSEMW"" 

285.6 

-6 

1334.3 

4 

4.0 

-77 

65.2 

-15 

1.4 

5.6 

13.2 

14 

1 

MICHAELS  STORES  MIK"" 

611.9 

16 

2438.2 

16 

18.8 

20 

-  80.9 

5 

3.1 

3.0 

10.7 

26 

1 

NEIMAN  MARCUS  GROUP  NMG.A  (5) 

681.1** 

-10 

2939.5 

-2 

23.0 

-54 

80.5 

-45 

3.4 

6.6 

8.3 

20 

1 

NORDSTROM  JWN"" 

1271.6** 

-2 

5793.0 

4 

10.5 

NM 

101.0 

-29 

0.8 

NM 

7.9 

31 

0 

OFFICEMAX  OMX"" 

1188.8 

-9 

4784.8 

-6 

-25.8 

NM 

-151.3 

NM 

NM 

NM 

-16.9 

NM 

PAYLESS  SHOESOURCE  PSS <■■> 

697.1 

-4 

2971.5 

4 

13.3 

-59 

93.3 

-26 

1.9 

4.5 

18.9 

13 

4 

PC  CONNECTION  PCCC 

273.1 

-21 

1181.0 

-19 

1.4 

-75 

7.2 

-77 

0.5 

1.6 

4.9 

37 

0 

PENNEY  (J.C.)JCP(,,) 

7729.0 

3 

32035.0 

0 

31.0 

NM 

-304.0 

NM 

0.4 

NM 

-5.9 

NM 

-1 

PEP  BOYS-MANNY,  MOE  &  JACK  PBY  <"> 

551.3 

-11 

2222.9 

-8 

11.0 

NM 

33.7 

NM 

2.0 

NM 

5.5 

21 

0 

PETSMART  PETM  <"' 

598.6 

11 

2373.6 

9 

5.8 

NM 

-18.1 

NM 

1.0 

NM 

-6.2 

NM 

-0 

ROSS  STORES  ROST(,,) 

739.3 

16 

2917.3 

11 

35.0 

18 

150.3 

1 

4.7 

4.7 

28.6 

19 

1 

SAKSSKS("> 

1423.6** 

-9 

6282.1 

-3 

-23.8 

NM 

-14.8 

NM 

NM 

NM 

-0.7 

NM 

-0 

SCHOOL  SPECIALTY  SCHS  (8) 

269.7 

12 

764.9 

14 

19.3 

49 

23.7 

23 

7.1 

5.4 

8.4 

21 

1 

SEARS,  ROEBUCK  S 

12242.0 

-1 

41078.0 

0 

494.0 

12 

735.0 

-45 

4.0 

3.6 

12.0 

23 

2 

SHERWIN-WILLIAMS  SHW 

1133.4 

-1 

5066.0 

-3 

45.4 

NM 

263.2 

NM 

4.0 

NM 

18.1 

15 

1 

SHOPKO  STORES  SKO(,,) 

800.9 

-2 

3517.8 

3 

-5.2 

NM 

-53.9 

NM 

NM 

NM 

-8.2 

NM 

-1 

SPORTS  AUTHORITY  TSA"" 

305.6 

-8 

1437.6 

-4 

-4.5 

NM 

9.6 

NM 

NM 

NM 

6.9 

27 

0 

STAPLES  SPLS  (,1) 

2833.9 

1 

10930.0 

7 

91.3 

8 

59.5 

-80 

3.2 

3.0 

3.1 

NM 

0 

TALBOTS  TLB  »» 

394.0** 

-1 

1652.4 

10 

36.6 

5 

127.5 

31 

9.3 

8.8 

23.7 

17 

1 

TARGET  TGT(11) 

9354.0** 

9 

38975.0 

10 

185.0 

-14 

1263.0 

2 

2.0 

2.5 

17.6 

30 

1 

TIFFANY  TIF"" 

333.1** 

-10 

1617.2 

-2 

24.0 

-34 

175.5 

-8 

7.2 

9.8 

18.1 

28 

1 

TJX  TJX"" 

2741.8 

11 

10251.6 

10 

149.5 

-6 

520.3 

-4 

5.5 

6.4 

41.5 

20 

1 

TOYS 'R' US  TOY"" 

2178.0 

-2 

11059.0 

-4 

-44.0 

NM 

160.0 

-59 

NM 

NM 

4.9 

22 

0 

VALUE  CITY  DEPARTMENT  STORES  VCD  "" 

588.7 

5 

2331.3 

12 

-6.5 

NM 

-42.9 

NM 

NM 

NM 

-18.7 

NM 

-1 

WAL-MART  STORES  WMT  "" 

52738.0 

15 

210144.0 

13 

1481.0 

8 

6486.0 

4 

2.8 

3.0 

18.9 

40 

1 

ZALE  ZLC  (5» 

405.4 

9 

2101.8 

13 

-3.7 

NM 

74.3 

-33 

NM 

1.1 

8.5 

20 

2 

1 

ELECTRICAL  &  ELECTRONICS 

INDUSTRY  COMPOSITE 


47100.3 


-28      201383.6 


-16    -5151.1 


NM    -72520.7 


NM 


NM 


6.2        -44.6 


NM 


-3. 


(A)  ELECTRICAL  PRODUCTS 

GROUP  COMPOSITE  7077.6  -13  29071.5  -7  391.5  -37  1556.9  -40  5.5  7.7  11.8  24          1 

ACUITY  BRANDS  AYI  (4!  481.7  -4  NA  NA  11.5  -15  NA  NA  2.4  2.7  NA  NA                 I 

AMERICAN  POWER  CONVERSION  APCC  348.1  -15  1433.3  -3  30.9  -20  115.2  -30  8.9  9.4  9.4  22 

AMETEKAME  237.3  -8  1019.3  -1  11.5  -34  66.1  -4  4.8  6.7  20.2  15            1.! 

COOPER  INDUSTRIES  CBE  989.6  -11  4209.5  -6  62.6  -30  261.3  -27  6.3  8.1  13.0  12           2. 

EMERSON  ELECTRIC  EMR <3)  3294.8  -16  14854.9  -7  254.7  -29  929.1  -36  7.7  9.1  14.9  25           2. 

GENLYTE  GROUP  GLYT  231.3  -7  985.2  -2  10.5  3  37.3  3  4.5  4.1  14.7  11           2. 

HUBBELLHUB.B  301.2  -13  1312.2  -8  -14.1  NM  48.3  -65  NM  8.2  6.6  36           Oil 

ROCKWELL  INTERNATIONAL  ROK <3)  938.0  -16  4106.0  -12  29.0  -58  85.0  -74  3.1  6.2  5.4  39          0.< 

SMITH  (A.O.)  AOS  255.5  -6  1151.2  -8  -5.1  NM  14.5  -65  NM  0.9  3.2  38                I 


(B)  ELECTRONICS 

GROUP  COMPOSITE  12766.5  -18  51553.3  -13  -1189.4  NM  -4766.7  NM  NM  NM  -15.7  NM        -l.( 

AVAYAAV'3'  1306.0  -27  6314.0  -18  -20.0  NM  -388.0  NM  NM  0.9  -91.8  NM          -1, 

HARRIS  HRS  (6)  451.5  -7  1902.7  -1  16.4  3  73.7  NM  3.6  3.3  6.6  29            1. 

HUGHES  ELECTRONICS  GMH  2280.6  11  8262.0  13  -132.6.  NM  -614.2  NM  NM  NM  -7.4  NM         -0.! 

L-3  COMMUNICATIONS  HOLDINGS  LLL  705.8  27  2347.4  23  44.6  43  115.5  40  6.3  5.6  9.5  34           2.< 

MOTOROLA  MOT  7324.0  -27  30004.0  -20  -1237.0  NM  -3937.0  NM  NM  1.3  -28.8  NM         -la 

QUALCOMM  QCOM  (3) 698.6 7  2723.2  0  139.2  NM  -16  7  NM  19.9  NM  -0.7 

(C)  INSTRUMENTS 

GROUP  COMPOSITE  5251.7  -23  23174.4  0  -298.7  NM  713.3  -60  NM  9.7  5.3  74 

ACTERNA  ACTR (9)  248.8  -33  1250.5  13  -74.0  NM  -238.4  NM  NM  NM  NM  NM 

AGILENT  TECHNOLOGIES  A (2)  1606.0  -47  8396.0  -10  -449.0  NM  -406.0  NM  NM  10.0  -7.2  NM         -O.f 

APOGENT  TECHNOLOGIES  AOT (3)  241.2  9  1004  9  14  30.0  11  117.7  26  12.4  12.3  14.0  23            l.( 

APPLIED  BIOSYSTEMS  GROUP  ABI  (8)  411.1  0  1622.6  6  49.0  -15  186.5  -15  11.9  14.1  17.5  25 

BECKMAN  COULTER  BEC  578.3  10  1984.0  5  48.3  12  141.5  13  8.4  8.2  27.3  21            2.; 

BIO-RAD  LABORATORIES  BIO.A  233.4  31  817.5  13  17.0  72  44.2  39  7.3  5.5  16.2  17 

DANAHERDHR  918.9  -11  3782.4  0  33.1  -62  297.7  -8  3.6  8.5  13.5  30 

KLA-TENCOR  KLAC <6)  404.1  -19  2127.2  20  49.0  -37  401.8  48  12.1  15.5  22.1  26 

PERKINELMER  PKI  361.2  -4  1330.1  0  -55.2  NM  -0.6  NM  NM  7.9  -O.l  NM         -O.f 

WATERS  WAT  248.7  10  859.2  8  53.1  5  169.0  8  21.3  22.4  26.5  27 
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Through  pioneering  nanotechnology  research,  NEC  is  opening  new  frontiers.  Today,  NEC  is  a  leading  innovator 
in  this  important  field.  NEC  has  demonstrated  precise  3D  nanometric  scale  production  that  points  the  way  to 
ultra-miniature  devices  like  biosensors  and  highly  efficient  optical  communications  components.  Low  cost,  long 
lived  and  environmentally  friendly  mobile  power  sources  based  on  carbon  nanotube  fuel  cells  may  also  result 
from  our  advances.  Empowered  by  innovation,  our  expertise  in  networking,  systems  integration  and  custom 
semiconductors  helps  NEC  develop  optimum  solutions  in  broadband,  mobile  Internet  and  more.  For  information 
visitwww.necus.com  or  call  1.800.338.9549. 


Empowered  by  Innovation 


www.necus.com 
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2001  2000  2001           2000             2001  2000             2001  2000 
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RETURN  ON 

COMMON 

EQUITY 


PRICE- 


4TH  4TH 

QUARTER  QUARTER  12  MONTHS  EARNINGS 

2001  200C  ENDING  RATIO 

%  %  12-31  2-7 


(D)  SEMICONDUCTORS  A  OTHER  COMPONENTS 


GROUP  COMPOSITE 

22004.5 

-37 

97584.3 

-23 

^1054.6 

NM 

-70024.2 

NM 

NM 

8.7 

-66.6 

NM 

-4.3 

ADVANCED  MICRO  DEVICES  AMD 

951.9 

-19 

3891.8 

-16 

-15.8s 

NM 

-60.6 

NM 

NM 

15.1 

-1.7 

NM 

: 

AGERE  SYSTEMS  AGRA  <3) 

537.0 

-61 

3255.0 

-36 

-375.0 

NM 

-4987.0 

NM 

NM 

0.0 

NM 

NM 

-3 

AMKOR  TECHNOLOGY  AMKR 

352.4 

-45 

1517.9 

-36 

-136.6 

NM 

-450.9 

NM 

NM 

6.4 

-44.7 

NM 

AMPHENOL  APH 

260.4 

-30 

1103.8 

-19 

16.0 

-51 

83.7 

-22 

6.2 

8.8 

80.5 

22 

1  C| 

ANALOG  DEVICES  ADI  (2) 

423.3 

-47 

2276.9 

-12 

24.2 

-88 

356.4 

-41 

5.7 

24.8 

12.5 

42 

0   1 

ATMELATML 

284.6 

-50 

1472.3 

-27 

-31.6 

NM 

-418.3 

NM 

NM 

15.0 

-28.1 

NM 

AVX  AVX  (9) 

304.3 

-57 

1575.8 

-37 

-6  5 

NM 

119.7 

-77 

NM 

23.4 

8.0 

28 

°A 

BENCHMARK  ELECTRONICS  BHE 

269.6 

-45 

1277.0 

-25 

-0.3 

NM 

-54.3 

NM 

NM 

1.7 

-15.4 

NM 

2  7 

BROADCOM  BRCM 

226.8 

-33 

961.8 

-12 

-329.6 

NM 

-2742.0 

NM 

NM 

NM 

-85.5 

NM 

CONEXANT  SYSTEMS  CNXT  (3> 

229.5 

-44 

881.7 

-56 

-204.5 

NM 

-1450.2 

NM 

NM 

NM 

-91.8 

NM 

FAIRCHILD  SEMICONDUCTOR  INTL.  FCS 

324.6 

-31 

1407.7 

-21 

-16.2 

NM 

-41.7 

NM 

NM 

20.0 

-5.2 

NM 

INTEL INTC 

6983.0 

-20 

26539.0 

-21 

504.0 

-77 

1291.0 

-88 

7.2 

25.2 

3.6 

NM 

0.1 

JABIL  CIRCUIT  JBL(4) 

884.6 

-22 

4086.3 

2 

8.4 

-82 

79.2 

-53 

0.9 

4.2 

5.6 

50 

JDS  UNIPHASE  JDSU  <6) 

286.1 

-69 

2135.9 

-19 

-2130.5 

NM 

-57564.8 

NM 

NM 

NM 

NM 

NM 

-48.M 

LSI  LOGIC  LSI 

405.8 

-46 

1784.9 

-35 

-250.1 

NM 

-992.0 

NM 

NM 

8.2 

-40.0 

NM 

1 

MANUFACTURERS  SERVICES  MSV 

271.5 

-57 

1522.0 

-13 

-24.1 

NM 

-95.1 

NM 

NM 

0.8 

-83.7 

NM 

-2.81 

MAXIM  INTEGRATED  PRODUCTS  MXIM  (6) 

247.1 

-44 

1202.5 

-26 

62.6 

-49 

217.5 

-51 

25.3 

27.9 

12.0 

83 

1 

MICRON  TECHNOLOGY  MU  (4) 

423.9 

-73 

2788.2 

-58 

-265.9 

NM 

-1146.6 

NM 

NM 

22.9 

-16.6 

NM 

. 

MOLEX  MOLX  (6) 

416.5 

-34 

1957.2 

-20 

4.3 

-94 

101.0 

-60 

1.0 

10.8 

5.8 

56 

NATIONAL  SEMICONDUCTOR  NSM  (7) 

366.5 

-38 

1582.6 

-34 

-46.6 

NM 

-106.4 

NM 

NM 

17.9 

-6.2 

NM 

NVIDIA  NVDA(n) 

370.2 

87 

1089.7 

69 

44.7 

59 

135.2 

62 

12.1 

14.2 

22.1 

74 

ON  SEMICONDUCTOR  ONNN 

266.9 

-46 

1214.6 

-41 

-450.9 

NM 

-715.0 

NM 

NM 

3.6 

NM 

NM 

■ 

SANMINA-SCI  SANM  (3) 

1130.5 

-24 

36989 

-24 

-45.2 

NM 

-120.7 

NM 

NM 

7.8 

-2.0 

NM 

SOLECTRON  SLR  ,4) 

3152.2 

-45 

16149.0 

-5 

-50.5 

NM 

-364.6 

NM 

NM 

3.3 

-7.1 

NM 

-0.5 

TEXAS  INSTRUMENTS  TXN 

1786.0 

-41 

8201.0 

-31 

-116.0 

NM 

-201.0 

NM 

NM 

21.9 

-1.7 

NM 

VIASYSTEMS  GROUP  VG 

240.1 

-47 

1206.5 

-25 

-178.8 

NM 

-587.0 

NM 

NM 

3.0 

NM 

NM 

■ 

VISHAY  INTERTECHNOLOGY  VSH 

381.2 

-41 

1655.3 

-33 

-53.6 

NM 

0.5 

NM 

NM 

21.9 

0.0 

NM 

XILINX  XLNX  ,91 

228.1 

-49 

1149.1 

-26 

9.7 

NM 

-310.0 

NM 

4.2 

NM 

-16.7 

NM 

fTJJ    J'I'I'M 

INDUSTRY  COMPOSITE 


109460.2 


11      416418.6 


3092.2 


2      12012.8 


2.8 


3.1 


15.2 


24 


(A)  FOOD  DISTRIBUTION 

GROUP  COMPOSITE  13500.7  -2  55934.0  3  238.0  9  805.0  -7  1.8  1.6  14.8  31          O.E 

ANDERSONS  ANDE  307.0  -5  984.6  2  4.3  -2  9.0  -10  1.4  1.4  9.5             8 

INTERNATIONAL  MULTIFOODS  IMC  "0)  729.2  12  2759.7  13  -0.1  NM  7.4  -71  NM  1.3  2.8  54 

PERFORMANCE  FOOD  GROUP  PFGC  920.1  36  3237.2  24  13.5  70  43.6  62  1.5  1.2  7.1  33 

SPARTAN  STORES  SPTN (9)  1062.8*  -6  3602.0  8  0.0  NM  18.4  -6  0.0  0.6  7.8            8 

SUPERVALU  SVU  (,0)  4610.3  -15  21743.9  -6  59.0  24  77.8  -68  1.3  0.9  4.1  42                  | 

SYSCO  SYY16'  5591.0  6  22553.4  9  158.5  14  636.0  20  2.8  2.6  29.2  30 

UNITED  NATURAL  FOODS  UNFI  (5» 280.3  15  1053.0  13 2.6  -20  12.7  316  0.9  1.3  9.2  35 

(B)  FOOD  PROCESSING 

GROUP  COMPOSITE  52215.0  22  189815.5  16  2253.4  5  8622.4  6  4.3  5.0  15.7  23           1.2 

ARCHER  DANIELS  MIDLAND  ADM  (6)  5554.2  12  21534.0  14  150.0  20  430.9  9  2.7  2.5  6.7  21 

CAMPBELL  SOUP  CPB (5)  1729.0  9  6563.0  5  171.0  -16  616.0  -10  9.9  12.9  NM  18 

CONAGRA  FOODS  CAG (7)  7363.6  2  27807.0  6  231.6  -18  659.2  25  3.1  3.9  16.0  19            1.2 

CORN  PRODUCTS  INTERNATIONAL  CPO  476.2  2  1887.4  1  9.3  -24  56.7  19  2.0  2.6  6.6  18           1.61 

DEL  MONTE  FOODS  DLM  (6)  391.3  9  1436.6  11  18.9  122  38.7  -67  4.8  2.4  100.3  12 

DOLE  FOOD  DOL  982.5  -2  4449.3  1  4.1  NM  -37.1  NM  0.4  NM  -3.8  NM         -0.6t 

FLOWERS  FOODS  FLO  407.2  3  1629.0  4  1.4  NM  -12.1  NM  0.3  NM  1.9  NM 

GENERAL  MILLS  GIS l7)  2342.6  24  7621.4  11  130.8  -35  625.4  0  5.6  10.7  17.6  21           2.05 

HEINZ  (H.J.)  HNZ (8)  2565.2  12  9713.1  4  208.2-  10  508.7  -23  8.1  8.3  37.1  28            1.4< 

HERSHEY  FOODS  HSY  1273.9  7  4557.2  8  -45.0  NM  207.2  -38  NM  9  7  18.1  47            1.5t 

HORMEL  FOODS  HRL (2)  1118.7  11  4124.1  12  68.8  13  182.4  7  6.2  6.1  18.3  20            1.3C 

INTERSTATE  BAKERIES  I BC m  829.3  2  3517.0  -1  21.2  87  53.9  -19  2.6  1.4  13.1  24            1.0 

KELLOGG  K  2213.0  42  8853.3  27  124.6  34  482.0  -18  5.6  6.0  55.3  26            1.1! 

KRAFT  FOODS  KFT  8760.0  27  33875.0  28  548.0  32  1882.0  -6  6.3  6.0  8.0  32            1.1 

LANCASTER  COLONY  LANC (6)  311.9  0  1100.7  1  17.4  -42  76.9  -19  5.6  9.6  16.5  16           2.0 

Mccormick  mkc<0  701.0  3  2372.4  12  59.1  3  146.6  1  8.4  8.5  31.7  22        2.o< 

PILGRIM'S  PRIDE  CHX (3)  656.0  70  2484.7  62  13.0  2  42.3  -16  2.0  3.3  10.8  12 

RALCORP  HOLDINGS  RAH  «3'  325.1  13  1215.7  32  12.8  47  44.0  17  3.9  3.0  11.3  17            1.4« 

SARA  LEE  SLE (6>  4990.0  5  18043.0  1  160.0  6  1616.0  74  3.2  3.2  118.9  11            1.9J 

SENECA  FOODS  SENEB (9)  236.9  -5  653.7  -2  2.3  NM  -0.8  NM  1.0  NM  -0.8  NM         -OK 

SMITHFIELD  FOODS  SFD (8'  1670.3  17  6354.4  13  60.5  36  251.8  86  3.6  3.1  19.0  11            2  3; 

STARBUCKS  SBUX (31  805.3  21  2786.9  20  68.4  40  200.6  84  8.5  7.3  13.4  42            0.5i 

TYSON  FOODS  TSN  <3)  5865.0  232  14807.0  102  127.0  370  188.1  55  2.2  1.5  5.4  20           0.6' 

WRIGLEY  (WM.)  JR.  WWY  646.6  20  2429.6  13  89.9  15  363.0  10  13.9  14.5  28.4  34            1.61 


76  BusinessWeek  /  February  25,  2002 


lHAD'S  CLIENT  CALLED  HIS  OFFICE 
HEN  HE  WAS  OUT.  CHAD'S  CLIENT 
IALLED  HIS  CELL  WHEN  HE  WAS  IN. 
IHAD'S  CLIENT  CAN'T  STAND  PHONE  TAG 
HAD  REALLY  NEEDS  THE  SPRINT  PCS 
LEAR  WIRELESS  WORKPLACE! 


:an  give  your  employees  a  single  number  for  their  office  line  and 
ireless  phone,  so  calls  are  instantly  forwarded  to  wherever  they  are. 

tan  also  let  them  check  all  their  messages  by  calling  a 

igle  voicemail  box.  And  it'll  do  a  lot  more  to  help  them  stay  in  touch. 

one  part  of  the  Clear  Wireless  Workplace  called  the 
irint  PCS  Integrated  Office!"  Get  the  whole  story  at  sprintpcs.com 


Sprint 


Sprint  PCS 
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12 
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2001 
SMIL. 

CHANGE 

FROM 

2000 

% 

(C)  FOOD  RETAILING 

' 

GROUP  COMPOSITE 

43744.5 

4 

170669.0 

37815.0 

4 

2 

600.8 

176. 0*- 

-10 

2 

2585.4 

431.0 

3 

-47 

1.4 

1.9 

1.6 

1.9 

13.8 

7.5 

22 

27 

i.ii 

ALBERTSON'S  ABS  "" 

9363.0 

4 

1 1 

FOODARAMA  FSM  (2) 

249.7 

14 

945.3 

9 

0.8 

22 

3.9 

65 

0.3 

0.3 

10.2 

10 

:-  1 

GREAT  ATLANTIC  &  PACIFIC  TEA  GAP  (,0) 

2525.4 

4 

11016.0 

5 

-92.5 

NM 

-113.6 

NM 

NM 

NM 

-16.4 

NM 

-2    1 

INGLES  MARKETS  IMKTA<3) 

499.4** 

-1 

1948.2 

0 

4.6 

2 

18.0 

-13 

0.9 

0.9 

7.6 

15 

0    f 

KROGER  KRl"» 

11382.0 

4 

50661.0 

7 

133.0 

-34 

1060.0 

42 

1.2 

1.8 

32.6 

16 

1    1 

PATHMARK  STORES  PTMK  "" 

986.0 

5 

4016.8 

7 

-60.9 

NM 

-232.0 

NM 

NM 

NM 

-57.5 

NM 

-7    1 

PENN  TRAFFIC  PNFT"" 

598.8** 

2 

2481.0 

4 

-26.4 

NM 

*96.8 

NM 

NM 

NM 

-52.5 

NM 

-    J 

RUDDICK  RDK  (3' 

653.2 

-9 

2679.0 

-2 

10.5 

-6 

-1.4 

NM 

1.6 

1.6 

-0.3 

NM 

:  1 

SAFEWAY  SWY 

10686.4 

7 

34301.0 

7 

384.1 

28 

1284.4 

18 

3.6 

3.0 

20.5 

17 

2    1 

7-ELEVEN  SE 

2329.5" 

1 

9894.1 

5 

17.1 

38 

93.6 

-12 

0.7 

0.5 

61.4 

12 

1 

WEIS  MARKETS  WMK 

507.9 

-7 

1988.2 

-4 

12.5 

-18 

50.1 

-32 

2.5 

2.8 

9.6 

18 

1    1 

WINN-DIXIE  STORES  WIN  f6) 

3963.2 

0 

12923.4 

-2 

42.1 

246 

88.2 

NM 

1.1 

0.3 

11      FUEL 

INDUSTRY  COMPOSITE 

113003.2 

-23 

512710.7 

-3 

787.2 

-93 

32399.4 

-16 

0.7 

8.0 

16.4 

17 

(A)  COAL,  OIL  &  GAS 

GROUP  COMPOSITE 

100782.1 

2881.0 

-26 

-22 

464155.9 

13413.0 

-5 

12 

65.1 

54.0 

NM 

-84 

29170.0 

914.0 

-20 

-11 

0.1 

1.9 

8.3 

9.2 

18.2 

18.6 

16 

6 

2.6* 

AMERADA  HESS  AHC 

I 

ANADARKO  PETROLEUM  APC 

1379.0 

-41 

8369.0 

52 

109.0 

-76 

-176.0 

NM 

7.9 

19.4 

12.4 

NM 

-o.M 

APACHE  APA 

534.1 

-27 

2790.7 

22 

78.6 

-69 

723.4 

0 

14.7 

35.1 

17.2 

10 

"    K 

ARCH  COAL  ACI 

373.5 

9 

1462.5 

5 

8.4 

-13 

7.2 

NM 

2.3 

2.8 

1.3 

NM 

0.: 

ASHLAND  ASH  (3)t 

1831.0 

-3 

7732.0 

-4 

38.0 

-36 

386.0 

25 

2.1 

3.1 

17.1 

8 

5i 

BURLINGTON  RESOURCES  BR 

611.0 

-39 

3326.0 

6 

-79.0 

NM 

558.0 

-17 

NM 

30.4 

15.1 

13 

2>. 

CHEVRONTEXACO  CVX 

19606.0 

-35 

97863.0 

-11 

-2375.0 

NM 

3931.0 

-49 

NM 

6.8 

17.1 

22 

3t 

CONOCO  COC 

8491.0** 

-18 

39539.0 

1 

147.0 

-73 

1596.0 

-16 

1.7 

5.3 

24.2 

11 

2.5 

CONSOL  ENERGY  CNX  (6) 

539.6** 

-5 

2340.8 

9 

12.6 

-57 

151.2 

62 

2.3 

5.2 

55.7 

11 

1.9 

DEVON  ENERGY  DVN 

740.0** 

-13 

3075.0 

10 

-518.0 

NM 

54.0 

-93 

NM 

36.1 

1.2 

NM 

0.1 

EOG  RESOURCES  EOG 

233.9 

-53 

1556.2 

5 

-24.8 

NM 

398.6 

0 

NM 

32.1 

25.9 

10 

3.3 

EXXON  MOBIL  XOM 

41394.0** 

-29 

191158.0 

-9 

2680.0 

-45 

15105.0 

-6 

6.5 

8.4 

20.6 

18 

2.i 

HOLLY  HOC  (5) 

257.9 

-21 

1074.1 

-2 

20.2 

-1 

73.3 

156 

7.8 

6.3 

33.3 

4 

4." 

KERR-McGEE  KMG 

757.5 

-32 

3638.0 

-12 

-49.6 

NM 

506.7 

-40 

NM 

25.3 

16.0 

11 

4.9| 

MURPHY  OIL  MUR 

849.4 

-33 

4478.5 

-3 

28.8 

-69 

330.9 

8 

3.4 

7.3 

22.1 

11 

7 : 

OCCIDENTAL  PETROLEUM  OXY 

2380.0 

-40 

13985.0 

3 

-242.0 

NM 

1186.0 

-24 

NM 

8.4 

20.2 

8 

3.1 

PEABODY  ENERGY  BTU  <9) 

687.2** 

8 

2711.8 

3 

5.3 

NM 

143.7 

20 

0.8 

NM 

13.9 

6 

1 

PENNZOIL-QUAKER  STATE  PZL 

545.9 

-7 

2313.2 

-5 

-20.0 

NM 

-10.5 

NM 

NM 

NM 

-1.2 

NM 

1 

PHILLIPS  PETROLEUM  P 

8799.0 

55 

24050.0 

15 

162.0 

-78 

1643.0 

-12 

1.8 

13.1 

11.4 

10 

el 

SUNOCO  SUN 

2488.0 

-27 

12322.0 

-4 

4.0 

-97 

398.0 

-3 

0.2 

4.5 

24.2 

8 

"    1 

TESORO  PETROLEUM  TSO 

1278.9" 

-11 

5217.8 

2 

4.0 

-84 

88.0 

20 

0.3 

1.7 

14.7 

7 

2.1| 

• 

UNOCAL  UCL 

1263.0" 

-55 

6752.0 

-27 

-30.0 

NM 

599.0 

-17 

NM 

6.2 

18.7 

14 

.  -1 

VALERO  ENERGY    V 

2861.2 

-31 

14988.3 

2 

51.6 

-45 

563.6 

66 

1.8 

2.3 

27.6 

5 

(B)  PETROLEUM  SERVICES 

GROUP  COMPOSITE 

12221.1 

16 

48554.8 

28 

722.1 

57 

3229.4 

66 

5.9 

4.4 

8.3 

23 

1-3  1 

BJ  SERVICES  BJS  (3) 

510.1 

4 

2253.9 

33 

66.9 

5 

352.7 

119 

13.1 

13.0 

25.7 

13 

2.ll 

COOPER  CAMERON  CAM 

407.0** 

17 

1563.7 

13 

29.9 

NM 

98.3 

255 

7.3 

NM 

10.7 

22 

1.7| 

FMC  TECHNOLOGIES  FTI 

546.4 

13 

1927.9 

3 

21.4 

-8 

39.4 

-42 

3.9 

4.8 

10.1 

27 

,  vl 

GLOBALSANTAFE  GSF 

384.4 

16 

1349.4 

30 

11.7 

-71 

198.8 

75 

3.0 

12.3 

4.9 

17 

•     1 

HALLIBURTON  HAL 

3172.0** 

-1 

13046.0 

9 

141.0 

NM 

551.0 

193 

4.4 

NM 

12.0 

10 

ill 

NABORS  INDUSTRIES  NBR 

428.9 

4 

2121.2 

60 

52.4 

-5 

347.8 

157 

12.2 

13.3 

18.8 

14 

2  1 1 

NOBLE  AFFILIATES  N8L 

299.9 

-34 

1576.8 

14 

-27.5 

NM 

133.6 

-30 

NM 

15.6 

13.2 

14 

2  3  1 

NOBLE  DRILLING  NE 

260.5 

8 

1002.3 

14 

63.5 

22 

263.9 

59 

24.4 

21.5 

14.8 

15 

19-1 

SCHLUMBERGER  SLB 

3577.4 

33 

13745.8 

43 

185.0  . 

-22 

522.2 

-29 

5.2 

8.8 

6.2 

58 

osl 

SMITH  INTERNATIONAL  SI  I 

903.8 

19 

3551.2 

29 

38.2 

47 

152.1 

109 

4.2 

3.4 

16.6 

17 

.-  cl 

TRANSOCEAN  SEDCO  FOREX  RIG 

747.6 

137 

2820.1 

129 

57.9 

NM 

271.9 

154 

7.7 

NM 

2.5 

32 

osl 

VARCO  INTERNATIONAL  VRC 

362.2 

47 

1267.8 

46 

27.2 

93 

83.0 

294 

7.5 

5.7 

10.0 

15 

0.8 1 

WEATHERFORD  INTERNATIONAL  WFT 

620.9 

16 

2328.7 

28 

54.5 

NM 

214.7 

NM 

8.8 

NM 

12.6 

21 

j 

12      HEALTH  CARE 

INDUSTRY  COMPOSITE 

156016.2 

18 

573247.9 

16 

8957.2 

42 

44645.6 

21 

5.7 

4.8 

22.5 

34 

1.3-1 

(A)  DRUG  DISTRIBUTION 

GROUP  COMPOSITE 

55441.2 

31 

192409.0 

22 

427.4 

5 

173 

1821.5 

169.1 

115 

63 

0.8 

0.6 

1.0 

0.8 

7.6 

5.7 

57 

27 

0.6»l 

AMERISOURCEBERGEN  ABC  (3) 

11068.8 

235 

23952.9 

98 

71.5 

2.2  1 

CARDINAL  HEALTH  CAH  (6) 

13092.1 

10 

49846.6 

16 

283.3 

28 

975.9 

20 

2.2 

1.9 

16.6 

30 

2.1:1 

CVS  CVS 

5950.5 

8 

22241.4 

11 

-130.2 

NM 

413.2 

-45 

NM 

38 

9.3 

27 

10I 

D&K  HEALTHCARE  RESOURCES  DKWD  ,6) 

591.7 

67 

2060.6 

37 

4.6 

161 

14.1 

73 

0.8 

0.5 

9.5 

26 

:  3-M 

LONGS  DRUG  STORES  LOG  "" 

1017.4 

4 

4197.9 

6 

2.5 

-67 

33.4 

-45 

0.3 

0.8 

4.8 

26 

osl 

McKESSON  MCK  (9> 

13196.7" 

20 

48419.0 

21 

108.8 

NM 

117.7 

164 

0.8 

0.1 

3.1 

90 

0.4 1 

NU  SKIN  ENTERPRISES  NUS 

232.6 

4 

885.6 

1 

13.6 

-16 

50.3 

-18 

5.9 

7.2 

13.2 

13 

0  6'l 

1 
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rj  and  reliability.  Two  things  we  all  want,  and  two  things  Hitachi  delivers, 
and  over.  They're  what  give  the  Bullet  train  its  legendary  performance 
safety,  even  at  speeds  up  to  177mph.  They're  also  built  into  our  semi- 
ictors  such  as  the  high-performance  microprocessor,  SuperH.  So  you 
vocess  and  store  your  valuable  and  irreplaceable  data  at  the  highest 
Js  with  total  confidence.  Whether  we're  transporting  you  or  your 
you  can  always  count  on  Hitachi  for  speed  and  reliability.  Hitachi  — 
ed  to  make  life  better.  Visit  Hitachi  on  the  web  and  see  how  we're 
ring  the  next  with  our  advanced  technologies  and  innovative  solutions. 


HITACHI 

Inspire  the  Next 


http://global.hitachi.com/inspire/ 


I 


mm 


More  than  one  million  people  are  expected  to  be  diagnosed  with  cancer  in  this  year  alone.  One  every  25  seconds.  Which  is  why  e\ 
second  of  every  day,  the  American  Cancer  Society  is  working  to  prevent,  treat  and  cure  cancer  through  research,  patient  supjl 
advocacy  and  education  programs.  Two  million  American  Cancer  Society  volunteers  and  staff  are  at  work  in  more  than  3,400  communj 
across  America — reaching  out  to  people  in  need  of  information  and  support.  And  every  26  seconds,  someone  turns  to  us  for  help 
by  picking  up  the  phone.  The  point  is  simply  this:  whenever  someone  is  affected  by  cancer,  we  are  here  to  help,  24  hours  a 
7  days  a  week.  With  your  help,  we  can  do  even  more.  To  find  out  how  you  and  your  organization  can  get  involved,  please  contacj 


Hope.     Progress.    Answers./     1-800ACS2345     /    www.cancer.org 


I     American) 
,   Cancer 
ij    Society 
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E  AIO  RAD  (,0) 

3732.1 

6 

15236.8 

10 

-112.8 

NM 

-865.3 

NM 

NM 

NM 

NM 

NM 

-2.22 

LGREEN  WAG  l4) 

6559.4 

17 

25568.2 

16 

185.9 

17 

913.1 

13 

2.8 

2.8 

168 

42 

0.89 

DRUGS  A  RESEARCH 

j   pUP  COMPOSITE 

JOTT  LABORATORIES  ABT  t 

48621.5 

4445.1 

11 

180879.1 

12 

5890.6 

81 

30450.1 

22 

12.1 

7.4 

29.4 

32 

1.47 

20 

16285.2 

18 

613.6 

-19 

1550.4 

-44 

13.8 

20.3 

17.9 

56 

0.99 

ERGAN  AGN 

463.7 

11 

1745.5 

7 

84.1 

29 

226.7 

5 

18.1 

15.5 

23.2 

39 

1.69 

ERICAN  HOME  PRODUCTS  AHP 

3726.7 

7 

14128.5 

7 

822.7 

NM 

2285.3 

NM 

22.1 

NM 

72.2 

37 

1.72 

GEN  AMGN 

1124.3 

18 

4015.7 

11 

163.0 

-23 

1119.7 

-2 

14.5 

22.2 

21.5 

54 

1.03 

RR  LABORATORIES  BR L  (6) 

366.1 

146 

996.4 

98 

42.3 

151 

150.0 

234 

11.5 

11.3 

26.7 

19 

3.40 

GEN  BGEN 

280.5 

14 

1043.4 

13 

58.9 

-18 

272.7 

-18 

21.0 

29.3 

20.2 

29 

1.78 

STOL-MYERS  SQUIBB  BMY 

5282.0 

10 

19423.0 

7 

-1049.0 

NM 

2527.0 

-38 

NM 

22.3 

25.4 

33 

1.29 

IRON  CHIR  t 

292.5 

8 

1056.1 

19 

44.7 

NM 

174.8 

985 

15.3 

NM 

9.0 

44 

0.90 

KST  LABORATORIES  FRX  <9» 

403.1** 

30 

1454.1 

31 

87.4 

33 

310.6 

79 

21.7 

21.3 

22.1 

47 

1.68 

NENTECH  DNA 

569.4** 

23 

2081.7 

26 

42.1 

195 

155.9 

NM 

7.4 

3.1 

2.6 

NM 

0.29 

MUNEX IMNX 

277.7 

11 

986.8 

15 

41.6 

-15 

170.0 

10 

15.0 

19.6 

8.2 

93 

0.30 

LY  (ELI)  LLY 

2828.9 

-5 

11542.5 

6 

588.2 

-23 

2809.4 

-8 

20.8 

25.8 

38.1 

28 

2.58 

OIMMUNE  MEDI 

292.7 

23 

618.7 

14 

98.5 

24 

149.0 

3 

33.7 

33.4 

14.3 

57 

0.68 

RCKMRK 

12558.0 

10 

47715.7 

18 

1860.9 

5 

7281.8 

7 

14.8 

15.4 

47.4 

19 

3.14 

.'LAN  LABORATORIES  MYL  (9> 

297.2 

33 

1070.1 

32 

78.2 

108 

235.0 

490 

26.3 

16.9 

17.7 

17 

1.85 

RRIGO  PRGO  (6) 

228.7 

21 

817.6 

14 

16.6 

NM 

46.0 

376 

7.2 

0.4 

11.3 

18 

0.61 

IZER  PFE 

9030.0 

12 

32259.0 

10 

1957.0 

39 

7752.0 

108 

21.7 

17.5 

41.0 

33 

1.22 

ARMACIA  PHA 

3684.0 

10 

13837.0 

9 

197.0 

-20 

1291.0 

61 

5.3 

7.4 

13.5 

39 

0.97 

HERING-PLOUGH  SGP 

2471.0 

2 

9802.0 

0 

143.0 

-75 

19430 

-20 

5.8 

23  6 

27.0 

24 

1.32 

<  )  HEALTH-CARE  SERVICES 

tOUP  COMPOSITE 

33483.3 

13 

129044.0 

19 

920.7 

28 

3145.7 

89.5 

66 

268 

2.7 

2.4 

12.0 

36 

1.11 

iVANCEPCS  ADVP  l9) 

3365.9 

15 

12659.8 

178 

32.7 

386 

1.0 

0.2 

10.9 

29 

1.02 

ITHEM  ATH 

2662.2 

12 

10419.7 

19 

87.7 

21 

342.2 

51 

3.3 

3.0 

16.6 

17 

3.30 

VERLY  ENTERPRISES  BEV 

679.5 

1 

2709.9 

3 

-266.6 

NM 

-301.3 

NM 

NM 

NM 

-53.8 

NM 

-2.90 

.REMARK  RX  CMX 

1486.2 

24 

5614.0 

27 

60.5 

71 

190.5 

82 

4.1 

3.0 

NM 

24 

0.73 

IVENTRY  HEALTH  CARE  CVH 

814.5 

13 

3147.2 

21 

22.9 

9 

83.5 

36 

2.8 

2.9 

12.1 

19 

1.23 

PRESS  SCRIPTS  ESRX 

2609.6 

34 

9328.8 

35 

34.2 

71 

125.1 

NM 

1.3 

1.0 

15.0 

31 

1.56 

NESIS  HEALTH  VENTURES  GHVI  (3) 

669.5 

6 

2610.4 

5 

16.2 

NM 

-1194.7 

NM 

2.4 

NM 

NM 

NM 

-25.22 

:ahca 

4538.0 

9 

17953.0 

8 

226.0 

976 

1068.0 

388 

5.0 

0.5 

21.7 

21 

1.98 

ALTH  MANAGEMENT  ASSOCIATES  HMA 

(3)     495.8 

14 

1941.4 

18 

50.5 

26 

205.3 

18 

102 

9.3 

16.9 

24 

0.80 

IMANA  HUM 

2622.7** 

2 

10194.9 

-4 

35.1 

32 

117.2 

30 

1.3 

1.0 

8.0 

19 

0.70 

NDREO  HEALTHCARE  KIND 

789.6 

6 

3081.4 

7 

16.1 

NM 

96.5 

NM 

2.0 

NM 

16.3 

11 

3.28 

ANOR  CARE  HCR 

704.9 

13 

2694.1 

13 

-2.7 

NM 

83.7 

114 

NM 

3.7 

7.9 

24 

0.81 

(FORD  HEALTH  PLANS  OHP 

1120.9** 

8 

4421.2 

8 

94.3 

-12 

322.4 

13 

8.4 

10.3 

69.6 

12 

3.21 

JEST  DIAGNOSTICS  DGX 

910.4 

9 

3627.7 

6 

50.9 

80 

183.9 

75 

5.6 

3.4 

13.8 

36 

1.88 

ELECT  MEDICAL  SLMC 

260.5 

23 

959.0 

19 

18.3 

371 

38.4 

221 

7.0 

1.8 

15.3 

17 

0.81 

■ERRA  HEALTH  SERVICES  SI E 

339.1** 

13 

1291.5 

11 

5.7 

48 

17.5 

NM 

1.7 

1.3 

4.3 

16 

0.61 

1  'NET  HEALTHCARE  THC  (7) 

3394.0 

16 

12936.0 

12 

192.0 

10 

765.0 

88 

5.7 

6.0 

14.4 

28 

2.30 

NITEDHEALTH  GROUP  UNH 

6020.0" 

11 

23454.0 

11 

247.0 

18 

913.0 

24 

4.1 

3.9 

23.5 

27 

2.79 

))  MEDICAL  PRODUCTS 

ROUP  COMPOSITE 
WD  (C.R.)  BCR 

18470.2 

13 

70915.7 

10 

8 

1718.5 

39.3 

-11 

373 

9228.3 

143.2 

1 

34 

9.3 

13.0 

11.8 

3.0 

20.4 

19.8 

37 

19 

1.34 

302.8 

8 

1181.3 

2.75 

MJSCH  &  LOMB  BOL 

452.0 

-3 

1711.9 

-3 

13.1 

NM 

42.0 

-49 

2.9 

NM 

4.3 

47 

0.78 

AXTER  INTERNATIONAL  BAX 

2136.0 

11 

7663.0 

11 

-75.0 

NM 

664.0 

-10 

NM 

14.0 

18.6 

50 

1.09 

JECTON,  DICKINSON  BOX  (3) 

944.9 

9 

3828.9 

6 

99.7 

35 

464.4 

19 

10.5 

8.5 

20.1 

21 

1.72 

,I0METBMET(7) 

289.4 

18 

1116.6 

16 

61.5 

19 

214.8 

11 

21.2 

21.2 

17.2 

40 

0.79 

OSTON  SCIENTIFIC  3SX 

677.0 

6 

2670.0 

0 

65.0 

8 

-54.0 

NM 

9.6 

9.4 

-2.9 

NM 

-0.13 

ENTSPLY  INTERNATIONAL  XRAY 

375.3 

60 

1129.1 

27 

33.8 

10 

121.5 

20 

9.0 

13.2 

19.9 

21 

1.54 

UIDANT  GDT 

718.7 

11 

2707.6 

6 

135.1 

NM 

484.0 

29 

18.8 

1.3 

34.7 

30 

1.58 

JWACARE  IVC 

261.6 

-3 

1053.6 

4 

-11.8 

NM 

35.2 

-41 

NM 

7.0 

9.2 

29 

1.11 

1HNSON&  JOHNSON  JNJ 

8403.0 

15 

33004.0 

11 

1105.0 

18 

5668.0 

14 

13.2 

12.8 

23.9 

31 

1.84 

MEDTRONIC  MDT  l8> 

1571.2 

15 

5906.4 

10 

66.7 

-78 

821.0 

-30 

4.2 

22.7 

14.1 

71 

0.67 

'WENS  &  MINOR  OMI 

968.7 

8 

3815.0 

9 

11.3 

15 

30.1 

-9 

1.2 

1.1 

12.7 

22 

0.85 

IT.  JUDE  MEDICAL  STJ 

348.2 

18 

1347.4 

14 

50.3 

22 

172.6 

34 

14.4 

13.9 

14.6 

40 

1.93 

ITRYKER  SYK 

709.8 

16 

2602.3 

14 

81.4 

22 

271.8 

23 

11.5 

10.9 

25.7 

44 

1.34 

jJMMER  HOLDINGS  ZMH 

311.6 

13 

1178.6 

13 

43.2 

-9 

149.8 

-15 

13.9 

17.3 

190.3 

44 

0.77 

HOUSING  &  REAL  ESTATE 

NDUSTRY  COMPOSITE 

28882.0 

13 

106369.3 

11 

1840.1 

95 

6171.1 

25 

6.4 

3.7 

12.6 

15 

2.17 

A)  BUILDING  MATERIALS 

JROUP  COMPOSITE 

10707.7 

1 

44306.7 

-1 

-2 

271.6 

NM 

1538.0 

295.0 

25 

-6 

2.5 

1.1 

NM 

3.3 

14.6 

NM 

19 

1.76 

AMERICAN  STANDARD  ASD 

1750.0 

-1 

7465.0 

20.0 

-66 

15 

4.04 

IAL-TILE  INTERNATIONAL  DTL 

250.8 

9 

1028.8 

8 

21.9 

-17 

78.9 

-22 

8.7 

11.4 

27.1 

17 

1.35 

IUGHES  SUPPLY  HUG  "" 

790.0 

-8 

3113.2 

-5 

17.7 

-6 

29.7 

-56 

2.2 

2.2 

5.0 

23 

1.27 

-AFARGE  NORTH  AMERICA  LAF 

808.7 

24 

3323.0 

19 

82.0 

39 

234  1 

-9 

10.1 

9.1 

12.0 

12 

3.21 
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TODAY 


Mass-produce  a  hybrid 
system  that  reduces 
smog-forming  emission: 
by  up  to  90% 


TOMORROW 


The  other  10% 


TOYOTA 


In  1997,  Toyota  was  the  first  car  company 
in  the  world  to  mass-produce  a  hybrid 
vehicle.  By  combining  gasoline  and  electric 
power,  the  Prius  reduces  smog-forming 
emissions"  cuts  gas  consumption  in  half, 
and,  in  short,  has  revolutionized  the  way 
cars  affect  our  environment. 

Even  so,  we're  not  resting  on  our  laurels. 
The  Toyota  Hybrid  System  is  being  further 
refined,  to  make  it  cleaner  and  more 
efficient.  And  we're  continuing  to  search 
for  even  greener  forms  of  transportation. 

Our  hydrogen-powered  fuel  cell  hybrid 
SUV  is  now  being  road-tested.  Its  only 
emission  is  pure  water.  Beyond  that,  who 
knows.  But  no  matter  what  alternatives 
are  discovered  in  the  future,  they  won't  be 
found  overnight.  They'll  be  the  result  of 
90%  perspiration.  And  10%  inspiration. 

www.toyota.co 
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COMPANY  SYMBOL  SALES 


PROFITS 


4TH 

QUARTER 

2001 

SMIL 

CHANGE 

FROM 

2000 

% 

12 

MONTHS 

2001 

J  MIL 

CHANGE 

FROM 

2000 

% 

4TH 

QUARTER 
2001 
SMIL. 

CHANGE 

FROM 

2000 

% 

12 

MONTHS 

2001 

SMIL. 

CHANGE 

FROM 

2000 

% 

MARGINS 

4TH            4TH 

QUARTER    QUARTER 

2001          2000 

%              % 

RETURN  ON 

COMMON 

EQUITY 

12  MONTHS 

ENDING 

12-31 

PRICE- 
EARNINGS 
RATIO 
2-7 

1- 

MON  | 
EARN 
PE 

LENNOX  INTERNATIONAL  LI! 

728.5 

-7 

3119.7 

-4 

-40.3 

NM 

-42.4 

NM 

NM 

1.1 

-6.5 

NM 

-01 

MARTIN  MARIETTA  MATERIALS  MLM 

440.1 

22 

1718.1 

13 

25.1 

22 

105.4 

-6 

5.7 

5.7 

10.3 

18 

21 

OWENS  CORNING  OWC 

1170.0 

5 

4760.0 

-4 

-7.0 

NM 

39.0 

NM 

NM 

NM 

NM 

3 

o.a 

PPG  INDUSTRIES  PPG 

1907.0 

-7 

8169.0 

-5 

83.0V 

-34 

387.0 

-38 

4.4 

6.1 

12.6 

20 

2.2 

RPM  RPM  (7) 

487.9 

-2 

1974.1 

-2 

24.5 

45 

78.3 

33 

5.0 

3.4 

11.6 

21 

o:\ 

TECUMSEH  PRODUCTS  TECUA 

299.1 

-17 

1398.9 

-15 

6.1 

-59 

42.8 

-35 

2.0 

4.1 

4.4 

20 

2.3 

USG  USG 

822.0 

-2 

3296.0 

-13 

-9.0 

NM 

16.0 

NM 

NM 

NM 

3.3 

20 

o.: 

VALSPAR  VAL  ,2) 

525.4 

38 

1921.0 

30 

2.5 

-90 

51.5 

-40 

0.5 

6.3 

7.9 

37 

1.1 

VULCAN  MATERIALS  vr.ic 

728.1 

5 

3020.0 

10 

45.1 

30 

222.7 

1 

6.2 

5.0 

13.9 

21 

2.1 

(B)  CONSTRUCTION  &  REAL  ESTATE 

- 

GROUP  COMPOSITE 

18174.3 

22 

62062.6 

22 

1568.5 

34 

4633.1 

25 

8.6 

7.8 

12.0 

22.5 

14 

9 

2.3 

BEAZER  HOMES  USA  BZH  (3) 

489.7 

34 

1929.8 

22 

23.2 

62 

84.4 

67 

4.7 

3.9 

9.: 

BOSTON  PROPERTIES  BXP 

267.4 

17 

1037.2 

18 

56.9 

26 

214.8 

40 

21.3 

19.7 

11.9 

16 

2.a 

CENTEX  CTX  (9) 

1894.5" 

15 

7492.1 

16 

96.1 

40 

371.0 

51 

5.1 

4.1 

19.6 

9 

6.C 

CLAYTON  HOMES  CMH  (6) 

306.8 

8 

1178.2 

-4 

33.7 

23 

110.4 

-15 

11.0 

9.6 

9.2 

19 

o.; 

CROSSMANN  COMMUNITIES  CROS 

264.1 

25 

798.4 

29 

19.2 

70 

53.7 

50 

7.3 

5.3 

20.3 

9 

5.C 

EQUITY  OFFICE  PROPERTIES  TRUST  EOP 

920.9 

37 

3211.8 

38 

145.3 

24 

629.7 

33 

15.8 

17.5 

5.5 

18 

l.£ 

EQUITY  RESIDENTIAL  PROPERTIES  TRUST  EQR    538.3 

2 

2174.4 

7 

141.1 

7 

474.4 

-15 

26.2 

24.9 

8.3 

19 

li 

FELCOR  LODGING  TRUST  FCH 

303.2 

101 

1208.3 

118 

-29.3 

NM 

-38.0 

NM 

NM 

27.4 

-4.4 

NM 

i 

FOREST  CITY  ENTERPRISES  FCE.A  "" 

232.7** 

10 

880.7 

15 

66.6 

409 

94.4 

-16 

28.6 

6.2 

14.8 

19 

2.e 

GENERAL  GROWTH  PROPERTIES  GGP  t 

328.9 

3 

1156.2 

4 

61.6 

22 

109.7 

-21 

18.7 

15.8 

7.2 

26 

i  A 

HORTON  (D.R.)  DHI t3) 

1159.9 

31 

4727.8 

27 

73.4 

54 

280.5 

42 

6.3 

5.4 

21.2 

10 

3.e 

HOVNANIAN  ENTERPRISES  HOV  <2) 

537.2** 

52 

1742.0 

53 

21.7 

19 

63.7 

92 

4.0 

5.2 

17.0 

9 

2.1 

JONES  LANG  LASALLE  JLL 

267.5 

-6 

873.1 

-4 

-2.9 

NM 

-15.4 

NM 

NM 

NM 

-4.9 

NM 

-o.e 

KB  HOME  KBH  '" 

1450.9 

17 

4574.2 

16 

88.5 

21 

214.2 

2 

6.1 

5.9 

19.6 

7 

5.E 

LENNAR  LEN  »' 

1937.9** 

13 

6002.3 

28 

162.9 

49 

417.8 

82 

8.4 

6.4 

25.2 

9 

6.C 

M.D.C.  HOLDINGS  MDC 

676.4 

26 

2124.9 

21 

47.1 

20 

155.7 

26 

7.0 

7.3 

23.8 

7 

5.7 

MERISTAR  HOSPITALITY  MHX 

227.5 

-21 

1084.9 

-9 

-60.3 

NM 

-40.0 

NM 

NM 

4.9 

-3.7 

NM 

-O.S 

MERITAGE  MTH 

244.9" 

45 

742.6 

44 

15.9 

33 

50.9 

42 

6.5 

7.1 

28.8 

6 

8.e 

Ml  SCHOTTENSTEIN  HOMES  MHO 

309.4** 

10 

976.8 

4 

14.8 

19 

52.6 

18 

4.8 

4.4 

19.7 

8 

6.> 

NVR  NVR 

733.4** 

16 

2623.8 

13 

67.0 

44 

236.8 

50 

9.1 

7.4 

67.8 

10 

24.E 

OAKWOOD  HOMES  OH  <3) 

262.0" 

-10 

1066.4 

-15 

-10.0 

NM 

-133.4 

NM 

NM 

NM 

-57.0 

NM 

-14.1 

PLUM  CREEK  TIMBER  PCL 

240.0 

64 

598.0 

21 

226.0 

304 

338.0 

109 

94.2 

38.4 

71.3 

12 

2.e 

PULTE  HOMES  PHM 

2002.1** 

44 

5381.9 

27 

119.5 

40 

302.4 

38 

6.0 

6.1 

13.3 

8 

6.C 

RYLAND  GROUP  RYL 

828.5 

11 

2741.8 

18 

44.8 

42 

136.5 

66 

5.4 

4.2 

24.1 

8 

9.5 

SCHULER  HOMES  SHLR  (9) 

415.4 

NA 

1259.5 

NA 

27.1 

NA 

73.4 

NA 

6.5 

NA 

17.0 

11 

i.fi 

ST.  JOE  JOE 

244.4 

13 

868.4 

-1 

18.8 

-54 

70.2 

-30 

7.7 

19.0 

13.7 

34 

O.S 

STANDARD  PACIFIC  SPF 

433.9 

-14 

1384.5 

5 

31.3 

-24 

111.1 

11 

7.2 

8.2 

19.4 

7 

3.6 

TOLL  BROTHERS  TOL  (2) 

656.6** 

7 

2222.8 

23 

68.5 

17 

213.7 

46 

10.4 

9.5 

23.4 

8 

5.5. 

14      LEISURE  TIME  INDUSTRIES 

INDUSTRY  COMPOSITE 

27263.0 

-1 

107293.1 

1 

697.9 

-35 

4497.1 

-36 

2.6 

3.9 

8.0 

32 

0.7 

(A)  EATING  PLACES 

GROUP  COMPOSITE 

8692.3 

6 

8 

34212.5 

7951.1 

5 

7 

431.2 

51.4 

-23 

18 

2067.4 

184.5 

-17 

6 

5.0 

2.4 

6.8 

2.2 

14.4 

18.8 

24 

15 

1.1 

ARAMARK  RMK  (3) 

2109.7 

1.7 

BOB  EVANS  FARMS  BOBE  (8) 

271.1 

5 

1045.5 

6 

18.8 

34 

57.2 

13 

6.9 

5.4 

11.9 

17 

1.6 

BRINKER  INTERNATIONAL  EAT  (6) 

704.7 

21 

2696.3 

17 

34.6 

8 

152.0 

15 

4.9 

5.5 

16.8 

21 

1.5 

CBRL  GROUP  CBRL  <5) 

495.2 

6 

1991.6 

10 

19.6 

16 

51.9 

-16 

4.0 

3.6 

6.0 

34 

0.9 

CKE  RESTAURANTS  CKR  "" 

326.6 

-20 

1492.0 

-22 

-1.7 

NM 

-224.0 

NM 

NM 

NM 

-81.7 

NM 

-4.4 

DARDEN  RESTAURANTS  DRI  m 

1013.5 

9 

4166.0 

8 

36.5 

23 

209.2 

9 

3.6 

3.2 

19.0 

23 

1.7 

MCDONALD'S  MCD 

3771.5 

5 

14870.0 

4 

271.9 

-40 

1636.6 

-17 

7.2 

12.6 

16.8 

22 

1.2 

(B)  ENTERTAINMENT 

GROUP  COMPOSITE 

4750.2 

5 

19330.6 

11 
9 

147.3 

-9.0 

NM 

NM 

426.3 

-65.4 

-13 

NM 

3.1 

NM 

NM 

NM 

3.5 

-51.2 

50 

NM 

0.4 

AMC  ENTERTAINMENT  AEN  <9) 

316.3 

5 

1292.5 

-3.6 

ARGOSY  GAMING  AGY 

228.2 

47 

779.6 

20 

20.7 

69 

66.1 

42 

9.1 

7.9 

43.8 

16 

2.2 

HARRAH'S  ENTERTAINMENT  HET 

960.6 

17 

3709.0 

11 

55.1 

NM 

209.0 

NM 

5.7 

NM 

15.9 

20 

1.8 

ISLE  OF  CAPRI  CASINOS  ISLE  ,8) 

260.5 

11 

1036.8 

24 

10.4 

8 

21.2 

-46 

4.0 

4.1 

12.5 

22 

0.7 

MANDALAY  RESORT  GROUP  M8G  <"'  t 

609.4" 

-3 

2521.4 

4 

23.3 

-21 

104.6 

-6 

3.8 

4.7 

9.9 

19 

1.3 

METRO-GOLDWYN-MAYER  MGM 

375.5 

29 

1387.5 

12 

39.1 

216 

-55.7 

NM 

10.4 

4.2 

-2.3 

NM 

-0.2 

MGM  MIRAGE  MGG 

889.7 

-13 

3972.8 

29 

23.7 

-65 

170.6 

3 

2.7 

6.7 

6.8 

29 

l.C 

PARK  PUCE  ENTERTAINMENT  PPE 

111C 

3 

4631.0 

-1 

-16.0 

NM 

-24.0 

NM 

NM 

NM 

-0.6 

NM 

-o.c 

(C)  HOTEL  &  MOTEL 

GROUP  COMPOSITE 

1988.8 

-23 

9112.2 

-11 

-12 

-107.1 
4.0 

NM 

-94 

190.3 

166.0 

-45 

-39 

NM 

0.6 

1.0 

7.3 

0.9 

10.1 

NM 

26 

0.0 

HILTON  HOTELS  HLT 

662.0 

-24 

3050.0 

0.4 

STARWOOD  HOTELS  &  RESORTS  HOT 

878.0 

-21 

3967.0 

-9 

-54.0 

NM 

151.0 

-62 

NM 

11.9 

3.9 

46 

0.7 

WYNOHAM  INTERNATIONAL  WYN 

448.8 

-26 

2095.2 

-15 

-57.1 

NM 

-126.7 

NM 

NM 

NM 

-15.1 

NM 

-1.5 

(D)  OTHER  LEISURE 

GROUP  COMPOSITE 

11831.7 

-3 

44637.7 

-3 

-4 

226.6 

6.6 

-58 

-79 

1813.0 

-236.9 

-51 

NM 

1.9 

0.9 

4.5 

4.2 

8.5 

-25.9 

32 

NM 

0.7 

AMERICAN  GREETINGS  AM  "0) 

705.4 

-8 

2362.6 

-3.7 
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mg  at  a  smart  business 
on  can  happen  anywhere. 
he  process  first  requires 
nation;  information  that 
s  to  be  gathered  from  multi- 
urces,  then  analyzed  and 
d  before  it  can  be  used  to 
advantage. 


The  challenge  todav  is  twofold. 
One:  how  do  you  get  the 
infrastructure  in  place  to  access 
disparate  data  sources  and 
create  and  distribute  actionable 
information?  And,  two:  also 
meet  the  demands  to  reduce 
costs  and  increase  productivity? 


WHAT  KIND  OF  DECISIONS  ARE  REQUIRED 
IN  TODAY'S  BUSINESS  CLIMATE? 
SMART  ONES. 


You  turn  to  Crystal  Decision 
Our  enterprise-wide  reporting, 

sis  and  web-based  informa- 
tion deliver,'  solutions  have  a 
proven  track  record  of  helping 
our  customers  better  utilize 
information  to  competitive 
advantage  and  profit. 


At  Crystal  Decisions,  the  makers 
of  Crystal  Reports  ,  we  ve  met  the 
standards  of  our  kev  partners  like 
SAP,  IBM,  Microsoft  and  Baan. 
We're  confident  we  can  meet 
yours.  To  find  out  how,  visit  us  at: 
www.crvstaldecisions.com  ent  005 
or  call  1-866-821-3525. 


ccess.  Analyze.  Report.  Share. 


crystal  decisions 


A   SEAGATE  COMPAN* 


COMPANY  SYMBOL                                    SALES 

PROFITS 

4TH          CHANGE 
QUARTER        FROM 
2001           2000 
SMIL            % 

12 

MONTHS 

2001 

SMIL 

CHANGE 

FROM 

2000 

% 

MARGINS 

4TH            4TH 

QUARTER    QUARTER 

2001          2000 

%             % 

RETURN  ON 

COMMON 

EQUITY 

12  MONTHS 

ENDING 

12-31 

PRICE- 
EARNINGS 
RATIO 
2-7 

4TH 

QUARTER 

2001 

SMIL. 

CHANGE 

FROM 

2000 

% 

12 

MONTHS 

2001 

(MIL 

CHANGE 

FROM 

2000 

% 

BRUNSWICK  BC 

717.8 

-18 

3370.8 

-12 

-2.6 

NM 

84.7 

-58 

NM 

4.8 

7.5 

25 

0.1 

CARNIVAL  CCL  l" 

959.1 

13 

4535.8 

20 

116.3 

-40 

926.2 

-4 

12.1 

22.8 

14.1 

16 

1.1 

CSS  INDUSTRIES  CSS  (9) 

235.9 

13 

426.1 

1 

23.1 

9 

21.3 

17 

9.8 

10.1 

19.5 

12 

2  1 

EASTMAN  KODAK  EK 

3359.0 

-6 

13234.0 

-5 

-206.0S 

NM 

76.0 

-95 

NM 

5.4 

2.3 

NM 

01 

FLEETWOOD  ENTERPRISES  FLE  (8» 

590.8 

-21 

2217.1 

-32 

-12.3 

NM 

-272.9 

NM 

NM 

NM 

-97.4 

NM 

-8.1 

HARLEY-DAVIDSON  HDI 

911.4" 

18 

3424.7 

16 

118.4 

26 

437.7 

26 

13.0 

12.2 

24.9 

36 

1  1 

HASBRO  HAS 

988.7 

-15 

2856.3 

-25 

52.5 

NM 

60.8 

NM 

5.3 

NM 

4.5 

41 

o.l 

MATTEL  MAT 

1605.1 

2 

4804.1 

3 

138.0 

•  31 

310.9 

83 

8.6 

6.7 

17.9 

24 

0.1 

POLARIS  INDUSTRIES  Pll 

424.4 

6 

1512.0 

6 

31.7 

15 

91.4 

10 

7.5 

6.9 

38.3 

15 

3.1 

ROYAL  CARIBBEAN  CRUISES  RCL 

656.0 

2 

3145.3 

10 

-39.0 

NM 

■254.5 

-43 

NM 

4.7 

6.6 

13 

1.1 

TRANS  WORLD  ENTERTAINMENT  TWMC 

mi       2734 

3 

1430.4 

4 

-11.6 

NM 

22.4 

-63 

NM 

NM 

5.3 

16 

0.1 

UNITED  DEFENSE  INDUSTRIES  UDI 

404.7 

28 

1318.5 

11 

11.6 

214 

37.0 

103 

2.9 

1.2 

NM 

29 

0.1 

15      MANUFACTURING 

INDUSTRY  COMPOSITE 

43972.7 

-5 

177469.3 

-1 

641.8 

-72 

6553.2 

-42 

1.5 

4.9 

10.9 

33 

1.J 

(A)  GENERAL  MANUFACTURING 

GROUP  COMPOSITE 

18693.6 

1 

73341.5 

2 

657.5 

58.1 

0 

-14 

3284.4 

243.4 

-23 

-14 

3.5 

6.4 

3.5 

7.2 

15.1 

26.2 

28 

24 

1 1 

AVERY  DENNISON  AVY 

912.6 

-2 

3803.3 

-2 

2 

BLYTH  BTH  "" 

319.2 

-2 

1162.7 

-4 

25.9 

-14 

65.6 

-32 

8.1 

9.2 

14.3 

15 

1 

BUTLER  MFG.  BBR 

238.4 

-4 

896.6 

-7 

1.5 

-78 

8.1 

-68 

0.6 

2.8 

4.8 

20 

: 

CARLISLE  CSL 

433.5 

5 

1849.5 

4 

7.6 

-28 

24.8 

-74 

1.7 

2.6 

4.6 

42 

oi 

COACH  COH  (6> 

235.8 

12 

653.8 

13 

44.2 

13 

73.9 

34 

18.7 

18.6 

34.9 

26 

ENERGIZER  HOLDINGS  ENR  (3) 

567.7 

2 

1702.6 

-6 

70.4 

30 

-22.8 

NM 

12.4 

9.7 

-3.8 

NM 

c 

FEDERAL  SIGNAL  FSS 

273.9 

-9 

1072.2 

-3 

9.4 

-28 

46.6 

-19 

3.4 

4.3 

13.0 

22 

. 

FORTUNE  BRANDS  FO 

1376.8 

-2 

5318.3 

-2 

128.8 

NM 

386.0 

NM 

9.4 

NM 

18.5 

17 

2 

GRIFFON  GFF  (3) 

301.9 

5 

1173.8 

4 

10.6 

41 

33.7 

49 

3.5 

2.6 

11.5 

17 

1.(1 

HARSCO  HSC 

517.8 

-4 

2107.1 

5 

10.0 

-61 

71.7 

-26 

1.9 

4.8 

10.5 

19 

. 

HEXCEL  HXL 

239.1 

-7 

1009.4 

-4 

-414.2 

NM 

-431.0 

NM 

NM 

0.4 

NM 

NM 

-a.  a 

INTERNATIONAL  GAME  TECHNOLOGY  IGT 

•"t       301.5 

11 

1230.3 

25 

51.8 

7 

217.5 

34 

17.2 

17.8 

61.2 

21 

2.t| 

JOHNSON  CONTROLS  JCI (3) 

4817.7 

8 

18790.5 

9 

119.9 

17 

495.7 

4 

2.5 

2.3 

16.7 

15 

: 

MINNESOTA  MINING  &  MFG.  MMM 

3863.0 

-7 

16079.0 

-4 

381.0 

-5 

1430.0 

-23 

9.9 

9.7 

23.5 

31 

- 

NCI  BUILDING  SYSTEMS  NCS  <2> 

271.0 

-3 

954.9 

-6 

5.3 

-66 

16.5 

-63 

2.0 

5.7 

5.0 

18 

NEWELL  RUBBERMAID  NWL 

1806.1 

2 

6909.3 

0 

70.7 

-25 

264.6 

-37 

3.9 

5.4 

10.9 

27 

PARKER  HANNIFIN  PH  ,6) 

1437.3 

-2 

5940. 1 

2 

29.1 

-63 

230.5 

-46 

2.0 

5.3 

8.9 

23 

SHAW  GROUP  SGR<4) 

453.6 

8 

1573.8 

53 

19.0 

56 

68.0 

85 

4.2 

2.9 

11.2 

11 

■ 

TUPPERWARE  TUP 

326.7 

10 

1114.4 

4 

28.5 

30 

61.5 

-18 

8.7 

7.4 

55.9 

18 

. 

(B)  MACHINE  &  HAND  TOOLS 

GROUP  COMPOSITE 

3026.2 

-5 

11766.2 

-5 

-5.8 

NM 

411.8 

-44 

NM 

4.2 

11.3 

27 

1.3 

BLACK  &  DECKER  BDK 

1220.7 

-3 

4333.1 

-5 

-13.0 

NM 

108.0 

-62 

NM 

4.2 

14.4 

30 

. 

KENNAMETAL  KMT  (6' 

380.3 

-14 

1697.7 

-9 

-2.5 

NM 

40.4 

-29 

NM 

3.0 

5.1 

27 

1 

LINCOLN  ELECTRIC  HOLDINGS  LECO 

237.0 

-6 

978.9 

-8 

20.6 

138 

83.6 

7 

8.7 

3.4 

16.8 

13 

1 

SNAP-ON  SNA 

542.6** 

-4 

2131.4 

-4 

-17.4 

NM 

21.5 

-83 

NM 

2.4 

2.8 

83 

0.3 

STANLEY  WORKS  SWK 

645.6 

-3 

2625.1 

-5 

6.5 

-86 

158.3 

-19 

1.0 

7.0 

19.0 

24 

i.e 

(C)  SPECIAL  MACHINERY 

GROUP  COMPOSITE 

20925.2 

-10 

87150.5 

-3 

-66.5 

NM 

2695.8 

-57 

NM 

6.2 

7.8 

41 

1.0 

AGCO  AG 

772.9 

21 

2541.5 

9 

23.2 

201 

23.4 

569 

3.0 

1.2 

2.9 

49 

0.3 

APPLIED  MATERIALS  AMAT  <2) 

1264.7 

-57 

7343.2 

-23 

-82.3 

NM 

775.2 

-62 

NM 

22.7 

10.2 

46 

0.9 

BRIGGS  &  STRATTON  BGG  (6) 

335.3 

-9 

1319.6 

-7 

2.4 

-88 

19.3 

-77 

0.7 

5.4 

4.9 

46 

0.8 

CATERPILLAR  CAT 

5096.0 

0 

20450.0 

1 

167.0 

-37 

805.0 

-24 

3.3 

5.2 

14.3 

20 

2.3 

CRANE  : 

372.7 

5 

1587.2 

6 

18.0 

-33 

88.6 

-28 

4.8 

7.5 

13.6 

15 

1.4 

CUMMINS  CUM 

1463.0 

-9 

5681.0 

-14 

3.0 

NM 

-102.0 

NM 

0.2 

NM 

-10.0 

NM 

-2.6 

DEERE  DE  (2) 

3161.1** 

-6 

13292.9 

1 

-320.1 

NM 

-64.0 

NM 

NM 

2.1 

-1.6 

NM 

-0.2 

DONALDSON  OCI  ■ 

288.4 

0 

1135.6 

0 

19.7 

17 

78.5 

12 

6.8 

5.8 

23.8 

20 

1.7 

DOVER  DOV 

1049.5 

-20 

4459.7 

-14 

37.0 

-71 

166.8 

-68 

3.5 

9.7 

10.4 

45 

0.8 

FLOWSERVE  FLS 

539.3 

0 

1917.5 

25 

16.5 

871 

16.4 

7 

3.1 

0.3 

4.0 

58 

0.4 

FMC  FMC 

489.8 

5 

1943.0 

-5 

-35.7 

NM 

-306.3 

NM 

NM 

6.3 

-54.9 

NM 

-9.8 

ILLINOIS  TOOL  WORKS  ITW 

2278.3 

-5 

9292.8 

-2 

187.7 

-10 

802.4 

-17 

8.2 

8.7 

13.3 

26 

2.6 

ITT  INDUSTRIES  ITT 

1181.8 

-3 

4675.7 

-3 

14.0 

-82 

216.7 

-18 

1.2 

6.4 

16.7 

23 

2.3 

JOY  GLOBAL  JOYG  <2) 

302.8 

4 

1148.2 

2 

-72.7 

NM 

-25.9 

NM 

NM 

4.2 

-5.3 

NA 

N 

LAM  RESEARCH  LRCX  (6' 

259.2 

-33 

1429.4 

3 

-51.7 

NM 

29.8 

-85 

NM 

8.1 

1.5 

NM 

0.1 

MANITOWOC  MTW 

288.0 

38 

1116.6 

28 

8.6 

-17 

48.9 

-19 

3.0 

5.0 

18.5 

17 

1.9 

PENTAIR  PNR 

595.9 

-12 

2615.9 

-5 

-16.3 

NM 

57.5 

-30 

NM 

NM 

5.7 

28 

1.1 

STEWART  &  STEVENSON  SERVICES  SSSS  m)  329.7 

15 

1400.4 

27 

11.7 

36 

56.6 

96 

3.5 

3.0 

14.1 

9 

1.9 

TIMKEN  TKR 

573.6 

-9 

2447.2 

-7 

1.2 

32 

-41.7 

NM 

0.2 

0.1 

-5.3 

NM 

-0.6 

TORO  TTC  (2» 

283.4** 

5 

1353.1 

1 

2.2 

113 

50.4 

11 

0.8 

0.4 

14.8 

13 

(D)  TEXTILES 

GROUP  COMPOSITE 

1327.6 

6 

5211.1 

0 

56.6 

87 

161.2 

62 

4.3 

2.4 

96.4 

19 

1.5i 

MOHAWK  INDUSTRIES  MHK 

895.8 

7 

3445.9 

1 

59.2 

51 

188.6 

16 

6.6 

4.7 

21.3 

15 

35 

WESTPOINT  STEVENS  WXS 

431.8 

3 

1765.1 

-3 

-2.6 

NM 

-27.3 

NM 

NM 

NM 

NM 

NM 

-0.5 
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WHAT  KIND  OF  DECISIONS  DOES 
MICROSOFT'  MAKE? 
SMART  ONES. 


.1  at  .i  smart  business 
"i  can  happen  anywhere 

First  requ 
ition  information  that 
to  be  gathered  from 
urces  then  analy; 
lared  before  it  can  be  used 
advantage.  Microsoft 
this.  That  s  why  they 


chose  Crystal  Decisions 
Microsoft  required  cutting  edge 
reporting  technology  for  its 
recent  visual  Studio    Nl  1  release 
T*hey  turned  to  Crystal  Decisions 
the  industry  leader  in  enterprise 
reporting  to  provide  this 
functionality  toi  tit. 


At  Crystal  Decisions,  our  enter- 
prise reporting,  analysis  and 
information  delivery  solutions 
have  -i  proven  track  record  ol 
helping  our  customers  and 
partners  customers  increase 
productivity  and  reduce  1 1  costs 
Andoui  strategk  partnerships 
with  companies  Hko  Microsoft 


SAp  IBM,  and  Baan  ensure  ouj 
solutions  integrate  seamlessly  with 
your  existing  applications.  We  met 
Microsoft's  demanding  standards. 
We  re  confident  we  can  moot 
yours.  fo  find  out  how  \  is 
wwwcrystaldecisions.com  out  005 
oi  CAD  1  666-821   $525 
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CORPORATE  SCOREBOARD 


COMPANY  SYMBOL 


SALES 


PROFITS 


MARGINS 


4TH  CHANGE 

QUARTER  FROM 

2001  2000 

$  MIL.  % 


16      METALS  &  MINING 


INDUSTRY  COMPOSITE 


16139.6 


-17 


12 

MONTHS 

2001 

SMIL. 


71629.2 


CHANGE  4TH  CHANGE 

FROM  QUARTER  FROM 

2000  2001  2000 

%  SMIL.  % 


12  CHANGE 
MONTHS        FROM 
2001  2000 

S  MIL.  % 


•1205.3 


NM 


-1720.3 


NM 


ATH 

QUARTER 

2001 

% 


NM 


4TH 

QUARTER 

2000 

% 


1.2 


RETURN  ON 

COMMON 

EQUITY 

12  MONTHS 

ENDING 

12-31 


PRICE-  MOT  I 

EARNINGS  EARll 

RATIO  ;  I 

2-7 


-7.6        NM        -O., 


(A)  STEEL 

GROUP  COMPOSITE 

7205.6 

-8 

31284.7 

-10 

V 

-1101.9 

NM 

-2794.4 

NM 

NM 

NM 

-40.3 

NM 

-4. 

AK  STEEL  HOLDING  AKS 

973.0 

-8 

3994.1 

-13 

-76.4 

NM 

-92.4 

NM 

NM 

1.5 

-9.1 

NM 

- 

ALLEGHENY  TECHNOLOGIES  ATI 

493.1 

-16 

2128.0 

-14 

-45.8 

NM 

-25.2 

NM 

NM 

0.9 

-2.7 

NM 

0 

BETHLEHEM  STEEL  BS 

719.9 

-18 

3334.3 

-19 

-547.1 

.NM 

-1949.6 

NM 

NM 

NM 

NM 

NM 

!; 

CARPENTER  TECHNOLOGY  CRS  (6) 

248.1 

-15 

1238.1 

3 

3.5 

-74 

15.9 

-73 

1.4 

4.6 

2.3 

35 

0. 

COMMERCIAL  METALS  CMC  <4' 

564.9 

-5 

2411.6 

-9 

8.8 

NM 

-  35.4 

5 

1.6 

NM 

8.0 

13 

2. 

NATIONAL  STEEL  NS 

592.7 

-9 

2492.3 

-16 

-280.3 

NM 

-667.3 

NM 

NM 

NM 

NM 

NM 

-16. 

NUCOR  NUE 

979.6 

-3 

4139.2 

-10 

26.5 

-67 

113.0 

-64 

2.7 

7.9 

5.2 

37 

1. 

RYERSON  TULL  RT 

479.8 

-23 

2243.5 

-22 

-45.0 

NM 

-60.2 

NM 

NM 

NM 

-9.4 

NM 

-2. 

TEXAS  INDUSTRIES  TXI  f71 

346.2 

13 

1313.2 

-A 

16.6 

67 

12.2 

-84 

4.8 

3.2 

1.7 

64 

0. 

UNITED  STATES  STEEL  X 

1398.0 

-1 

6286.0 

3 

-174.0 

NM 

-218.0 

NM 

NM 

NM 

-12.3 

NM 

-2. 

WORTHINGTON  INDUSTRIES  WOR  m 

410.4 

-10 

1704.4 

-13 

11.3 

65 

41.8 

-35 

2.8 

1.5 

6.5 

29 

(B)  OTHER  METALS 
GROUP  COMPOSITE 

8934.0 

-23 

-21 

40344.4 

22859.0 

-A 

0 

-103.4 

-142.0 

NM 

NM 

1074.1 

908.0 

^3 

-39 

NM 

NM 

3.9 

6.0 

6.2 

8.6 

44 

32 

o.e 

ALCOA  AA 

5181.0 

ENGELHARD  EC 

871.0" 

-44 

5096.9 

-8 

60.5 

NM 

225.6 

34 

6.9 

NM 

22.5 

16 

. 

FREEPORT-McMORAN  COPPER  &  GOLD  FCX 

412.3 

-22 

1838.9 

-2 

7.1 

-89 

113.0 

47 

1.7 

12.7 

NM 

29 

GENERAL  CABLE  BGC 

360.3 

-15 

1651.4 

-7 

3.4 

-73 

37.5 

-31 

0.9 

2.9 

35.7 

11 

. 

MUELLER  INDUSTRIES  MLI 

228.8" 

-20 

1044.8 

-16 

11.7 

-31 

67.0 

-28 

5.1 

5.9 

10.0 

17 

u 

NEWMONT  MINING  NEM 

445.2 

-15 

1656.1 

-8 

22.1 

NM 

-23.3 

NM 

5.0 

NM 

-2.1 

NM 

-0. 

OLIN  OLN 

278.3 

-22 

1270.6 

-18 

0.9 

-94 

-9.5 

NM 

0.3 

4.2 

-3.5 

NM 

-o.: 

PHELPS  DODGE  PD 

901.2 

-18 

4002.4 

-12 

-78.3 

NM 

-273.0 

NM 

NM 

0.7 

-10.1 

NM 

-3.1 

QUANEX  NX  m 

256.0 

5 

924.4 

-4 

11.2 

NM 

28.8 

NM 

4.4 

NM 

10.3 

14 

17      NONBANK  FINANCIAL 

INDUSTRY  COMPOSITE                         141220.8 

-8 

598918.0 

0 

10838.5 

-21 

49200.7 

-20 

7.7 

8.9 

12.4 

21 

2-\ 

(A)  FINANCIAL  SERVICES 
GROUP  COMPOSITE 

76154.0 

-15 

-3 

342882.8 

22582.0 

-4 

-5 

6275.1 

297.0 

-23 

-56 

30433.7 

1311.0 

-22 

-53 

8.2 

5.1 

9.0 

11.2 

15.3 

10.7 

20 

34 

2.1 

o.< 

AMERICAN  EXPRESS  AXP 

5871.0** 

AMERICREDIT  ACF  (6) 

286.7 

52 

1024.8 

61 

80.6 

"  66 

291.5 

82 

28.1 

25.7 

23.6 

6 

BEAR  STEARNS  BSC  <" 

1813.7 

-32 

8701.0 

-15 

154.9 

-21 

625.0 

-19 

8.5 

7.3 

13.5 

13 

1 

BLOCK  (H&R)  HRB  (8) 

378.7 

12 

3062.8 

11 

-28.0 

NM 

319.4 

37 

NM 

NM 

35.0 

27 

. 

CAPITAL  ONE  FINANCIAL  COF 

1981.9 

26 

7254.3 

34 

177.7 

39 

642.0 

37 

9.0 

8.1 

19.3 

16 

CITIGROUP  C 

26650.0 

-9 

112022.0 

0 

3875.0 

36 

14284.0 

6 

14.5 

9.7 

18.5 

16 

2 

DUN  &  BRADSTREET  DNB 

340.0 

-10 

1308.8 

-8 

56.5 

207 

153.2 

108 

16.6 

4.9 

NM 

19 

: 

E'TRADE  GROUP  ET 

519.0 

-10 

2084.3 

-5 

7.7 

433 

-270.8 

NM 

1.5 

0.2 

-17.2 

NM 

-0.* 

EDWARDS  (A.G.)  AGE  (,0) 

559.7 

-15 

2438.6 

-19 

22.2 

-61 

154.4 

-55 

4.0 

8.6 

9.3 

22 

. 

EQUIFAX  EFX 

281.9 

-1 

1139.0 

-4 

9.1 

-78 

117.3 

-17 

3.2 

14.8 

44.5 

30 

o.t 

FRANKLIN  RESOURCES  BEN  (3) 

618.2** 

10 

2409.0 

3 

118.5 

-21 

453.8 

-21 

19.2 

26.5 

11.1 

21 

' 

GALLAGHER  (ARTHUR  J.)  AJG 

254.0 

15 

910.0 

14 

33.1 

34 

125.3 

35 

13.0 

11.1 

36.5 

25 

GOLDMAN  SACHS  GROUP  GS  "> 

6118.0 

-23 

31138.0 

-6 

497.0 

-17 

2310.0 

-25 

8.1 

7.5 

12.9 

19 

4.2 

HOUSEHOLD  INTERNATIONAL  HI 

3643.6 

11 

13915.7 

16 

548.9 

11 

1923.5 

13 

15.1 

15.1 

23.3 

12 

4.C 

LEGG  MASON  LM  (9» 

403.8 

3 

1537.8 

-2 

41.1 

-1 

144.2 

-15 

10.2 

10.5 

13.8 

24 

2.1 

LEHMAN  BROTHERS  HOLDINGS  LEH  "> 

4300.0 

-33 

22392.0 

-15 

130.0 

-67 

1255.0 

-29 

3.0 

6.2 

15.7 

13 

4.3 

MARSH  &  McLENNAN  MMC 

2473.0 

0 

9943.0 

-2 

144.0 

-50 

974.0 

-18 

5.8 

11.6 

19.1 

30 

3.3 

MERRILL  LYNCH  MER 

7610.0 

-35 

38793.0 

-14 

-1264.0 

NM 

573.0 

-85 

NM 

7.5 

2.6 

80 

0.5 

METRIS  MXT 

541.5 

46 

1851.4 

29 

70.7 

46 

260.3 

31 

13.1 

13.1 

30.2 

5 

2.6 

MORGAN  STANLEY  DEAN  WITTER  MWD  •" 

8218.0 

-20 

43727.0 

-3 

870.0 

18 

3610.0 

-34 

10.6 

7.1 

18.2 

15 

3.1 

PRICE  (T.  ROWE)  GROUP  TROW 

241.3" 

-17 

1027.5 

-15 

45.0 

-19 

195.9 

-27 

18.7 

19.0 

18.2 

25 

1.5 

RAYMOND  JAMES  FINANCIAL  RJF  « 

364.1 

-14 

1601.0 

-8 

18.1 

-44 

82.3 

-37 

5.0 

7.6 

10.7 

19 

1.6 

SCHWAB  (CHARLES)  SCH 

1197.0** 

-29 

5281.0 

-26 

-13.0 

NM 

78.0 

-89 

NM 

8.2 

1.9 

NM 

0.0 

STILWELL  FINANCIAL  SV 

334.1 

-37 

1555.7 

-31 

73.7 

-52 

302.3 

-54 

22.1 

28.9 

22.1 

18 

1.3 

STUDENT  LOAN  STU 

269.9 

-16 

1162.2 

6 

43.3 

64 

135.4 

29 

16.0 

8.2 

20.8 

13 

6.7 

USA  EDUCATION  SLM 

884.9 

-22 

4020.8 

-3 

265.9 

170 

384.0 

-17 

30.1 

8.7 

24.7 

39 

. 

(B)  INSURANCE 
GROUP  COMPOSITE 

56519.3 

5 

218782.6 

9598.0 

4 

-1 

3274.4 

163.0 

-30 

-2 

13393.1 

687.0 

-30 

0 

5.8 

6.8 

8.6 

6.7 

8.1 

12.4 

28 

19 

1.8 
1.2 

AFLAC  AFL 

2404.0 

-3 

ALLSTATE  ALL 

7358.0 

2 

28865.0 

-1 

264.0 

-52 

1167.0 

-47 

3.6 

7.6 

6.7 

20 

1.6 

AMERICAN  INTERNATIONAL  GROUP  AIG 

14571.7" 

7 

55459.3 

10 

1865.9 

4 

5499.0 

-17 

12.8 

13.2 

10.8 

34 

2.0 

AMERICAN  NATIONAL  INSURANCE  ANAT 

554.9 

30 

2134.4 

16 

-8.7 

NM 

64.9 

-54 

NM 

NM 

2.2 

34 

2.4 

AMERUS  GROUP  AMH 

402.9** 

49 

1287.5 

19 

19.1 

6 

79.3 

55 

4.7 

6.7 

6.4 

18 

2.1 

CIGNA  CI 

4942.0 

3 

19115.0 

-4 

191.0 

-31 

989.0 

0 

3.9 

5.4 

18.6 

14 

6.5 

CINCINNATI  FINANCIAL  CINF 

653.7 

12 

2560.8 

10 

36.0 

NM 

193.3 

63 

5.5 

NM 

3.2 

32 

1.1 

COMMERCE  GROUP  CGI 

296.5 

2 

1153.8 

5 

28.1 

-49 

93.1 

-30 

9.5 

19.1 

11.5 

13 

2.7 

HARTFORD  FINANCIAL  SERVICES  GROUP  HIG 

3856.0 

-1 

15147.0 

3 

152.0 

-44 

549.0 

-44 

3.9 

7.0 

6.3 

30 

2.1 

JEFFERSON-PILOT  JP 

802.2 

-1 

3332.3 

3 

96.4 

-15 

512.8 

0 

12.0 

14.1 

14.9 

14 

3.3 

88  BusinessWeek  /  February  25,  2002 


«*SHE^ 

SOUNDED 

SHORTER  ON 

THE  PHONE.® 

STILL  V ITHESAME 
HAVE A   ; PERFUME 

BAR •—  MOLLIE 

STAMP  ;  USED  TO 
ON  MY;— WEAR 
WRIST;  /77\/7>| 

4  COMPANIES,  ••••••  • 

3  OFFERS  (AND  COUNTING). 
rM  IN  THE  CATBIRD  SEAT  NOW. 

WHOCARES'-u 

HOW  MUCHv5 
FLEXIBILITY  IU 


•  WHAT, 
CAN  I 


I  HAVE  WITH 
MY 401  (K).  I? 


JJB 


> 

|P| 

JUST  WANT  \\l\ 
TO  RETIRE'^ 


DOTO:§ix> 

GET*«- :.»*». 

THIS  GUY 

TOJOjN? 

now.'that's 

a  peculiar 
looking  m.  m. 
TATTOO.:::::  Wm. 

^Fl  HOPE  I  DON'T  HAVE 
SOMETHING  IN  MY  TEETH. 

I  REMEMBER  THE 
GOOD  OLD  DAYS 
WHEN  "STOCK if 
OPTIONS"  MEANT 
SOMETHING.!  if 


IN  2  YEARS. 


-»~i 


this  ::::::::::: 

PLACE  LOOKS 
NOTHING  LIKE  L=. 
THE  BROCHURE  — 
DESCRIBED. 


©| 


GOOD 
HAND- 


>  SHAKE. 

HOW  MANY  QUARTERS tt| 
PAP.! JEyjJ.N.IJi? .METERJ..:  I  HATE 

PLEASE  SAYffijg^ 
3WEEKSOFi;S|pz 
I  VACATION.-*  :&)|^|oj. 

fcLEASESAYlgKI"^ 

I  WEEKS  OF-»:Sjz"5- J 

pi    CACC..:yy    SIESTAS, 

^LtM&t:::>.  [othats* 
SAY...  o  •••£  ^i  .what 


FIRSTS-  \W\ 
THINGS  I®,! 
=IRST  THE* 
•LEVATOR 
1USICHAS 
OT -»-»-»-» 


ot -»-»-»■»       i-iBJE^uJ: 

pgg     ?i!ii3gi 


MY  NEW  SHAMPOO 

HAS  STOPPED  THE 

*]  ITCHING,  STOPPED 

I  Tml   rLAfAtb (A 

lovely:  Sffi  HE  JUST  |-, 

i  wonder       weather:  P^aIa  mI"?  <^  v  j 

^  •  "  ^  "^  n^^v  ii  ^iva.  .  ..............  ...  ...  LiJ{Q 

V*      ^1  i  &  WHY  CAN'T  jE  ¥ 

^ :  EVERYONE  BE  of 

AS  FIRED  UPAS  OUR  §1 

RECEPTIONIST  JEN?  <n§ 


2*1 
:f 


:zzzw 

••  wr-i»  111 

Uj_l« 

OCLw 

zOq. 

5idv 

♦Is 

S 

li 

o 

Ui 

1 

w 

CO 

D 


FIFTHlriPfe 
INTER-:  5fS£z 
VIEW,:::i§^ 

NOON::.^ 
UNCLE!  :>- 

Si*.?? 


-?.5.fP.5.!6oo, 


I  SHOULD 

HAVE«-«- 

BEEN  A 

HAND* 

MODEL. 

■••••••••• 

MY**::. 

cui*^cro.... 

iTWBO  •  •  uLPl_|Ct3C 
piflM'T  ••  WMtrCt 

saassssr 


IH 


> 

ft 

know' 

HOW  TO 
SWIM.  I 
JUSTDONT 
LIKE  TO 


i 


."ONLY:. 

7  HOURS 

53  MINUTES 

©TIL  I'M  OUT 

OF  HERE. 

"n  hYn ds i'g  ht,' A* 

I'M  NOT  SURE  PRE- 
LAW WAS  THE  ii 
RIGHT  MAJOR  « 

FOR  : 

ME.:  DON'T 
•::::  BE  FOOLED 
7  hours:  BY  THE  PHONE 

51  MNUTES  j  fE^f*^  J"!^ 
TIL  I'M  OUT:  I  M  RUNNING  THIS 
..  OF  HERE. :  PLACE.  :-»»»™"-"j" 

.•?..-..?..?..r.®  r»^SHOuToA*? 

HAVE  BEEN  A  CRUISE  DIRECTOR. 


People  issues  are  complex.  Managing  them  doesn't  have  to  be.    |Tf*VVI 
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CORPORATE  5C0HEB0AHU 

COMPANY  SYMBOL  SALES 


PROFITS 


4TH 

QUARTER 
2001 
SMIL. 

CHANGE 

FROM 

2000 

% 

12 

MONTHS 

2001 

$  MIL. 

CHANGE 

FROM 

2000 

% 

4TH 

QUARTER 
2001 

SMIL. 

CHANGE 

FROM 

2000 

% 

12 

MONTHS 

2001 

SMIL. 

CHANGE 

FROM 

2000 

% 

MARGINS 

4TH            4TH 

QUARTER    QUARTER 

2001          2000 

%              % 

RETURN  ON 

COMMON 

EQUITY 

12  MONTHS 

ENDING 

12-31 

PRICE- 
EARNINGS 
RATIO 
2-7 

JOHN  HANCOCK  FINANCIAL  SERVICES  JHF 

2672.8" 

9 

9361.3 

6 

102.3 

-55 

611.5 

-25 

3.8 

9.2 

10.5 

18 

LINCOLN  NATIONAL  LNC 

1504.4 

-15 

6411.4 

-6 

169.2 

14 

590.2 

-5 

11.2 

8.4 

11.3 

16 

3.1 

MARKEL  MKL 

386.3 

16 

1397.4 

28 

-43.7s 

NM 

-125.7 

NM 

NM 

NM 

-13.8 

NM 

14.1 

MBIA  MBI 

296.6 

8 

1137.8 

8 

156.4 

15 

583.2 

10 

52.7 

49.7 

12.2 

14 

3.1 

MGIC  INVESTMENT  MTG 

358.0" 

22 

1357.8 

22 

161.0 

22 

639.1 

18 

45.0 

45.3 

21.2 

11 

5.1 

MONY  GROUP  MNY 

524.9 

11 

2103.6 

-4 

-87.7 

NM 

-60.8 

NM 

NM 

1.9 

-3.0 

NM 

-1.1 

NATIONWIDE  FINANCIAL  SERVICES  NFS 

805.5** 

0 

3206.8 

0 

58.6 

-46 

419.9 

-3 

7.3 

13.6 

12.2 

12 

3.1 

OHIO  CASUALTY  OCAS 

485.1 

10 

1902.0 

10 

41.8 

•NM 

98.6 

NM 

8.6 

NM 

9.1 

11 

OLD  REPUBLIC  INTERNATIONAL  ORI 

637.0 

14 

2373.4 

15 

89.0 

-4 

347.0 

17 

14.0 

16.6 

12.9 

10 

2.1 

PHOENIX  PNX 

626.1 

-9 

2421.8 

-19 

-7.5 

NM 

-137.3 

NM 

NM 

NM 

-5.7 

NM 

-1.1 

PMA  CAPITAL  PMACA 

229.1 

29 

850.0 

29 

6.6 

-46 

7.1 

436 

2.9 

6.9 

1.2 

60 

0.1 

PMI  GROUP  PMI 

279.0** 

39 

937.0 

23 

86.0 

30 

312.0 

20 

30.8 

33.0 

17.5 

10 

6  1 

PROGRESSIVE  PGR 

1988.3 

13 

7475.5 

11 

124.7 

160 

411.4 

792 

6.3 

2.7 

12.7 

27 

5.1 

RADIAN  GROUP  RDN 

263.1 

64 

948.2 

54 

96.1 

49 

360.4 

45 

36.5 

40.3 

15.5 

11 

3:1 

REINSURANCE  GROUP  OF  AMERICA  RGA 

551.0 

10 

1968.3 

14 

-21.2 

NM 

39.9 

-62 

NM 

5.8 

4.3 

35 

O.J 

SAFECO  SAFC 

1665.3** 

0 

6866.9 

-2 

8.6 

39 

-1045.2 

NM 

0.5 

0.4 

-28.8 

NM 

8.1 

SELECTIVE  INSURANCE  GROUP  SIGI 

277.3 

6 

1063.5 

8 

6.8 

-3 

26.3 

-1 

2.5 

2.7 

4.4 

24 

ST.  PAUL  SPC 

2388.0 

19 

8943.0 

12 

-718.3 

NM 

-1008.8 

NM 

NM 

9.3 

-17.1 

NM 

STANCORP  FINANCIAL  GROUP  SFG 

408.2 

3 

1585.4 

8 

27.9 

59 

106.0 

12 

6.8 

4.4 

10.7 

15 

3.J 

TORCHMARKTMK 

678.4 

5 

2709.5 

7 

83.1 

-10 

356.5 

-2 

12.3 

14.3 

15.3 

13 

2  1 

TRANSATLANTIC  HOLDINGS  TRH 

495.2 

5 

2030.2 

7 

6.5 

-87 

18.9 

-91 

1.3 

10.8 

1.0 

NM 

0-1 

UICI  UCI 

302.2 

20 

1109.6 

9 

9.4 

NM 

48.4 

51 

3.1 

NM 

8.5 

14 

1    1 

UNITRIN  UTR 

513.4 

10 

2533.8 

30 

-12.1 

NM 

380.9 

319 

NM 

6.0 

19.9 

7 

5.9 

UNUMPROVIDENT  UNM 

2342.3 

2 

9435.4 

0 

124.0 

-17 

579.2 

3 

5.3 

6.5 

9.6 

(C)  SAVINGS  &  LOAN 

GROUP  COMPOSITE 

8547.6 

-6 

37252.6 

10 

1289.0 

38 

5373.8 

44 

15.1 

10.3 

12.8 

17.5 

14.2 

11 

12 

2.a 

23J 

ASTORIA  FINANCIAL  ASFC 

370.0** 

-8 

1539.5 

-4 

54.8 

6 

225.2 

4 

14.8 

CHARTER  ONE  FINANCIAL  CF 

732.9** 

4 

2851.9 

8 

135.1 

24 

500.7 

15 

18.4 

15.6 

17.1 

13 

2.q 

COMMERCIAL  FEDERAL  CFB 

239.4 

29 

991.8 

1 

25.1 

NM 

97.7 

NM 

10.5 

NM 

13.3 

12 

1.9 

GOLDEN  STATE  BANCORP  GSB 

990.0** 

-16 

4319.6 

-5 

109.2 

22 

410.9 

18 

11.0 

7.6 

16.0 

10 

- 

GOLDEN  WEST  FINANCIAL  GDW 

1019.8** 

-11 

4446.4 

12 

228.0 

53 

818.8 

50 

22.4 

13.1 

19.1 

12 

5  1 

GREENPOINT  FINANCIAL  GPT 

448.2 

30 

1721.5 

31 

115.5 

69 

409.5 

60 

25.8 

19.9 

23.1 

9 

1  - 

SOVEREIGN  BANCORP  SOV 

613.3** 

-10 

2648.5 

11 

73.5 

NM 

123.3 

NM 

12.0 

NM 

5.6 

27 

WASHINGTON  MUTUAL  WM 

3859.0 

-8 

17692.0 

12 

535.0 

8 

2732.0 

44 

13.9 

11.9 

19.4 

10 

WESTCORP  WES 

274.9** 

21 

1041.5 

37 

12.9 

-32 

55.7 

-25 

4.7 

8.3 

10.3 

11 

18      OFFICE  EQUIPMENT  &  COMPUTERS 

INDUSTRY  COMPOSITE                           125463.9 

-4 

493669.0 

3 

3672.0 

-54 

-3889.7 

NM 

2.9 

6.1 

-1.0 

NM 

-0.1 

(A)  BUSINESS  MACHINES  &  SERVICES 

GROUP  COMPOSITE 

10349.6 

-17 

43153.5 

-8 

295.4 

-33 

1296.6 

-23 

2.9 

3.6 

14.6 

23 

1.3 

COMPUCOM  SYSTEMS  CM  PC 

367.7 

-48 

1815.5 

-33 

1.7 

-78 

6.7 

30 

0.5 

1.1 

2.6 

20 

DELUXE  DLX 

318.7 

5 

1278.4 

1 

48.0 

27 

185.9 

10 

15.1 

12.5 

236.5 

17 

2.6 

DIEBOLD  DBD 

508.2 

7 

1760.3 

1 

17.3 

-51 

66.9 

-51 

3.4 

7.3 

7.6 

39 

0.9: 

HON  INDUSTRIES  HNI 

426.9 

-18 

1792.4 

-12 

23.3 

-3 

74.4 

-30 

5.4 

4.6 

12.6 

20 

MILLER  (HERMAN)  MLHR  (7) 

395.0 

-36 

1877.3 

-15 

-22.7 

NM 

40.2 

-73 

NM 

6.9 

13.2 

43 

' 

NCR  NCR 

1600.0 

-11 

5917.0 

-1 

71.0 

-21 

221.0 

24 

4.4 

5.0 

10.9 

18 

. 

PITNEY  BOWES  PBI 

1090.8 

11 

4122.5 

6 

100.4 

-27 

514.3 

-9 

9.2 

14.1 

57.8 

20 

STANDARD  REGISTER  SR 

285.7 

-19 

1196.4 

-12 

11.3 

NM 

-49.3 

NM 

3.9 

NM 

-11.9 

NM 

1 

STEELCASE  SCS  <10) 

731.4 

-29 

3371.5 

-15 

4.9 

-91 

61.0 

-71 

0.7 

5.0 

3.8 

36 

4 

TECH  DATA  TECD"" 

4215.9 

-19 

18349.5 

-8 

28.5 

-40 

127.0 

-22 

0.7 

0.9 

10.0 

22 

: 

WALLACE  COMPUTER  SERVICES  WCS  m 

409.2 

-5 

1672.7 

0 

11.8 

-28 

48.5 

136 

2.9 

3.8 

8.3 

16 

l.u 

(B)  COMPUTERS  &  PERIPHERALS 

GROUP  COMPOSITE 

66887.1 

-17 

267854.8 

-9 

2241.2 

-49 

5514.9 

-71 

3.4 

5.4 

6.2 

78 

0.3: 

APPLE  COMPUTER  AAPL  (3> 

1375.0 

37 

5731.0 

-14 

38.0 

NM 

208.0 

-47 

2.8 

NM 

5.2 

41 

5 

COMPAQ  COMPUTER  CPQ 

8456.0 

-26 

33554.0 

-21 

92.0 

NM 

-563.0 

NM 

1.1 

NM 

-5.5 

NM 

-0.3* 

DELL  COMPUTER  DELL  (11) 

7468.0 

-10 

31781.0 

6 

429.0 

-36 

1224.0 

-45 

5.7 

8.2 

25.6 

58 

0.4! 

EMC  EMC 

1512.7 

-42 

7090.6 

-20 

-70.2 

NM 

-507.7 

NM 

NM 

21.5 

-6.7 

NM 

2 

GATEWAY  GTW 

1135.4 

-54 

6079.5 

-37 

5.1 

NM 

-1014.4 

NM 

0.4 

NM 

-64.8 

NM 

-3.1' 

HEWLETT-PACKARD  HWP  (2! 

10876.0 

-18 

45226.0 

-7 

84.0 

-91 

624.0 

-82 

0.8 

6.9 

3.9 

65 

v 

INTERNATIONAL  BUSINESS  MACHINES  IBM 

22826.0 

-11 

85866.0 

-3 

2333.0 

-13 

7723.0 

-5 

10.2 

10.4 

32.7 

24 

4.3! 

LEXMARK  INTERNATIONAL  UK 

1152.0 

5 

4142.8 

9 

36.8 

-33 

273.6 

-4 

3.2 

5.0 

25.4 

26 

) 

MAXTOR  MXO 

1079.6 

48 

3797.0 

40 

-162.2 

NM 

-646.4 

NM 

NM 

0.7 

-71.8 

NM 

-3.15 

PALM  PALM  (7» 

290.6 

-44 

1141.0 

-26 

-25.2 

NM 

-451.6 

NM 

NM 

3.9 

-65.3 

NM 

' 

QUANTUM  DLT  &  STORAGE  SYSTEMS  DSS 

(9)    2840 

-23 

1153.8 

-21 

-0.6 

NM 

-28.8 

NM 

NM 

12.9 

-4.9 

NM 

-0.15 

SILICON  GRAPHICS  SGI  (EI 

363.9 

-25 

1684.5 

-16 

37.2 

NM 

-405.0 

NM 

10.2 

NM 

NM 

NM 

. 

STORAGE  TECHNOLOGY  STK 

566.4 

-6 

2045.3 

-1 

40.0 

30 

67.2 

NM 

7.1 

5.1 

6.5 

37 

0.6* 

SUN  MICROSYSTEMS  SUNW  (6) 

3108.0 

-39 

14059.0 

-27 

-431.0 

NM 

-563.0 

NM 

NM 

8.3 

-5.7 

NM 

UNISYS  UIS 

1556.9 

-19 

6018.1 

-13 

-169.4 

NM 

-49.9 

NM 

NM 

2.0 

-2.4 

NM 

-O.lf 

WESTERN  DIGITAL  WDC  (6) 

574.7 

2 

1983.1 

0 

12.7 

347 

-44.0 

NM 

2.2 

0.5 

-90.1 

NM 

.". 

XEROX  XRX 

4262.0 

-13 

16502.0 

-12 

-8.0 

NM 

-331.0 

NM 

NM 

NM 

-10.9 

NM 

-0.4? 
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CORPORATE  SCOREBOARD 


COMPANY  SYMBOL 


SALES 


PROFITS 


4TH 

QUARTER 

2001 

SMIL 

CHANGE 

FROM 

2000 

% 

12 

MONTHS 

2001 

SMIL 

CHANGE 

FROM 

2000 

% 

4TH 

QUARTER 

2001 

SMIL 

CHANGE 

FROM 

2000 

% 

12 

MONTHS 
2001 
SMIL 

CHANGE 

FROM 

2000 

% 

MARGINS 

4TH           4TH 

QUARTER    QUARTER 

2001          2000 

%              % 

RETURN  ON 

COMMON 

EQUITY 

12  MONTHS 

ENDING 

12-31 

PRICE- 
EARNINGS 
RATIO 
2-7 

(C)  COMPUTER  SOFTWARE  A  SERVICES 

GROUP  COMPOSITE 

48227.2 

30 

182660.7 

31 

1135.4 

-65 

-10701.2 

NM 

2.4 

8.6 

-3.7 

NM 

-0.1 

ACTIVISION  ATVI  (9) 

371.3 

40 

748.3 

25 

39.1 

91 

42.2 

NM 

10.5 

7.8 

11.0 

33 

0 

ADOBE  SYSTEMS  ADBE  <" 

264.5 

-26 

1229.7 

-3 

34.3 

-57 

205.6 

-29 

13.0 

22.3 

33.3 

41 

0 

AFFILIATED  COMPUTER  SERVICES  ACS  (8) 

7504 

50 

2489.5 

23 

55.6 

74 

171.2 

42 

7.4 

6.4 

10.0 

31 

2 

AOL  TIME  WARNER  AOL 

10632.0 

NA 

38234.0 

NA 

-1822.0 

NA 

-4921.0 

NA 

NM 

NA 

-3.2 

NM 

-1 

AUTOMATIC  DATA  PROCESSING  ADP  (6) 

1681.0" 

3 

7036.3 

5 

264.6 

28 

1005.1 

15 

15.7 

12.7 

20.7 

34 

1 

BMC  SOFTWARE  BMC  (9) 

317.6 

-18 

1373.4 

-12 

-94.5 

'NM 

-159.3 

NM 

NM 

5.7 

-8.8 

NM 

-0 

CADENCE  DESIGN  SYSTEMS  CON 

378.2 

-3 

1430.4 

12 

38.9 

-8 

141.3 

183 

10.3 

10.9 

12.6 

41 

0 

CERIDIAN  CEN 

301.7 

-1 

1182.3 

1 

22.8 

-34 

*  49.5 

-38 

7.6 

11.3 

4.7 

54 

0 

CISCO  SYSTEMS  CSCO  (5> 

4448.0 

-32 

20222.0 

-6 

-268.0 

NM 

-2080.0 

NM 

NM 

12.2 

-7.6 

NM 

-0 

COMPUTER  ASSOCIATES  INTL.  CA  m 

749.0 

-4 

2929.0 

-45 

-231.0 

NM 

-1274.0 

NM 

NM 

NM 

-26.0 

NM 

-2 

COMPUTER  SCIENCES  CSC  (9) 

2900.9 

9 

11276.9 

11 

87.1 

33 

165.6 

-60 

3.0 

2.5 

4.9 

48 

0 

COMPUWARE  CPWR  (9) 

450.6 

-9 

1835.8 

-12 

29.8 

-17 

137.3 

15 

6.6 

7.3 

9.2 

33 

0 

DST  SYSTEMS  DST 

416.6 

19 

1660.0 

22 

51.3 

-24 

228.2 

6 

12.3 

19.4 

17.6 

23 

1 

EARTHLINK  ELNK 

327.2 

14 

1244.9 

26 

-73.9 

NM 

-341.1 

NM 

NM 

NM 

-40.2 

NM 

-2 

EDWARDS  (J.D.)  JDEC  (2) 

235.4 

-15 

874.0 

-13 

18.0 

86 

-179.8 

NM 

7.6 

3.5 

-60.1 

NM 

-I. 

ELECTRONIC  ARTS  ERTS  t9) 

832.9 

30 

1562.2 

19 

132.3 

50 

36.3 

255 

15.9 

13.7 

3.1 

NM 

0. 

ELECTRONIC  DATA  SYSTEMS  EDS 

5906.0 

14 

21543.0 

12 

405.0 

26 

1387.0 

21 

6.9 

6.2 

21.5 

21 

2j 

FIRST  DATA  FDC 

1682.1" 

12 

6450.8 

13 

287.8 

20 

874.6 

S 

17.1 

15.9 

25.6 

37 

2. 

FISERV  FISV 

496.7 

14 

1890.5 

14 

52.8 

20 

208.2 

18 

10.6 

10.1 

14.7 

38 

1. 

GTECH  HOLDINGS  GTK  <H» 

263.6 

19 

981.0 

2 

21.6 

18 

83.3 

76 

8.2 

8.3 

40.1 

19 

2. 

IMATION  IMN 

313.9 

2 

1176.5 

-5 

-26.6 

NM 

-1.7 

NM 

NM 

NM 

-0.3 

NM 

-0. 

MICROSOFT  MSFT (6) 

7741.0 

18 

26847.0 

13 

2283.0 

-13 

6082.0 

-39 

29.5 

40.1 

11.8 

55 

1. 

NETWORK  ASSOCIATES  NETA 

259.2 

341 

834.5 

12 

-4.1 

NM 

-101.0 

NM 

NM 

NM 

-25.9 

NM 

-0. 

NOVELL  NOVL  (2> 

307.6 

13 

1040.1 

-10 

-94.5 

NM 

-261.8 

NM 

NM 

NM 

-20.6 

NM 

-0; 

ORACLE  ORCL  m 

2357.3 

-11 

10537.6 

-2 

549.5 

-12 

2497.7 

-63 

23.3 

23.4 

43.8 

37 

0. 

PEOPLESOFT  PSFT 

528.2 

6 

2073.3 

19 

57.8 

31 

191.6 

31 

10.9 

8.9 

12.0 

50 

0. 

PRICELINE.COM  PCLN 

235.3 

3 

1171.8 

-5 

-1.3 

NM 

-7.3 

NM 

NM 

NM 

-10.8 

NM 

-0. 

REYNOLDS  &  REYNOLDS  REY  (3> 

240.1 

-5 

992.4 

1 

25.4 

6 

99.5 

14 

10.6 

9.5 

20.9 

19 

1. 

SABRE  HOLDINGS  TSG 

422.8" 

-9 

2103.1 

8 

-69.7 

NM 

-47.0 

NM 

NM 

NM 

-4.3 

NM 

-0. 

SIEBEL  SYSTEMS  SEBL 

481.4 

-17 

2048.4 

14 

65.9 

-17 

254.6 

15 

13.7 

13.7 

13.9 

66 

0. 

SOFTWARE  SPECTRUM  SSPE  m 

355.9 

45 

1347.6 

27 

1.4 

NM 

5.1 

104 

0.4 

NM 

8.3 

13 

1. 

SYBASE  SY 

236.3 

-9 

926.1 

-4 

6.1 

-83 

-25.5 

NM 

2.6 

13.6 

-3.6 

NM 

-O.J 

SYMANTEC  SYMC  (9) 

290.2 

32 

1011.3 

28 

0.1 

-99 

-60.4 

NM 

0.0 

6.3 

-4.8 

NM 

-O.J 

3COM  COMS  {7> 

393.9 

-50 

1881.1 

^48 

-103.7 

NM 

-1099.8 

NM 

NM 

NM 

-50.4 

NM 

-3.1 

VERISIGN  VRSN 

283.8 

44 

983.6 

107 

-401.1 

NM 

-13356.0 

NM 

NM 

NM 

NM 

NM 

-65.J 

VERITAS  SOFTWARE  VRTS 

374.4 

1 

1492.3 

24 

-204.3 

NM 

-651.4 

NM 

NM 

NM 

-23.9 

NM 

19      PAPER  &  FOREST  PRODUCTS 

INDUSTRY  COMPOSITE 

21007.3 

-7 

89470.8 

-2 

-615.0 

NM 

-856.7 

NM 

NM 

NM 

-2.6 

NM 

-0.( 

(A)  FOREST  PRODUCTS 

GROUP  COMPOSITE 

6902.3 

4 

30071.0 

9 

-24.8 

NM 

-335.9 

NM 

NM 

NM 

-4.6 

NM 

-0.1 

GEORGIA-PACIFIC  GP 

5790.0 

5 

25016.0 

13 

34.0 

NM 

-255.0 

NM 

0.6 

NM 

-4.9 

NM 

-l.: 

LOUISIANA-PACIFIC  LPX 

515.9 

-9 

2359.7 

-20 

-70.8 

NM 

-171.6 

NM 

NM 

NM 

-15.9 

NM 

-1.1 

RAYONIER  RYN 

267.1 

-11 

1164.9 

-5 

7.9 

-40 

57.6 

-26 

3.0 

4.4 

8.2 

23 

2( 

UNIVERSAL  FOREST  PRODUCTS  UFPI 

329.3 

17 

1530.4 

10 

4.1 

25 

33.1 

9 

1.3 

1.2 

12.4 

14 

l.( 

(B)  PAPER 

GROUP  COMPOSITE 

14105.1 

-12 

59399.8 

-6 

-590.2 

NM 

-520.8 

NM 

NM 

0.4 

-2.1 

NM 

-O.S 

BOISE  CASCADE  BCC 

1756.7 

-6 

7422.2 

-5 

-41.7 

NM 

-42.5 

NM 

NM 

1.3 

-3.4 

NM 

BOWATER  BOW 

700.3 

6 

2449.2 

-2 

18.7 

-68 

73.2 

-54 

2.7 

8.9 

3.6 

33 

1.2 

INTERNATIONAL  PAPER  IP 

6254.0 

-13 

26363.0 

-6 

-572.0 

NM 

-1142.0 

NM 

NM 

NM 

-11.1 

NM 

-2.; 

MEAD  MEA 

934.9 

-11 

4176.5 

-4 

-25.9 

NM 

-12.3 

NM 

NM 

1.6 

-0.5 

NA 

; 

WEYERHAEUSER  WY 

3398.0 

-16 

14535.0 

-9 

-15.0 

NM 

354.0 

-58 

NM 

4.8 

5.2 

36 

u 

WILLAMETTE  INDUSTRIES  WLL 

1061.2 

-6 

4453.9 

45.6 

-47 

248.8 

-28 

4.3 

7.6 

9.8 

25 

2.; 

20      PUBLISHING  &  BROADCASTING 

INDUSTRY  COMPOSITE 

20838.1 

-5 

76670.9 

1 

165.1 

-88 

1717.0 

-89 

0.8 

6.0 

2.6 

NM 

0.3 

(A)  BROADCASTING 
GROUP  COMPOSITE 

11452.4 

1 

40730.9 

3 

71.0 

-93 

471.2 

-84 

0.6 

8.8 

1.1 

NM 

0.1 

COMCAST  CMCSK 

2824.1 

17 

9674.2 

18 

-321.0 

NM 

225.6 

-89 

NM 

32.5 

1.6 

NM 

DISNEY  (WALT)  DIS  c3) 

7048.0 

-5 

24884.0 

-4 

438.0 

81 

316.0 

-63 

6.2 

3.3 

1.4 

NM 

C  1 

UNIVISION  COMMUNICATIONS  UVN 

233.8 

-2 

887.9 

3 

10.9 

-69 

54.7 

-53 

4.7 

14.7 

6.9 

NM 

- 

USA  NETWORKS  USAI 

1346.5 

3 

5284.8 

15 

-56.9 

NM 

-125.1 

NM 

NM 

NM 

-3.1 

NM 

:  ■ 

(B)  PUBLISHING 
GROUP  COMPOSITE 

9385.8 

-11 

35939.9 

-2 

94.2 

-71 

1245.8 

-54 

1.0 

3.1 

5.5 

65 

0.7 

DOW  JONES  DJ 

431.5 

-23 

1773.1 

-20 

2.1 

NM 

68.2 

NM 

0.5 

NM 

142.3 

67 

0.7 

GANNETT  GCI 

1624.1 

-14 

6344.2 

2 

248.4 

-16 

831.2 

-14 

15.3 

15.6 

15.1 

22 

3.1 

KNIGHT-RIDDER  KPI 

733.3 

-16 

2900.2 

-10 

75.0 

NM 

184.8 

-41 

10.2 

NM 

11.7 

29 

2.1 

McCLATCHY  MNI 

276.7 

-11 

1080.1 

-5 

20.9 

-22 

58.0 

-35 

7.6 

8.6 

5.9 

41 

1.2 

1 
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Bells. 


Whistles, 


Introducing  the  new  InFocus  LP  530  with  expansion  module.  Think  of  it  as  the  projector 
that  grows  with  your  needs.  Right  out  of  the  box,  the  new  LP530  gives  you  more  projector 
for  your  money.  Less  than  six  pounds,  2000  lumens,  Faroudja '"  video,  XGA  resolution,  and  state- 
of-the-art  DLP"  technology  by  Texas  Instruments  for  unsurpassed  image  quality.  And  if  you 
decide  you  need  more  inputs,  simply  snap  in  the  optional  expansion  module  for  a  conference 
room  powerhouse.  More  modules  will  come  along  as  technology  becomes  available.  So 
while  other  projectors  become  obsolete,  your  LP530  will  just  keep  getting  better  and  better. 
For  more  details,  including  a  3-D  view,  visit  www.infocus.com/bw  or  call  1-888-lnFocus. 
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CORPORATE  SCOREBOARD 


COMPANY  SYMBOL 

SALES 

PROFITS 

4TH          CHANGE 
QUARTER       FROM 
2001           2000 
S  MIL.            % 

12 

MONTHS 

2001 

SMIL 

CHANGE 

FROM 

2000 

% 

MARGINS 

4TH            4TH 
QUARTER    QUARTER 
2001         2000 
% 

RETURN  ON 

COMMON 

EQUITY 

12  MONTHS 

ENDING 

12-31 

PRICE- 
EARNINGS 
RATIO 
2-7 

4TH 

QUARTER 

2001 

SMIL 

CHANGE 

FROM 

2000 

% 

12 

MONTHS 

2001 

SMIL. 

CHANGE 

FROM 

2000 

% 

McGRAW-HILL  MHP 

1114.6 

3 

4645.5 

9 

-2.8 

NM 

377.0 

-20 

NM 

9.8 

19.3 

34 

1 

MEREDITH  MDP  (6) 

229.8 

-12 

1010.9 

-7 

8.7 

-64 

48.1 

-29 

3.8 

9.2 

11.0 

38 

NEW  YORK  TIMES  NYT 

780.6 

-16 

3016.0 

-11 

74.} 

^16 

202.2 

-48 

9.5 

14.8 

17.4 

34 

1 

PRIMEDIA  PRM 

451.4 

-2 

1742.3 

3 

-608.3 

NM 

-1111.6 

NM 

NM 

NM 

NM 

NM 

-5 

READER'S  DIGEST  ASSOCIATION  RDA  <6) 

784.0 

-5 

2423.9 

-5 

78.8 

-24 

83.7 

-46 

10.1 

12.6 

19.3 

25 

0 

SCHOLASTIC  SCHL™ 

637.2 

-5 

1875.2 

8 

66.5 

18 

25.3 

-68 

10.4 

8.4 

4.7 

NM 

SCRIPPS  (E.W.)  SSP 

375.0 

-18 

1458.5 

-15 

9.5 

.-80 

138.0 

-16 

2.5 

10.5 

10.3 

41 

1 

TRIBUNE  TRB 

1317.9 

-13 

5253.4 

6 

106.8 

169 

111.1 

-64 

8.1 

2.6 

1.6 

NM 

0 

WASHINGTON  POST  WPO 

629.6 

-6 

2416.7 

0 

14.5 

-61 

"229.6 

68 

2.3 

5.6 

13.8 

23 

24 

^r^^^^E^^^FIT*^ 

INDUSTRIES 

INDUSTRY  COMPOSITE 


39373.2 


155360.4 


-226.0 


NM 


2477.4        -45 


NM 


3.0 


6.0 


(A)  CONSTRUCTION  &  ENGINEERING 


(B)  INDUSTRIAL  DISTRIBUTION 


(C)  PRINTING  &  ADVERTISING 


(D)  OTHER  SERVICES 


49 


GROUP  COMPOSITE 

6627.2 

71 

24114.4 

65 

-230.5 

NM 

187.8 

-57 

NM 

3.1 

4.2 

47 

0 

FLUOR  FLR 

2635.0 

NA 

8972.2 

NA 

31.4 

NA 

127.8 

NA 

1.2 

NA 

16.3 

18 

1 

FOSTER  WHEELER  FWC 

996.3 

-6 

3314.6 

-15 

-273.3 

NM 

-263.1 

NM 

NM 

1.2 

-71.8 

NM 

-6 

INTEGRATED  ELECTRICAL  SERVICES  IEE  (3) 

375.2 

-12 

1641.4 

-7 

-1.8 

NM 

19.9 

-22 

NM 

1.6 

8.1 

8 

0 

JACOBS  ENGINEERING  GROUP  JEC  ,3) 

1028.2 

11 

4056.0 

15 

25.9 

29 

93.5 

22 

2.5 

2.2 

15.3 

18 

3 

PERINI  PCR 

362.5 

5 

1553.4 

40 

6.4 

-13 

26.4 

8 

1.8 

2.1 

30.7 

6 

REPUBLIC  SERVICES  RSG 

563.5 

7 

2257.5 

7 

-38.9 

NM 

125.5 

-43 

NM 

10.7 

7.0 

23 

0 

URS  URS  (2» 

666.5 

11 

2319.4 

5 

19.8 

24 

57.9 

16 

3.0 

2.7 

15.1 

12 

GROUP  COMPOSITE 

8367.0 

-17 

34674.4 

-8 

97.8 

-41 

166.0 

-80 

1.2 

1.8 

2.4 

NM 

0. 

ADVANCED  MARKETING  SERVICES  MKT  ,9» 

267.1 

9 

720.4 

3 

13.3 

16 

22.8 

11 

5.0 

4.6 

17.8 

16 

1 

AIRGAS  ARG  (9) 

392.4 

-1 

1634.9 

1 

11.8 

77 

41.2 

50 

3.0 

1.7 

8.5 

29 

0 

APPLIED  INDUSTRIAL  TECHNOLOGIES  AIT  <6> 

347.6 

-14 

1515.0 

-9 

2.9 

-60 

21.3 

-37 

0.8 

1.8 

7.2 

16 

1 

AUDIOVOX  VOXX  <" 

345.8 

-33 

1267.7 

-26 

-2.3 

NM 

-7.0 

NM 

NM 

0.6 

-2.2 

NM 

-oJ 

AVNET  AVT  (6' 

2359.9 

-35 

10555.9 

-17 

-2.6 

NM 

-186.0 

NM 

NM 

2.3 

-7.9 

NM 

BRIGHTPOINT  CELL 

408.7 

-21 

1825.2 

-8 

-46.3 

NM 

-57.6 

NM 

NM 

1.4 

-38.7 

NM 

: 

FISHER  SCIENTIFIC  INTERNATIONAL  FSH 

754.7 

17 

2880.0 

10 

11.0 

NM 

16.4 

-28 

1.5 

NM 

70.4 

87 

0 

GRAINGER  (W.W.)  GWW 

1110.5 

-8 

4754.3 

-4 

61.5 

28 

174.5 

-10 

5.5 

4.0 

11.1 

29 

i- 

PATTERSON  DENTAL  PDCO  (8) 

355.0 

22 

1254.0 

14 

23.3 

23 

84.3 

20 

6.6 

6.5 

18.5 

33 

i 

PIONEER-STANDARD  ELECTRONICS  PIOS  (9) 

633.7 

-19 

2543.0 

-11 

2.2 

-83 

-0.7 

NM 

0.4 

1.7 

-0.2 

NM 

-0 

PSS  WORLD  MEDICAL  PSSI l9) 

455.3 

1 

1798.0 

-1 

3.4 

NM 

-0.2 

NM 

0.7 

NM 

-0.1 

NM 

-0 

UNITED  STATIONERS  USTR 

936.3 

-5 

3925.9 

0 

19.5 

-24 

57.0 

-42 

2.1 

2.6 

10.6 

22 

1- 

GROUP  COMPOSITE 

2300.8 

-11 

8795.1 

-6 

11.1 

-91 

202.8 

-56 

0.5 

4.9 

10.4 

33 

0. 

ADVO  AD  (3) 

286.9 

-4 

1126.6 

-2 

12.1 

-19 

48.1 

-7 

4.2 

5.0 

NM 

16 

2. 

BANTA  BN 

366.0 

-13 

1452.8 

-2 

16.1 

-5 

50.0 

-15 

4.4 

4.0 

12.6 

16 

2. 

DONNELLEY  (R.R.)  ONY 

1414.8 

-12 

5297.8 

-8 

-37.7 

NM 

25.0 

-91 

NM 

4.5 

2.5 

NM 

0. 

HARTE-HANKS  HHS 

233.0 

-9 

917.9 

-4 

20.6 

-5 

79.7 

-3 

8.8 

8.4 

|  .: 

- 

I. 

GROUP  COMPOSITE 

22078.2 

7 

87776.4 

6 

-104.4 

NM 

1920.8 

-32 

NM 

3.3 

6.9 

45 

°'1 

ABM  INDUSTRIES  ABM  °> 

496.7" 

4 

1950.0 

8 

-0.9 

NM 

32.8 

-26 

NM 

3.0 

9.0 

23 

1. 

APOLLO  GROUP  APOL  (4) 

228.2 

29 

820.6 

27 

33.0 

33 

115.9 

46 

14.4 

14.0 

22.4 

48 

0.1 

AUTONATION  AN 

5145.9 

10 

19989.3 

-3 

19.6 

-73 

245.0 

-25 

0.4 

1.6 

6.3 

15 

0. 

CARMAX  GROUP  KMX  (,0) 

774.3 

38 

3062.5 

29 

18.4 

144 

80.2 

122 

2.4 

1.3 

17.1 

33 

0. 

CASEY'S  GENERAL  STORES  CASY  (8) 

558.5' 

12 

2039.0 

9 

12.4 

-10 

30.5 

-27 

2.2 

2.8 

8.4 

24 

o.« 

CENDANT  CD 

2580.0 

121 

8950.0 

92 

-307.0 

NM 

423.0 

-36 

NM 

12.4 

6.0 

36 

0.- 

CERTEGY  CF.Y 

232.7 

9 

851.1 

9 

26.5 

1 

87.1 

-2 

11.4 

12.3 

54.5 

28 

1. 

CINTAS  CTAS  0) 

557.1 

3 

2221.4 

9 

58.0 

3 

229.6 

10 

10.4 

10.5 

17.1 

37 

1. 

CONVERGYS  CVG 

590.7 

-1 

2320.6 

6 

56.4 

8 

138.8 

-27 

9.5 

8.8 

11.3 

40 

o.. 

GARTNER  IT  B  ,3) 

247.2 

-3 

943.6 

6 

19.0 

8 

1.1 

-98 

7.7 

6.9 

NM 

NM 

-0." 

HANDLEMAN  HDL  (8) 

355.2 

19 

1280.3 

11 

15.7 

11 

43.9 

9 

4.4 

4.8 

16.2 

7 

1.' 

KELLY  SERVICES  KELYA 

1037.1 

-10 

4256.9 

-5 

0.7 

-97 

16.5 

-81 

0.1 

2.0 

2.7 

47 

KPMG  CONSULTING  KCIN  (6) 

593.2 

-16 

2675.9 

0 

6.6 

NM 

80.9 

NM 

1.1 

NM 

-8.9 

NM 

-0.: 

MANPOWER  MAN 

2536.4 

-7 

10483.8 

-3 

26.0 

-51 

124.5 

-27 

1.0 

2.0 

15.3 

20 

. 

MPS  GROUP  MPS 

325.6 

-28 

1548.5 

-15 

-2.7 

NM 

8.3 

-93 

NM 

1.7 

0.6 

81 

PANTRY  PTRY  (3) 

577.4* 

-9 

2586.2 

2 

0.5 

-75 

-4.1 

NM 

0.1 

0.3 

-3.7 

NM 

0 

PAYCHEX  PAYX  m 

480.2 

15 

1871.4 

16 

68.7 

11 

273.0 

23 

14.3 

14.9 

32.2 

48 

o: 

QUINTILES  TRANSNATIONAL  QTRN 

404.0 

-1 

1619.9 

-2 

72.6 

993 

-175.9 

NM 

18.0 

1.6 

-12.4 

NM 

-i.< 

REGIS  RGIS  ($) 

358.5 

11 

1385.0 

13 

17.0 

40 

60.6 

19 

4.7 

3.7 

16.2 

18 

. 

ROBERT  HALF  INTERNATIONAL  RMI 

510.5 

-28 

2452.9 

-9 

12.7 

-73 

121.1 

-35 

2.5 

6.8 

15.0 

36 

. 

SERVICEMASTER  SVM 

837.7 

5 

3601.4 

3 

-269.6 

NM 

-171.8 

NM 

NM 

4.0 

-14.5 

NM 

-0.! 

SPHERION  SFN 

590.7 

-34 

2713.1 

-27 

-5.4 

NM 

108.1 

45 

NM 

NM 

8.3 

5 

: 

UNITED  AUTO  GROUP  UAG 

1614.7 

30 

6220.7 

27 

11.3 

84 

44.7 

32 

0.7 

0.5 

7.2 

16 

VOLT  INFORMATION  SCIENCES  VOL  (2) 

445.7 

-26 

1932.3 

-9 

6.1 

-38 

6.7 

-79 

1.4 

1.6 

2.5 

34 

94  BusinessWeek  /  February  25,  2002 


ON-CALL     HOSTING 

by 

DIGEX 
A  WORLDCOM  AFFILIATE 


102  Compaq  Information  Technologies  Croup,  LP.  Compaq  and  the  Compaq  logo  are  registered  trademarks  of 
Ipaq  Information  Technologies  Croup,  LP.  in  the  U.S.  and  other  countries. 


SOLUTION 


COMPAQ. 


Compaq  Computing  On  Demand  lets  Digex,  an 
affiliate  of  WorldCom,  prepare  for  increased  IT. 
capacity  even  before  their  customers  ask.  Now 
no  matter  what  time  of  day  or  night  that 
demand  jumps,  Digex  can  handle  the  need  with 
servers  on  hand,  ready  to  deploy. 

IX  IS  VITAL  TO  THEIR  BUSINESS  SO  THEY'RE 
TRUSTING  THEIR  BUSINESS  TO  COMPAQ. 


www.compaq.com 


CORPORATE  SCOREBOARD 


COMPANY  SYMBOL 


SALES 


PROFITS 


4TH 

QUARTER 

2001 

SMIL 

CHANGE 

FROM 

2000 

% 

12 

MONTHS 

2001 

SMIL 

CHANGE 

FROM 

2000 

% 

4TH 

QUARTER 
2001 
SMIL. 

CHANGE 

ROM 

2000 

% 

12 
MONTHS 

2001 
SMIL 

CHANGE 

FROM 

2000 

% 

MARGINS 

4TH            4TH 

QUARTER    QUARTER 

2001          2000 

%              % 

RETURN  ON 

COMMON 

EQUITY 

12  MONTHS 

ENDING 

12-31 

PRICE- 
EARNINGS 
RATIO 
2-7 

F| 

22      TELECOMMUNICATIONS 

INDUSTRY  COMPOSITE 

82871.0 

-6 

341989.5 

-2  - 

10323.2 

NM 

-24995.7 

NM 

NM 

2.4 

-9.3 

NM 

-0. 

(A)  EQUIPMENT  &  SERVICES 

s. 

GROUP  COMPOSITE 

40546.9 

-10 

175069.1 

-A 

-9853.9 

NM 

-32232.0 

NM 

NM 

NM 

-20.0 

NM 

-1. 

ADC  TELECOMMUNICATIONS  A    J121 

391.6 

-62 

2402.8 

-27 

-176.9 

NM 

-1287.7 

NM 

NM 

8.4 

-68.0 

NM 

-1 

AT&TT 

12586.0 

-10 

52550.0 

-5 

-1391.0 

NM 

-4131.0 

NM 

NM 

NM 

-14.5 

NM 

-1 

AT&T  WIRELESS  SERVICES  AWE  t 

3528.0 

19 

13610.0 

30 

-355.0 

.  NM 

200.0 

-76 

NM 

16.4 

0.6 

NM 

0 

CENTURYTEL  CTL 

543.1 

3 

2117.5 

15 

49.8 

-13 

343.0 

48 

9.2 

10.8 

15.0 

13 

2 

CIENA  CI  EN  (2) 

367.8 

28 

1603.2 

87 

-1802.3 

NM 

-F794.1 

NM 

NM 

9.0 

-84.3 

NM 

-5 

COMVERSE  TECHNOLOGY  CMVT  "" 

295.0 

-7 

1351.7 

20 

1.7 

-97 

185.5 

-17 

0.6 

20.2 

11.1 

17 

1 

CORNING  GLW 

974.0** 

-53 

6272.0 

-12 

-655.0 

NM 

-5498.0 

NM 

NM 

NM 

NM 

NM 

-5 

I0TIDT'5' 

339.2 

23 

1293.6 

19 

-11.3 

NM 

-348.5 

NM 

NM 

NM 

-38.6 

NM 

-4 

LEVEL  3  COMMUNICATIONS  LVLT 

326.0 

-25 

1533.0 

29 

-3717.0 

NM 

-5448.0 

NM 

NM 

NM 

NM 

NM 

-14 

LUCENT  TECHNOLOGIES  LU  (3) 

3579.0 

-18 

20527.0 

-22 

-423.0 

NM 

-13018.0 

NM 

NM 

NM 

NM 

NM 

-3 

MCI  GROUP  MCIT 

3177.0 

-16 

13831.0 

-15 

-89.0 

NM 

-23.0 

NM 

NM 

3.3 

-1.0 

NM 

-0 

SCIENTIFIC-ATLANTA  SFA  (6» 

418.2 

-34 

2111.6 

-5 

39.2 

-45 

225.9 

-20 

9.4 

11.2 

16.2 

16 

1. 

SPRINT  FON  GROUP  FON 

4012.0 

-9 

16924.0 

-4 

-906.0 

NM 

-146.0 

NM 

NM 

2.2 

-1.2 

NM 

-0 

SPRINT  PCS  GROUP  PCS 

2759.0 

42 

9725.0 

53 

-321.0 

NM 

-1249.0 

NM 

NM 

NM 

NM 

NM 

-1, 

TELEPHONE  &  DATA  SYSTEMS  TDS 

670.9 

12 

2588.5 

11 

86.0 

289 

-168.2 

NM 

12.8 

3.7 

-4.8 

NM 

-2: 

TELLABS  TLAB 

470.0 

-59 

2199.7 

-35 

-80.3 

NM 

-182.0 

NM 

NM 

25.5 

-7.4 

NM 

-o.l 

U.S.  CELLULAR  USM 

478.7 

9 

1894.8 

10 

33.0 

-12 

180.8 

-23 

6.9 

8.6 

7.7 

18 

2.1 

WILLIAMS  COMMUNICATIONS  GROUP  WCG       330.3 

15 

1185.5 

41 

-440.8 

NM 

-1480.7 

NM 

NM 

NM 

-98.6 

NM 

-3.1 

WORLDCOM  GROUP  .',: 

5301.0 

-10 

21348.0 

-6 

305.0 

-48 

1407.0 

-46 

5.8 

10.0 

2.5 

16 

1 

(B)  TELEPHONE  COMPANIES 

GROUP  COMPOSITE 

42324.1 

-1 

166920.4 

-1 

-469.2 

NM 

7236.3 

-70 

NM 

9.3 

5.7 

48 

0.1 

ALLTEL  AT 

1926.8 

1 

7598.9 

5 

231.4 

-12 

1047.5 

-47 

12.0 

13.8 

18.8 

16 

3.1 

BELLSOUTH  BLS 

6213.0 

1 

24130.0 

-8 

792.0 

-29 

2570.0 

-39 

12.7 

18.2 

13.8 

28 

1  1 

BROADWING  BRW 

566.3 

1 

2350.5 

15 

-195.6 

NM 

-286.2 

NM 

NM 

NM 

-17.0 

NM 

1  I 

QWEST  COMMUNICATIONS  INTL.  Q 

4704.0 

-6 

19743.0 

19 

-516.0 

NM 

-3945.0 

NM 

NM 

NM 

-10.8 

NM 

-2.1 

SBC  COMMUNICATIONS  SBC 

11903.0 

-2 

45908.0 

-11 

1245.0 

-4 

7260.0 

-9 

10.5 

10.6 

22.3 

16 

21 

VERIZON  COMMUNICATIONS  Ml  - 

1 

67190.0 

4 

-2026.0 

NM 

590.0 

-95 

NM 

10.1 

1.8 

NM 

:  1 

INDUSTRY  COMPOSITE 

49493.4 

-12 

213578.8 

-5 

-1847.8 

NM 

-1949.6 

NM 

NM 

2.6 

-2.7 

NM 

-0.1 

(A)  AIRLINES 

GROUP  COMPOSITE 

17251.4 

-28 

87179.5 

-11 

-3325.6 

NM 

-7361.5 

NM 

NM 

NM 

-39.9 

NM 

-5.J 

ALASKA  AIR  GROUP  ALK 

462.2 

-13 

2140.9 

-2 

-36.4 

NM 

-39.5 

NM 

NM 

NM 

-4.6 

NM 

-1  J 

AMERICA  WEST  HOLDINGS  AWA 

399.9 

-30 

2065.9 

-12 

-60.9 

NM 

-147.9 

NM 

NM 

NM 

-28.3 

NM 

-4.1 

AMR  AMR 

3804.0 

-22 

18963.0 

-4 

-798.0 

NM 

-1762.0 

NM 

NM 

1.0 

-28.3 

NM 

-11.1 

AMTRAN  AMTR 

247.6 

-14 

1275.5 

-1 

-78.9 

NM 

-76.3 

NM 

NM 

NM 

NM 

NM 

-7.1 

CONTINENTAL  AIRLINES  CAL 

1738.0 

-28 

8969.0 

-9 

-149.0 

NM 

-95.0 

NM 

NM 

1.8 

-7.6 

NM 

-1.1 

DELTA  AIR  LINES  DAL 

2863.0 

-29 

13879.0 

-17 

-734.0 

NM 

-1216.0 

NM 

NM 

0.4 

-32.6 

NM 

9  1 

NORTHWEST  AIRLINES  NWAC 

1985.0 

-27 

9905.0 

-12 

-216.0 

NM 

-423.0 

NM 

NM 

NM 

NM 

NM 

-5.  J 

SOUTHWEST  AIRLINES  LUV 

1237.6 

-16 

5555.2 

-2 

63.5 

-59 

511.1 

-18 

5.1 

10.5 

12.7 

30 

O.J 

UAL  UAL 

2949.0 

-38 

16138.0 

-17 

-308.0 

NM 

-2137.0 

NM 

NM 

NM 

-69.1 

NM 

-39.J 

US  AIRWAYS  GROUP  U 

1565.0 

-34 

8288.0 

-11 

-1008.0 

NM 

-1976.0 

NM 

NM 

NM 

NM 

NM 

-29.J 

(B)  RAILROADS 

GROUP  COMPOSITE 

8846.0 

0 

35461.0 

0 

632.0 

34 

2358.0 

8 

7.1 

5.3 

8.0 

18 

l.fl 

BURLINGTON  NORTHERN  SANTA  FE  BM 

2301.0 

-2 

9208.0 

0 

177.0 

-31 

737.0 

-25 

7.7 

10.9 

9.4 

15 

lil 

CSX  CSX 

2009.0 

-2 

8110.0 

-1 

65.0 

20 

293.0 

58 

3.2 

2.6 

4.8 

27 

1  1 

NORFOLK  SOUTHERN  NSC 

1530.0 

0 

6170.0 

0 

115.0 

NM 

362.0 

110 

7.5 

0.3 

6.0 

22 

O.'j 

UNION  PACIFIC  UNP 

3006.0 

2 

11973.0 

1 

275.0 

75 

966.0 

15 

9.1 

5.3 

10.1 

16 

3:1 

(C)  TRANSPORTATION  SERVICES 

GROUP  COMPOSITE 

10621.3 

-2 

42173.9 

0 

56.9 

-71 

232.5 

-80 

0.5 

1.8 

2.0 

NM 

°T 

AIRBORNE  ABF 

802.6 

-5 

3211.1 

-2 

2.2 

NM 

-19.5 

NM 

0.3 

NM 

-2.3 

NM 

-O.'J 

ATLAS  AIR  WORLDWIDE  HOLDINGS  CGO 

283.8 

27 

763.8 

-3 

-8.1 

NM 

-61.3 

NM 

NM 

13.9 

-12.3 

NM 

-l.f 

CNF  CNF 

1142.7 

-21 

4862.7 

-13 

-215.0 

NM 

-433.6 

NM 

NM 

2.8 

-51.2 

NM 

-9.( 

FEDEX  FDX  (7) 

5135.0 

5 

20127.4 

6 

245.0 

26 

590.9 

-18 

4.8 

4.0 

9.5 

26 

1.5 

GATX  GMT  t 

346.1 

-4 

1488.6 

13 

-12.1 

NM 

7.5 

-76 

NM 

NM 

0.9 

NM 

a: 

PITTSTON  PZB 

947.1** 

-5 

3624.2 

-5 

24.1 

NM 

45.8 

NM 

2.5 

NM 

9.0 

26 

O.f 

ROBINSON  (C.H.)  WORLDWIDE  CHRW 

776.4 

6 

3090. 1 

7 

20.6 

11 

84.0 

18 

2.7 

2.5 

23.6 

29 

0.5 

RYDER  SYSTEM  R 

1187.7 

-12 

-6 

0.2 

-99 

18.7 

-79 

0.0 

2.0 

1.5 

82 

o.; 

(D)  TRUCKING  &  SHIPPING 

GROUP  COMPOSITE 

12774.7 

0 

48764.4 

0 

788.9 

-10 

2821.4 

-20 

6.2 

6.8 

19.9 

25 

1.5 

ALEXANDER  &  BALDWIN  ALEX 

356.1** 

36 

1190.1 

11 

54.1 

272 

119.8 

53 

15.2 

5.6 

16.7 

8 

2.5 

ARKANSAS  BEST  ABFS 

337.5 

-23 

1526.2 

-17 

9.5 

-57 

41.4 

^6 

2.8 

5.0 

11.5 

15 

i.e 

HUNT  (J.B.)  TRANSPORT  SERVICES  JBHT 

545.5 

2 

2099.6 

-3 

18.2 

67 

32.9 

-9 

3.3 

2.0 

7.3 

25 
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CORPORATE  SCOREBOARD 


COMPANY  SYMBOL 


SALES 


PROFITS 


4TH 

QUARTER 

2001 

SMIL 

CHANGE 

FROM 

2000 

% 

12 

MONTHS 

2001 

SMIL 

CHANGE 

FROM 

2000 

% 

4TH 

QUARTER 

2001 

SMIL 

CHANGE 

FROM 

2000 

% 

12 

MONTHS 

2001 

SMIL 

CHANGE 

FROM 

2000 

% 

MARGINS 

4TH           4TH 

QUARTER    QUARTER 

2001          2000 

%             % 

RETURN  ON 

COMMON 

EQUITY 

12  MONTHS 

ENDING 

12-31 

PRICE-      M- 
EARNINGS    EA 
RATIO 
2-7 

LANDSTAR  SYSTEM  LSTR 

347.8 

-9 

1392.8 

-2 

11.6 

-27 

42.8 

-5 

3.3 

4.2 

36.4 

16 

ROADWAY  ROAD 

867.5 

-9 

2791.7 

-8 

13.7 

-46 

30.8 

-45 

1.6 

2.7 

8.6 

21 

SWIFT  TRANSPORTATION  SWFT 

530.7 

3 

2112.2 

7 

13v0 

13 

27.2 

-61 

2.5 

2.2 

3.8 

66 

UNITED  PARCEL  SERVICE  UPS 

8089.0 

2 

30646.0 

3 

645.0 

-11 

2425.0 

-17 

8.0 

9.2 

25.0 

26 

USFREIGHTWAYS  USFC 

594.8 

-8 

2458.6 

-3 

8.8 

-61 

38.4 

-60 

1.5 

3.5 

5.7 

23 

WERNER  ENTERPRISES  WERN 

320.5 

3 

1270.5 

5 

13.7 

10 

47.7 

-1 

4.3 

4.0 

8.1 

25 

YELLOW  YELL 

785.3 

-11 

3276.7 

-9 

1.4 

-91 

15.3 

-78 

0.2 

1.8 

3.1 

34           I 

24      UTILITIES  &  ENERGY  SERVICES 


1301093         -13 


31 


222SU0 


£2        2JB 


1L7 


14 


UU  IIP  1—  .  —IUI  ■  1  III  IWJ 

GROUP  COMPOSITE 

100658.1 

-8 

466261.5 

34 

1849.4 

-40 

19466.0 

10 

1.8 

2.8 

12.1 

13          A 

AES  AES  t 

2387.0 

25 

9327.0 

24 

190.0 

-20 

467.0 

-44 

8.0 

12.4 

8.0 

12             1 

ALLEGHENY  ENERGY  AYE 

2063.2 

69 

10378.9 

159 

65.8 

-19 

454.0 

42 

3.2 

6.6 

16.6 

9             1 

ALLETE  ALE 

351.4 

11 

1452.9 

31 

24.7 

48 

128.6 

-6 

7.0 

5.3 

11.2 

17              1 

ALLIANT  ENERGY  LNT 

646.5 

-8 

2777.3 

15 

67.9 

9 

192.0 

-51 

10.5 

8.9 

11.6 

13        a 

AMEREN  AEE 

992.7 

14200.0 

11 
30 

4505.9 

17 

52.0 
54.4 

78 
NM 

488.8 
1003.7 

4 
232 

5.2 
0.4 

3.3 

NM 

14.2 
12.0 

12 

13         :j 

AMERICAN  ELECTRIC  POWER  AEP 

61300.0 

67 

AMERICAN  WATER  WORKS  AWK 

363.6 

9 

1438.9 

7 

32.9 

-14 

161.5 

0 

9.0 

11.5 

9.2 

27            1 

AVISTA  AVA 

1037.3 

-55 

6025.9 

-24 

9.6 

-87 

73.8 

-27 

0.9 

3.1 

9.7 

9           l] 

BLACK  HILLS  BKH 

275.4 

-53 

1558.6 

-4 

4.8 

-75 

88.1 

67 

1.7 

3.3 

17.5 

8        ; 

CALPINE  CPN 

1721.5 

57 

7581.2 

201 

104.2 

-23 

652.6 

75 

6.1 

12.3 

22.6 

4            A 

CINERGY  CI N 

2250.3 

-19 

12922.5 

53 

111.5 

20 

445.7 

10 

5.0 

3.4 

15.0 

12        : 

CONECTIV  CIV 

953.4 

-26 

5790.1 

16 

15.5 

-65 

396.7 

77 

1.6 

3.5 

29.9 

6             4 

CONSOLIDATED  EDISON  ED 

1942.6 

-14 

9634.0 

2 

128.5 

160 

695.8 

17 

6.6 

2.2 

12.0 

13        aj 

CONSTELLATION  ENERGY  GROUP  CEG 

901.9 

-12 

3928.3 

2 

-256.8 

NM 

95.6 

-73 

NM 

8.7 

2.0 

53           Cj 

DOMINION  RESOURCES  D 

2507.0 

-10 

10558.0 

14 

-117.0 

NM 

544.0 

25 

NM 

3.8 

7.2 

27           2j 

DPL  DPL 

257.1 

-15 

1199.6 

-8 

32.5 

-80 

215.5 

-24 

12.6 

54.6 

25.7 

13           1 

DQEDQE 

310.7 

-8 

1296.1 

-2 

-66.6 

NM 

-153.4 

NM 

NM 

6.6 

-25.8 

NM         -2 

DUKE  ENERGY  DUK 

10714.0 

-30 

59503.0 

21 

225.0 

-21 

1994.0 

12 

2.1 

1.8 

15.8 

13           2 

ENERGY  EAST  EAS 

840.8 

-20 

3759.8 

27 

67.0 

24 

189.5 

-20 

8.0 

5.1 

10.8 

12            1 

ENTERGY  ETR 

1885.3 

-28 

9620.9 

-4 

3.1 

-94 

727.0 

2 

0.2 

1.9 

9.4 

13           3 

EXELON  EXC 

3381.0 

8 

15140.0 

102 

338.0 

635 

1416.0 

150 

10.0 

1.5 

18.4 

11           M 

FIRSTENERGY  FE 

2257.8 

24 

7999.4 

14 

190.2 

37 

727.0 

10 

8.4 

7.6 

13.8 

14           2 

FPL  GROUP  FPL 

1839.0 

-1 

8475.0 

20 

122.0 

74 

797.0 

11 

6.6 

3.8 

13.1 

11           Ai 

GREAT  PLAINS  ENERGY  GXP 

354.2 

43 

1461.9 

31 

-128.8 

NM 

-40.0 

NM 

NM 

8.0 

-4.5 

NM          -d 

HAWAIIAN  ELECTRIC  INDUSTRIES  HE 

419.3 

-9 

1727.3 

0 

25.7 

17 

109.8 

-1 

6.1 

4.7 

12.2 

13            3 

IDACORP  IDA 

821.0 

-22 

5648.0 

89 

21.0 

-16 

130.0 

-11 

2.6 

2.4 

14.4 

12           3 

MIRANT  MIR 

7242.0 

-9 

31537.0 

137 

30.0 

-50 

563.0 

70 

0.4 

0.8 

12.0 

6           1 

NISOURCE  Nl 

2029.4 

-26 

9458.7 

57 

67.2 

NM 

219.6 

47 

3.3 

NM 

6.2 

NM            1 

NORTHEAST  UTILITIES  NU 

1766.2 

18 

6873.9 

17 

51.4 

-8 

273.5 

25 

2.9 

3.7 

12.6 

9           1 

NORTHWESTERN  NOR 

797.4 

-69 

4237.8 

-41 

3.2 

-77 

37.7 

-14 

0.4 

0.6 

11.3 

14            1 

NRG  ENERGY  NRG  t 

667.6 

-2 

2805.4 

39 

39.3 

-6 

265.2 

45 

5.9 

6.2 

12.2 

7           1 

NSTAR  NST 

706.2 

2 

3194.0 

19 

29.1 

-35 

3.2 

-98 

4.1 

6.4 

-0.2 

NM         -0 

OGE  ENERGY  OGE 

543.1 

-45 

3182.4 

-4 

-6.3 

NM 

100.6 

-32 

NM 

0.7 

9.2 

17            1 

PINNACLE  WEST  CAPITAL  PNW 

744.7 

-11 

4551.4 

23 

35.8 

-15 

327.4 

8 

4.8 

5.0 

13.1 

11           3. 

PNM  RESOURCES  PNM 

327.6 

-29 

2352.1 

46 

4.5 

-68 

150.4 

49 

1.4 

3.1 

14.9 

7           3 

POTOMAC  ELECTRIC  POWER  POM 

506.2 

-14 

2473.6 

-A 

-15.9 

NM 

168.4 

-52 

NM 

27.7 

9.0 

15            I. 

PPL  PPL 

1312.0 

-13 

5725.0 

1 

-305.0 

NM 

221.0 

-57 

NM 

8.2 

9.1 

28           1. 

PROGRESS  ENERGY  PGN 

1907.2 

52 

8461.5 

106 

-90.5 

NM 

541.6 

13 

NM 

NM 

9.0 

17           2- 

PUBLIC  SERVICE  ENTERPRISE  GROUP  PEG      2424.0 

-8 

9815.0 

3 

195.0 

-8 

763.0 

-1 

8.0 

8.0 

18.6 

11           3. 

RGS  ENERGY  GROUP  RGS 

348.5 

-20 

1530.5 

6 

13.5 

-43 

73.0 

-24 

3.9 

5.4 

8.9 

20           1. 

SOUTHERN  SO 

2159.0 

-6 

10155.0 

1 

120.6 

75 

1138.0 

12 

5.6 

3.0 

14.0 

15           1. 

TECO  ENERGY  TE 

657.8 

11 

2648.6 

15 

64.8 

12 

303.7 

21 

9.9 

9.7 

16.2 

11            2. 

TXUTXU 

6822.0 

0 

27927.0 

27 

86.0 

-48 

843.0 

-9 

1.3 

2.4 

10.1 

16           3. 

UIL  HOLDINGS  UIL 

267.5 

14 

1085.8 

23 

9.7 

52 

59.4 

-2 

3.6 

2.7 

11.9 

13           4. 

UNISOURCE  ENERGY  UNS 

324.8 

17 

1444.7 

40 

13.3 

-3 

60.9 

45 

4.1 

5.0 

14.7 

9           1. 

UTILICORP  UNITED  UCU 

8639.9 

-19 

40376.8 

39 

-6.2 

NM 

279.4 

35 

NM 

0.5 

10.7 

9           2. 

WISCONSIN  ENERGY  WEC 

892.3 

-20 

3928.5 

17 

37.2 

29 

208.5 

35 

4.2 

2.6 

10.1 

13            1. 

WPS  RESOURCES  WPS 

583.8 

-19 

2675.5 

37 

21.3 

49 

80.7 

15 

3.6 

2.0 

12.5 

14           2. 

XCEL  ENERGY  XEL 

3314.8 

-10 

14811.1 

30 

134.6 

-2 

784.7 

44 

4.1 

3.7 

12.6 

10           2. 

m  CAS.  ML  *  ENERGY  SHMCS! 

GROUP  COMPOSITE 

29451.2 

-25 

139202.0 

22 

1054.8 

-A 

2785.0 

-23 

3.6 

2.8 

9.5 

20          1. 

AGL  RESOURCES  ATG  <3) 

325.7 

10 

1080.2 

50 

29.4 

23 

104.8 

27 

9.0 

8.1 

13.2 

13            1. 

DYNEGY  DYN 

8743.0 

-13 

42242.0 

43 

77.0 

-27 

646.0 

29 

0.9 

1.1 

15.6 

11            1. 

EL  PASO  EP 

12115.0 

-26 

57475.0 

18 

375.0 

6 

67.0 

-95 

3.1 

2.2 

0.8 

NM           0. 
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CORPORATE  SCOREBOARD 


COMPANY  SYMBOL 


SALES 


PROFITS 


4TH 

QUARTER 

2001 

$  MIL 

CHANGE 

FROM 

2000 

% 

12 

MONTHS 

2001 

$  MIL 

CHANGE 

FROM 

2000 

% 

4TH 

QUARTER 

2001 

SMIL. 

CHANGE 

ROM 

2000 

% 

12 

MONTHS 

2001 

SMIL. 

CHANGE 

FROM 

2000 

% 

MARGINS 

RETURN  ON 

COMMON 

EQUITY 

12  MONTHS 

ENDING 

12-31 

4TH 

QUARTER 

2001 

% 

4TH 

QUARTER 

2000 

% 

PRICE-      V 
EARNINGS    EA 
RATIO 
2-7 

EQUITABLE  RESOURCES  EOT 
KEYSPAN  KSE 
KINDER  MORGAN  KMI  t 

324.0 

1616.3 
288.6 

-47 
-14 
-68 

1764.5 

6633.1 
1059.7 

7 

31 

-SO 

24.3 

62.7 
'72*4 

-23 

0 
-17 

151.8 
240.3 
238.7 

43 

7.5 

5.2 

3.3 

18.1 
8.2 

13 

-21 

3.9 

18 

30 

25.1 

9.6 

13.0 

25 

MDU  RESOURCES  GROUP  MDU 

484.3 

-20 

2223.6 

19 
21 

29.0 
33.2 

-21 
-37 

155.9 
45.7 

40 
-66 

6.0 
8.4 

6.0 
9.6 

14.4 
4.6 

12 

NATIONAL  FUEL  GAS  NFG  ,3> 

394.1 

-28 

1935.0 

40          1 

NEW  JERSEY  RESOURCES  NJR  » 

395.8 

-41 

1776.8 

13 

19.7 

11 

54.3 

10 

5.0 

2.7 

15.4 

15 

NICOR  GAS 

453.0 

-54 

2544.1 

11 

45.2 

13 

143.7 

208 

10.0 

4.0 

20.0 

13          « 

NORTHWEST  NATURAL  GAS  NWN 

236.4 

19 

650.3 

22 

26.0 

24 

51.8 

8 

11.0 

10.6 

10.9 

13 

NUI  NUI  (3) 

PEOPLES  ENERGY  PGL l3' 

SEMPRA  ENERGY  SRE 

235.7 
377.5 

-26 

1049.6 

3 

8.3 

-2 
-12 

"     22.5 
91.7 

-18 

0 
20 

3.5 
8.2 
8.0 

2.6 

7.8 

14 

-47 

1930.8 

12 
14 

31.0 

4.9 
4.3 

11.3 
18.8 

14 

1377.0 

-40 

8029.0 

110.0 

12 

530.0 

9 

SOUTHERN  UNION  SUG  (6) 

376.4 

-38 

1733.4 

38 

19.8 

2 

41.3 

205 

5.2 

3.2 

6.1 

24 

UGI  UGI  (3) 

619.4 

-16 

2350.4 

16 

24.5 

-11 

50.6 

-3 

4.0 

3.7 

19.2 

15 

VECTREN  WC 

496.3 

-30 

2170.0 

32 

32.4 

23 

68.1 

-7 

6.5 

3.7 

8.2 

24 

WGL  HOLDINGS  WGL (3) 
WORLD  FUEL  SERVICES  INT  <9) 

266.7 

-51 

1172.8 

-7 

30.6 

-40 

63.6 
17.2 

-33 
205 

11.5 
1.4 

9.4 
1.0 

7.8 
15.1 

20 

326.0 

-20 

1381.8 

-9 

4.5 

14 

11 

ALPHABETICAL  LIST  OF  COMPANIES 

The  number  following  each  company  name  identifies  the  Scoreboard  category  under  which  it  is  listed 


UP  10c 

Abbott  Laboratories  12b 

Abercrombie  &  Fitch  8 

ABM  Industries  21  d 

ActemaSc 

Act  i  vis  ion  18c 

Acuity  Brands  9a 

ADC  Telecomm.  22a 

Adobe  Systems  18c 

Advanced  Marketing  21b 

Advanced  Micro  9d 

AdvancePCS12c 

ADV021C 

AES24a 

Affiliated  Computer  Svcs.  18c 

AFLAC  17b 

AGC015C 

Agere  Systems  9d 

Agilent  Technologies  9c 

AGL  Resources  24b 

Air  Products  &  Chemicals  4 

Airborne  23c 

Airgas  21b 

AK  Steel  Holding  16a 

Alaska  Air  Group  23a 

Albemarle  4 

Alberto-Culver  8 

Albertson's  10c 

Alcoa  16b 

Alexander  &  Baldwin  23d 

Allegheny  Energy  24a 

Allegheny  Tech.  16a 

Allergan  12b 

Allele  24a 

Alliant  Energy  24a 

AlliantTechsystemsl 

Allstate  17b 

Alltel  22b 

Ama20n.com  8 

AMC  Entertainment  14b 

Amerada  Hess  11a 

Ameren  24a 

America  West  Holdings  23a 

American  Axle  &  Mfg.  2b 

American  Eagle  Outfitters  8 

American  Electric  24a 

American  Express  17a 

American  Greetings  14d 

American  Home  12b 

American  Intl.  Group  17b 

American  National  17b 

American  Power  9a 

American  Standard  13a 


American  Water  Works  24a 

AmeriCredit17a 

AmerisourceBergen  12a 

AmerUs  Group  17b 

Ames  Dept  Stores  8 

Ametek9a 

Amgen  12b 

Amkor  Technology  9d 

Amphenol  9d 

AMR  23a 

AmSouth  Bancorporation  3c 

Amtran23a 

Anadarko  Petroleum  11a 

Analog  Devices  9d 

Andersons  10a 

Anheuser-Busch  6c 

Anixter  International  5 

AnnTaylor  Stores  8 

Anthem  12c 

AOL  Time  Warner  18c 

Apache  11a 

Apogent  Technologies  9c 

Apollo  Group  21  d 

Apple  Computer  18b 

Applied  Biosystems  9c 

Applied  Industrial  Tech.  21b 

Applied  Materials  15c 

Aramark  14a 

Arch  Coal  11a 

Archer  Daniels  10b 

Argosy  Gaming  14b 

Arkansas  Best  23d 

ArvinMeritor  2b 

Ashland  11a 

Associated  Banc-Corp  3a 

Astoria  Financial  17c 

AT&T  22a 

AT&T  Wireless  22a 

Atlas  Air  Worldwide  23c 

Atmel9d 

Audiovox21b 

Autoliv  2b 

Automatic  Data  18c 

AutoNation  21d 

AutoZone  8 

AvayaSb 

Avery  Dennison  15a 

Avista  24a 

Avnet  21b 

Avon  Products  6d 

AVX9d 


Ball  7a 
Bandag  2c 


Bank  of  America  3c 

Bank  of  New  York  3a 

Bank  One  3b 

Banknorth  Group  3a 

Banta  21c 

Bard(C.R.)12d 

Barnes  &  Noble  8 

Barr  Laboratories  12b 

Bausch  &  Lomb  12d 

Baxter  International  12d 

BB&T3C 

Bear  Steams  17a 

Beazer  Homes  USA  13b 

Beckman  Coulter  9c 

Becton.  Dickinson  12d 

Bed  Bath  &  Beyond  6b 

BellSouth  22b 

Bern  is  7b 

Benchmark  Electronics  9d 

Best  Buy  6b 

Bethlehem  Steel  16a 

Beverty  Enterprises  12c 

Big  Lots  8 

Biogen  12b 

Biomet  12d 

Bw-Rad  Laboratories  9c 

BJ  Services  lib 

BJ's  Wholesale  Club  8 

Black  &  Decker  15b 

Black  Hills  24a 

Block  (H&R)  17a 

Blytti  15a 

BMC  Software  18c 

Bob  Evans  Farms  14a 

Boeing  1 

Boise  Cascade  19b 

Borders  Group  8 

BorgWamer2b 

Boston  Properties  13b 

Boston  Scientific  12d 

Bowater  19b 

Briggs&Stratton15c 

Brightpomt  21b 

Brinker  International  14a 

Bristol-Myers  Squibb  12b 

Broadcom  9d 

Broadwing  22b 

Brown  Shoe  6a 

Brown-Forman  6c 

Brunswick  14d 

Building  Materials  8 

Burlington  Coat  Factory  8 

BurSngton  Northern  Santa  Fe  23b 

Buriington  Resources  11a 

Butler  Mfg.  15a 


Cabot  4 

Cadence  Design  Systems  18c 

Calpine  24a 

Campbell  Soup  10b 

Capital  One  Financial  17a 

Cardinal  Health  12a 

Caremark  Rx  12c 

Carlisle  15a 

CarMax  Group  21  d 

Carnival  14d 

Carpenter  Tech.  16a 

Casey's  General  Stores  21  d 

Caterpillar  15c 

CBRL  Group  14a 

CDW  Computer  Centers  8 

Cendant  21 d 

Centex  13b 

CenturyTel  22a 

CeridianISc 

Certegy21d 

Charming  Shoppes  8 

Charter  One  Financial  17c 

ChevronTexacolla 

Chiron  12b 

Ciena  22a 

Cigna  17b 

Cincinnati  Financial  17b 

CINergy24a 

Cintas  21d 

Circuit  City  Group  6b 

Cisco  Systems  18c 

Citigroup  17a 

CKE  Restaurants  14a 

Claire's  Stores  8 

Clayton  Homes  13b 

Ckxox6d 

CNF  23c 

Coach  15a 

Coca-Cola  6c 

Coca-Cola  Enterprises  6c 

Cole  National  8 

Colgate-Palmolive  6d 

Colonial  BancGroup  3a 

Comcast  20a 

Comerica3b 

Commerce  Bancshares  3b 

Commerce  Group  17b 

Commercial  Federal  17c 

Commercial  Metals  16a 

Compaq  Computer  18b 

CompuCom  Systems  18a 

Computer  Associates  18c 

Computer  Sciences  18c 


Compuware  18c 

Comverse  Tech.  22a 

ConAgra  Foods  10b 

Conectiv24a 

Conexant  Systems  9d 

Conoco  11a 

Consol  Energy  11a 

Consolidated  Edison  24a 

Constellation  Brands  6c 

Constellation  Energy  24a 

Continental  Airlines  23a 

Convergys21d 

Cooper  Cameron  lib 

Cooper  Industries  9a 

Cooper  Tire  &  Rubber  2c 

Coors  (Adolph)  6c 

Com  Products  Intl.  10b 

Coming  22a 

Costco  Wholesale  8 

Coventry  Health  Care  12c 

Crane  15c 

Crompton  4 

Crossmann  Communities  13b 

CSKAutoS 

CSS  Industries  14d 

CSX  23b 

Cummins  15c 

CVS  12a 

Cytec  Industries  4 


D&K  Healthcare  Resources  12a 

Dai-Tile  Intl.  13a 

Danaher  9c 

Darden  Restaurants  14a 

Deere  15c 

Del  Monte  Foods  10b 

Dell  Computer  18b 

Delphi  Automotive  2b 

Delta  Air  Lines  23a 

Deluxe  18a 

Dentspty  Intl.  12d 

Devon  Energy  11a 

Dial6d 

Diebold  18a 

Dillard's  8 

DiMon6e 

Disney  (Watt)  20a 

Dole  Food  10b 

Dollar  General  8 

Dollar  Tree  Stores  8 

Dominion  Resources  24a 

Donaldson  15c 

Donnelley  (RR.)  21c 

Dover  15c 


Dow  Chemical  4 

Dow  Jones  20b 

DPL24a 

DOE  24a 

DST  Systems  18c 

Duke  Energy  24a 

Dun&Bradstreet17a 

DuPont4 

Dura  Automotive  Systems  2b 

Dynegy  24b 


ETrade  Group  17a 
Earth  Link  18c 
Eastman  Chemical  4 
Eastman  Kodak  14d 
Eaton  2b 

Edwards  (AG.)  17a 
Edwards  (J.D.)  18c 
El  Paso  24b 
Electronic  Arts  18c 
Electronic  Data  Systems  18c 
Elizabeth  Arden  6d 
EMC  18b 

Emerson  Electric  9a 
Energizer  Holdings  15a 
Energy  East  24a 
Engelhard  16b 
Entergy  24a 
EOG  Resources  11a 
Equifax  17a 

Equitable  Resources  24b 
Equity  Office  Properties  13b 
Equity  Residential  13b 
Estee  Lauder  6d 
Exelon24a 
Express  Scripts  12c 
Exxon  Mobil  11a 


Fairchild  Semiconductor  9d 

Family  Dollar  Stores  8 

Federal  Signal  15a 

Federated  Dept.  Stores  8 

FedEx  23c 

FelCor  Lodging  13b 

Fem>4 

Fifth  Third  Bancorp  3b 

First  Data  18c 

First  Tennessee  Natl.  3c 

FirstEnergy  24a 

FlservISc 

Fisher  Scientific  21b 

FleetBoston  Financial  3a 


Fleetwood  Errts.  14d 
Flowers  Foods  10b 
Flowserve15c 
Fluor  21a 
FMC15c 

FMC Technologies  lib 
Foodarama  10c 
FootLockerS 
Ford  Motor  2a 
Forest  City  Ent  13b 
Forest  Laboratories  12b 
Fortune  Brands  15a 
Foster  Wheeler  21a 
FPL  Group  24a 
Franklin  Resources  17a 
Freeport-McMoRan  C&G  1 
Fuller  (H.B.)  4 
Furniture  Brands  6b 


Gallagher  (Arthur  J.)  17a 
Gannett  20b 
Gap  8 
Gartner  21  d 
Gateway  18b 
GATX23C 
Gaytord  Container  7b 
Genentech  12b 
General  Cable  16b 
General  Dynamics  1 
General  Electric  5 
General  Growth  Pptys.  13b 
General  Mills  10b 
General  Motors  2a 
Genesis  Hearth  12c 
Genlyte  Group  9a 
Georgia  Gulf  4 
Georgia-Pacific  19a 
Gillette  6d 
GlobalSantaFellb 
Golden  State  Bancorp  17c 
Golden  West  17c 
Goldman  Sachs  Group  17a 
Goodrich  1 

Goodyear  Tire  &  Rubber  2c 
Goody's  Family  Clothing  8 
Grace  (WR.)  4 
Grainger  (WW.)  21b 
Great  A&P  10c 
Great  Lakes  Chemical  4 
Great  Plains  Energy  24a 
GreenPoint  Financial  17c 
Grerf  Bros.  7b 
Griffon  15a 
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Think  about  it 

There's  no  hiding  the  truth.  When  you  compare  Datek  to  the  competition,  you'll  see  what  sets  us  apart.  Our 
innovative  routing  technology  streaming,  real-time  information  and  free  access  to  research  tools  give  experienced 
traders  the  advantage  in  today's  market.  Isn't  it  time  you  got  everything  you  need  to  trade  at  your  level  ? 


Get  1 0  FREE  online  equity  trades*  when  you  open  an  account. 


Apply  today  at  www.datek.com/mag5  and  enter  offer  code  DCF. 


www.datek.com/mag5 


de 


1-877-88-DATEK 


D 


Comparison  data  is  based  on  a  phone  survey  conducted  1 1  /09/0 1,  supplemented  by  published  information 
♦Open  and  fund  an  account  with  a  minimum  initial  deposit  of  $500  before  4/30/02  and  get  10  commission-free  online  equity  trades  Free  trade  credits  will  expire  within  one  year  of  issue  date  if 
not  used.  Limit  one  new  account  offer  per  type  of  account.  Offer  cannot  be  combined  with  other  offers  Other  terms  may  apply 

1  Level  II  quotes  on  the  Streamer*  brand  real-time  quotation  service  are  available  free  for  those  who  trade  more  than  20  times  a  month  and  maintain  a  minimum  account  balance  of  $500 
with  Datek  Nonprofessional  users  who  trade  20  or  fewer  times  per  month  can  access  Level  II  quotes  for  $9.99  per  month,  while  professional  users  can  have  access  for  $50  per  month 

2  Only  Power  E 'TRADE  customers  making  30+  trades  per  quarter  are  eligible  for  Level  II  quotes  and  watch  lists.  Only  E'TRADE  Pro  customers  making  7  5+  trades  per  quarter  are  eligible  for 
streaming  charts 

3  Only  Powerstreet  Pro  customers  making  7  2*  trades  in  a  rolling  1 2-month  period  are  eligible  for  streaming  quotes  and  Level  II  quotes. 

4  Only  Signature  Services  Platinum  customers  are  eligible  for  streaming  quotes. 

5  Only  Signature  Services  Platinum  customers  who  have  made  1 20+  commissionable  trades  in  the  past  year  are  eligible  for  Level  II  quotes,  streaming  news,  charts,  and  time  and  sales. 

6  Datek  Direct*  is  a  tool,  as  the  name  implies,  that  allows  customers  to  direct  their  Nasdaq  orders  to  a  specific  execution  venue.  The  name  should  not  be  deemed  to  imply  that  a  customer 
is  dealing  directly  with  the  marketplace  All  orders  are  processed  through  Datek  Online  Financial  Services  LLC.  a  registered  broker/dealer.  Please  note  that,  once  you  have  activated 
Datek  Direct,"  all  the  other  features  in  your  Datek  account  will  continue  to  operate  without  change 

7  Datek  will  not  charge  a  commission  ($9  99)  for  any  marketable  online  order  that  is  not  executed  within  60  seconds,  measured  from  the  time  that  "processing"  began  until  the  time  the  order  is 
"executed."  This  applies  to  all  orders  using  Datek's  'Auto  Routing"  on  any  NYSE.  AMEX.  or  Nasdaq  stock  that  are  marketable  after  945  a.m.  ET.  are  marketable  upon  entry  and  remain  marketable 
for  60  seconds.  The  market  in  the  stock  must  not  be  locked,  crossed  or  halted  We  do  not  extend  this  commitment  to  short  sales.  OTC  Bulletin  Board  Stocks.  Option  Trades,  or  any  order  that  is  stopped" 
at  a  price  by  a  specialist/market  maker  awaiting  price  improvement,  or  during  Extended-Hours  Trading  sessions. 

8  Amentrade  provides  a  "10-second  guarantee"  on  qualifying  S&P  100  Internet  equity  market  orders  entered  between  the  hours  of  945  a.m.  ET  and  3:59  50  pm  ET  between  October  10.  2001  and 
December  3 1.  200 1  Any  qualifying  order  not  executed  within  1 0  seconds  will  be  commission-free  Other  fees  may  apply. 

High  volumes  of  trading  and  volatility  may  result  in  executions  at  prices  significantly  away  from  the  price  quoted  or  displayed  at  the  time  of  order  entry. 

Real-time  quote  privileges  differ  for  professional  users 

System  response  and  access  times  may  vary  due  to  market  conditions,  system  performance  and  other  factors 

©2002  Datek  Online  Financial  Services  LLC.  Member  NASD/SIPC 


CORPORATE  SCOREBOARD 


ALPHABETICAL  LIST  OF  COMPANIES 

The  number  following  each  company  name  identifies  the  Scoreboard  category  under  which  it  is  listed 


Gtech  Holdings  18c 
Guidant  12d 


Halliburton  11b 

Handleman21d 

Hartey-Davidson  14d 

Harman  International  6b 

Harrah's  Entertainment  14b 

Hams  9b 

Harsco  1  Sa 

Harte-Hanks21c 

Hartford  Financial  Services  17b 

Hasbro  14d 

Hawaiian  Electric  24a 

HCA12c 

Health  Management  Assccs.  12c 

Heiru(HJ.)10b 

Hercules  4 

Hershey  Foods  10b 

Hewlett-Packard  18b 

Hexcel  15a 

Hibernia  3c 

Hilton  Hotels  14c 

Holly  11a 

Home  Depot  8 

HON  Industries  18a 

Honeywell  Intl.  5 

Hormel  Foods  10b 

Horton(D.R.)13b 

Household  Intl.  17a 

Hovnanian  Ents.  13b 

Hubbell  9a 

Hughes  Electronics  9b 

Hughes  Supply  13a 

Humana  12c 

Hunt  OB)  23d 

Huntington  Bancshares  3b 


IBM  18b 

Idacorp  24a 

IDT  22a 

IKON  Office  Solutions  5 

Illinois  Tool  Works  15c 

Imation  18c 

IMC  Global  4 

Immunex12b 

Ingles  Markets  10c 

Insight  Enterpnses  8 

Integrated  Etectncal  Svcs.  21a 

Intel  9d 

International  Flavors  4 

International  Game  Tech.  15a 

Intl.  Mult  ifoods  10a 

International  Paper  19b 

Interstate  Bakeries  10b 

Intimate  Brands  8 

Invacare12d 

Isle  of  Capri  Casinos  14b 

ITT  Industries  15c 

J.P.  Morgan  Chase  3a 

Jabil  Circuit  9d 

Jacobs  Engineering  21a 

JDS  Uniphase  9d 

Jefferson-Pilot  17b 

Jo- Ann  Stores  8 

John  Hancock  Financial  1 7b 

Johnson  &  Johnson  1 2d 

Johnson  Controls  1 5a 

Jones  Apparel  Group  6a 

Jones  Lang  LaSalle  13b 

Joy  Global  15c 


KB  Home  13b 
Kellogg  10b 
Kellwood  6a 
Kelly  Services  21  d 


Kennametal  15b 
Kerr-McGee11a 
KeyCorp  3b 
KeySpan  24b 
Kimball  Intl.  6b 
Kimberly-Clark  6d 
Kinder  Morgan  24b 
Kindred  Healthcare  12c 
KLA-Tencor  9c 
Kmart  8 

Knight-Ridder  20b 
Kohl's  8 

KPMG  Consulting  21  d 
Kraft  Foods  10b 
Kroger  10c 


L-3  Communications  9b 

Lafarge  North  America  13a 

Lam  Research  15c 

Lancaster  Colony  10b 

Lands'  End  8 

Landstar  System  23d 

La-Z-Boy  6b 

Lear  2b 

Legg  Mason  17a 

Leggett  &  Piatt  6b 

Lehman  Brothers  Holdings  17a 

Lennar 13b 

Lennox  International  13a 

Level  3  Communs.  22a 

Lexmark  Intl.  18b 

Lilly  (Eli)  12b 

Limited  8 

Lincoln  Electric  15b 

Lincoln  National  17b 

Linens 'N  Things  6b 

Lockheed  Martin  1 

Longs  Drug  Stores  12a 

Louisiana-Pacific  19a 

Lowe's  8 

LSI  Logic  9d 

Lubrizol  4 

Lucent  Technologies  22a 

Lyondell  Chemical  4 


M&TBank3a 

M.D.C.  Holdings  13b 

Mail-Well  7b 

Mandalay  Resort  14b 

Manitowoc  15c 

Manor  Care  12c 

Manpower  21  d 

Manufacturers  Services  9d 

Markel17b 

Marsh  &  McLennan  17a 

Marshall  &  llsley  3b 

Martin  Marietta  Materials  13a 

Mattel  14d 

Maxim  Integrated  Prods.  9d 

Maxtor  18b 

May  Department  Stores  8 

Maytag  6b 

MBIA17b 

MBNA  3a 

McClatchy  20b 

McCormick  10b 

McDonald's  14a 

McGraw-Hill  20b 

MCI  Group  22a 

McKesson  12a 

MDU  Resources  Group  24b 

Mead  19b 

Medlmmune12b 

Medtronic  1 2d 

Men'sWearhouse8 

Merck  12b 

Meredith  20b 

MeriStar  Hospitality  13b 


Meritage13b 
Merrill  Lynch  17a 
Metris17a 

Metro-Goldwyn-Mayer  14b 
MGIC  Investment  17b 
MGM  Mirage  14b 
Ml  Schottenstein  Homes  13b 
Michaels  Stores  8 
Micron  Technology  9d 
Microsoft  18c 
Millennium  Chemicals  4 
Miller  (Herman)  18a 
Minnesota  Mining  15a 
Mirant  24a 
Modine  Mfg.  2b 
Mohawk  Industries  15d 
MolexM 

Monaco  Coach  2a 
Monsanto  4 
MONY  Group  17b 
Morgan  Stanley  Dean  witter  1 7a 
Motorola  9b 
MPS  Group  21  d 
Mueller  Industries  16b 
Murphy  Oil  11a 
Mylan  Laboratories  12b 


Nabors  Industries  lib 
National  City  3b 
National  Commerce  Finl.  3c 
National  Fuel  Gas  24b 
National  Semicond.  9d 
National  Steel  16a 
Nationwide  Financial  Svcs.  17b 
Navistar  International  2a 
NCI  Building  Systems  15a 
NCR  18a 

Neiman  Marcus  Group  8 
Network  Associates  18c 
New  Jersey  Resources  24b 
New  York  Times  20b 
Newell  Rubbermaid  15a 
Newmont  Mining  16b 
Nicor  24b 
Nike  6a 
NiSource  24a 
Noble  Affiliates  11b 
Noble  Drilling  11b 
Nordstrom  8 
Norfolk  Southern  23b 
North  Fork  Bancorp.  3a 
Northeast  Utilities  24a 
Northern  Trust  3b 
Northrop  Grumman  1 
Northwest  Airlines  23a 
Northwest  Natural  Gas  24b 
Northwestern  24a 
Novell  18c 
NRG  Energy  24a 
NSTAR  24a 

Nu  Skin  Enterprises  12a 
Nucor16a 
NUI24b 
NVIDIA  9d 
NVR13b 


Oakwood  Homes  13b 
Occidental  Pet.  11a 
OfficeMax  8 
OGE  Energy  24a 
Ohio  Casualty  17b 
Old  Republic  Intl.  17b 
Olin  16b 
OM  Group  4 
ON  Semiconductor  9d 
Oracle  18c 
Oshkosh  Truck  2a 
Owens  &  Minor  1 2d 
Owens  Coming  13a 


Owens-Illinois  7a 
Oxford  Health  Plans  12c 


Paccar  2a 

Pacific  Century  Fin.  3d 

Packaging  Corp.  America  7b 

Pactiv7b 

Pall  5 

Palm  18b 

Pantry  21d 

Park  Place  Entertainment  14b 

Parker  Hannifin  15a 

Pathmark  Stores  10c 

Patterson  Dental  21b 

Paychex21d 

Payless  ShoeSource  8 

PC  Connection  8 

Pea  body  Energy  11a 

Penn  Traffic  10c 

Penney  UC.)  8 

Pennzoil-Quaker  State  1  la 

Perrtair  15c 

Peoples  Energy  24b 

PeopleSoft18c 

Pep  Boys  8 

Pepsi  Bottling  Group  6c 

PepsiAmericas  5 

PepsiCo  6c 

Performance  Food  10a 

Penni  21a 

PerkinElmer9c 

Perrigo  12b 

Petsmart  8 

Pfaer12b 

Pharmacia  12b 

Phelps  Dodge  16b 

Philip  Morris  6e 

Phillips  Petroleum  11a 

Phillips-Van  Heusen  6a 

Phoenix  17b 

Pier  1  Imports  6b 

Pilgrim's  Pnde  10b 

Pinnacle  West  24a 

Pioneer-Standard  21b 

Pitney  Bowes  18a 

Pittston  23c 

Plum  Creek  Timber  13b 

PMA  Capital  17b 

PMI  Group  17b 

PNM  Resources  24a 

Polaris  Industries  14d 

Polo  Ralph  Lauren  6a 

Pofy0ne4 

Popular  3c 

Potlatch  7b 

Potomac  Electric  24a 

PPG  Industries  13a 

PPL  24a 

Praxair  4 

Precision  Castparts  1 

Price  (T.  Rowed  7a 

Priceline.com  18c 

Primedia  20b 

Procters  Gamble  6d 

Progress  Energy  24a 

Progressive  1 7b 

Providian  Financial  3d 

PSS  World  Medical  21b 

Public  Service  Ent  24a 

Pulte  Homes  13b 

Qualcomm  9b 

Quanex16b 

Quantum  DLT  &  Storage  Sys.  1 8b 

Quest  Diagnostics  12c 

Quintiles  Transnational  21  d 

Qwest  Communs.  22b 


R  J.  Reynolds  Tobacco  6e 
Radian  Group  17b 


Ralcorp  Holdings  10b 

Raymond  James  Finl.  17a 

Rayonier  1 9a 

Raytheon  1 

Reader's  Digest  20b 

Reebok  International  6a 

Regions  Financial  3c 

Regis  21  d 

Reinsurance  Group  17b 

Republic  Services  21a 

Reynolds  &  Reynolds  18c 

RGS  Energy  Group  24a 

Rite  Aid  12a 

Roadway  23d 

Robert  Half  International  21  d 

Robinson  (C.H.)  23c 

Rock-Ten  n  7b 

Rockwell  Collins  1 

Rockwell  International  9a 

Rohm  &  Haas  4 

Ross  Stores  8 

Royal  Caribbean  Cruises  14d 

RPM13a 

Ruddick  10c 

Russell  6a 

Ryder  System  23c 

Ryerson  Tull  16a 

Ryland  Group  13b 

WB2 


Sabre  Holdings  18c 
Safeco  17b 
Safeway  10c 
Saks  8 
Salton  6b 
Sanmina-SCI  9d 
Sara  Lee  10b 

SBC  Communications  22b 
Schering-Plough  12b 
Schiumberger  lib 
Scholastic  20b 
School  Specialty  8 
Schuler  Homes  13b 
Schulman  (A)  4 
Schwab  (Charles)  17a 
Scientific-Atlanta  22a 
Scripps  (E.W.)  20b 
Sealed  Air  7b 
Sears.  Roebuck  8 
Select  Medical  12c 
Selective  Insurance  Group  17b 
Sempra  Energy  24b 
Seneca  Foods  10b 
ServiceMaster  21  d 
7-Eleven  10c 
Shaw  Group  15a 
Sherwin-Williams  8 
ShopKo  Stores  8 
Siebel  Systems  18c 
Sierra  Health  Services  12c 
Silgan  Holdings  7a 
Silicon  Graphics  18b 
Smith  (A.O.)  9a 
Smith  International  11b 
Smithfield  Foods  10b 
Smurfit-Stone  Container  7b 
Snap-on  15b 
Software  Spectrum  18c 
Solectron  9d 
Solutia  4 

Sonoco  Products  7b 
Southern  24a 
Southern  Union  24b 
SouthTrust  3c 
Southwest  Airlines  23a 
Sovereign  Bancorp  17c 
Spartan  Stores  10a 
Sphenon21d 
Sports  Authority  8 
SpnntFON  Group  22a 


Sprint  PCS  Group  22a 

St.  Joe  13b 

St.  Jude  Medical  1 2d 

St.  Paul  17b 

StanCorp  Financial  Group  17b 

Standard  Commercial  6e 

Standard  Pacific  13b 

Standard  Register  18a 

Stanley  Works  15b 

Staples  8 

Starbucks  10b 

Starwod  Hotels  &  Resorts  14c 

State  Street  3a 

Steelcase  18a 

Stewarts  Stevenson  15c 

Stilwell  Financial  17a 

Storage  Technology  18b 

Stryker12d 

Student  Loan  17a 

Sun  Microsystems  18b 

Sunoco  11a 

SunTrust  Banks  3c 

Supervalu  10a 

Swift  Transportation  23d 

Sybase  18c 

Symantec  18c 

Synovus  Financial  3c 

SyscolOa 


Talbots  8 

Target  8 

TCP  Financial  3b 

Tech  Data  18a 

Teco  Energy  24a 

Tecumseh  Products  13a 

Telephone  S  Data  Sys.  22a 

Tellabs  22a 

Temple-Inland  7b 

Tenet  Healthcare  12c 

Tenneco  Automotive  2b 

Terra  Inds.  4 

Tesoro  Petroleum  11a 

Texas  Industries  16a 

Texas  Instruments  9d 

Textron  5 

Tiffany  8 

Timberland  6a 

Timken15c 

3Com  18c 

3M15a 

TJX  8 

Toll  Brothers  13b 

Torchmark17b 

Toro15c 

Tower  Automotive  2b 

Toys 'R' Us  8 

Trans  World  Entertainment  14d 

Transatlantic  Holdings  17b 

Transocean  Sedco  Forex  11b 

Tribune  20b 

TRW  5 

Tupperware  15a 

Tweeter  Home  Ent.  6b 

TXU24a 

Tyco  Intl.  5 

Tyson  Foods  10b 


U.S.  Bancorp  3b 
U.S.  Cellular  22a 
UAL  23a 
UGI24b 
UK)  171 
UIL  Holdings  24a 
Union  Pacific  23b 
Union  Planters  3c 
UnionBanCal  3d 
Unisource  Energy  24a 
Unisys  18b 


United  Auto  Group  21d 
United  Defense  Inds.  14d 
United  Natural  Foods  16a 
United  Parcel  Service  23d 
United  States  Steel  16a 
United  Stationers  21b 
United  Technologies  1 
UnitedHealth  Group  12c 
Unitrin  17b 
Universal  Forest  Prodi 
Univision  Communs. 
Unocal  11a 
UnumProvident  17b 
URS21a 

US  Airways  Group  23a 
USA  Education  17a 
USA  Networks  20a 
USEC4 

USFreightways  23d 
USG  13a 
UST6e 
UtiliCorp  United  24a 


Valero  Energy  11a 

Valspar  13a 

Value  City  8 

Varco  International  lib 

Vectren  24b 

VeriSign  18c 

Veritas  Software  18c 

Verizon  Communications  1 

ViadS 

Viasystems  Group  9d 

Vishay  Intertechnology  9d 

Visteon  2b 

Volt  Info.  Sciences  21  d 

Vulcan  Materials  13a 


Wachovia  3c 
Walgreen  12a 
Wallace  Computer  18a 
Wal-Mart  Stores  8 
Walter  Industries  5 
Washington  Mutual  17c 
Washington  Post  20b 
Waters  9c 

Weatherford  Intl.  lib 
Weis  Markets  10c 
Wells  Fargo  3b 
Werner  Enterprises  23d 
Westcorp17c 
Western  Digital  18b 
WestPoint  Stevens  15d 
Westvaco7b 
Weyerhaeuser  19b 
WGL  Holdings  24b 
Whirlpool  6b 

Willamette  Industries  191 
WMams  Commu  ncatxjr.s  22a  | 
Williams-Sonoma  6b 
Winn-Dixie  Stores  10c 
Wisconsin  Energy  24a 
World  Fuel  Services  24b 
WorldCom  Group  22a 
Worthington  Inds.  16a 
WPS  Resources  24a 
Wrigley(Wm.)Jr.  10b 
Wyndham  International  14c| 


Xcel  Energy  24a 
Xerox  18b 

XilinxSd 
Yellow  23d 
Zale8 

Zimmer  Holdings  1 2d 
Zions  Bancorporation  3d 
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"Just  order  the 
standard  computers. 


## 


Translation:  By  standard  I  mean  configured  just  like  mine. 


At  CDW#  we  understand 

what  it  can  be  like 
for  your  IT  department. 


tl it-  brand  name 
technology  solutions  you   might  need. 

telephony  and  more  Plus,  all  the  servii  es  to 
support  thorn  You  name  it  and  we've  gol  it 


*^ 
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From  systems 
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stop  solution    In   a   flash    we  II 
you    what    you     ieed,    and    get 
shipped  ou'     usi  ally  the  same  oay 
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^^^^^^^^^^H)f  pre 
experts  t<  i  y  lur  business  Si  i  wi 
understand  your  H  needs  and  know 
how  to  make  your  i  lay  a  littli   easier 


even/  pu 
reliability  t 


Computing  Solutions 
Built  for  Business 


Data:  Economy.com,  BusinessWeek 
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THE  ROAD  TO 
DISILLUSIONMENT 

Investors  were 

true  believers  in 

equities  until 

March,  2000.  Then 
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It's  2  a.m.,  and  Jim  Tucci  is  staring  wide-eyed  at  the 
ceiling — another  sleepless  night.  Instead  of  counting 
sheep,  he's  anxiously  tallying  up  how  much  he  has  lost 
in  the  stock  market.  Half  of  his  $400,000  nest  egg,  he 
figures,  has  evaporated  in  just  two  years.  Forget  the 
retirement  property  on  the  Gulf  Coast.  Forget  the 
long-planned  trip  to  Italy  with  his  wife.  Tucci,  a  60- 
year-old  sales  manager  at  a  voice-recording  company 
in  Boston,  admits  he  blew  a  wad  on  speculative  tech  stocks 
during  the  Internet  bubble.  But  a  year  ago,  he  dove  for 
safety  in  blue-chip  stocks  like  IBM,  Merrill  Lynch,  General  Mo- 
tors, and  Delta  Air  Lines.  Now,  40%  of  that  is  gone.  Tucci 
feels  suckered.  "I'm  paralyzed.  I  can't  sell  because  I'd  take 
such  a  big  loss.  I'm  sure  as  heck  not  going  to  buy  anything. 
And  even  if  I  were,  who  would  I  listen  to  for  advice?  No  one 
seems  to  even  give  off  a  whiff  of  honesty  about  any  of  this 
stuff.  These  days,  I  just  pray  a  lot." 
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Some  100  million  investors — about  half  of  all  adult  Ameri- 
cans— can  relate  to  that.  They're  the  new  Investor  Class 
that  has  emerged  over  the  past  decade.  Predominantly  mid- 
dle-class, suburban  baby  boomers,  they  bought  into  the  idea 
that  stocks  could  only  make  them  richer.  They  exulted  during 
the  long  bull  market  of  the  1990s.  But  they've  lost  $5  trillion, 
or  30%,  of  their  stock  wealth  since  the  spring  of  2000,  when 
the  dot-com  implosion  launched  the  second-worst  bear  market 
since  World  War  II.  It  wasn't  Monopoly  money:  It  was  ear- 
marked for  retirement,  for  college  tuition,  for  medical  bills. 

The  Investor  Class  boomed  in  the  1990s  as  more  and 
more  people  plunged  into  the  market.  At  the  start  of  the 
decade,  they  had  $712  billion  in  401(k)  and  similar  plans, 
45%  of  it  in  stocks.  By  the  end  of  2000,  that  had  ballooned  to 
$2.5  trillion,  with  72%  in  equities.  Their  holdings  of  stock  mu- 
tual funds  mushroomed,  too.  Over  the  decade,  the  amount  in- 
vested in  them  increased  sixteenfold,  to  $4  trillion.  By  the  late 
'90s,  the  bull  market  had  spawned  the  cult  of  equities.  Not 
only  did  more  people  begin  pouring  cash  into  stocks,  but 
their  holdings  increased  exponentially  as  the  indexes,  espe- 
cially the  tech-laden  Nasdaq,  kept  hitting  new  highs,  cnbc  and 
others  covered  the  stock  market  like  Monday  Night  Football. 
Investors  of  all  stripes  and  sizes  bought  into  the  stock  culture. 
Owning  stocks — whether  those  of  conservative  Procter  & 
Gamble  or  racier  Yahoo! — was  being  in  tune  with  the  Zeit- 
geist, simply  a  part  of  living  in  the  '90s.  "We  were  just  riding 
the  market,  and  we  all  felt  like  we  were  brilliant  because  our 
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WHO  LOST  FAITH-AND  MONEY 


James  J.  Houlihan  Jr.'s  plan  to  retire  at  50  is  gone.  In 
the  last  two  years,  he  lost  about  30%  of  a  portfolio 
invested  in  such  stocks  as  EMC,  Lucent  Technologies, 
and  WorldCom.  Now,  the  41-year-old  must  also  work  hard- 
er to  rebuild  his  four  children's  college  funds.  "I  just 
don't  understand  how  a  business  can  appear  to  be  so 
strong  and  in  six  months  become  a  fraction  of  its  value," 
laments  Houlihan.  "There  are  people  who  know  what's  go- 
ing on,  and  then  there's  the  rest  of  us."  He'll  save  more 
and  spend  less — but  he's  not  counting  on  stocks  to  make 
up  for  what's  lost.  He  and  his  brother  run  an  accounting 
firm  in  Fort  Wayne,  Ind.,  so  it's  not  as  if  he  doesn't  un- 
derstand analyst  reports.  But  now,  he  says,  "I  don't  pay 
them  any  credence.  It's  complete  B.S.  It's  gotten  to  the 
point  where  you  don't  know  who  you  can  rely  on." 


M  It's  complete  B.  S You  don't 

know  who  you  can  rely  on) J 


stocks  were  going  up,"  says  James  J.  Houlihan  Jr.,  an  ac- 
countant from  Fort  Wayne,  Ind. 

The  market's  steep  rise  in  the  late  '90s  had  a  dramatic  ef- 
fect on  business,  too.  Companies  merged  and  acquired  furi- 
ously. Investors  clamored  for  initial  public  offerings.  "Ventures 
were  able  to  raise  money  much  earlier  in  their  life  cycle,  far 
before  any  anticipated  profitability  In  a  different  era,  some  of 

those  would  have  died 
before  getting  fund- 
ing," says  David  M. 
Blitzer,  chief  invest- 
ment strategist  at 
Standard  &  Poor's.  Millions  of  new  jobs  were  created,  and 
economic  growth  and  productivity  soared.  It  was  boom  time. 
Then  it  went  bust. 

Today,  the  Investor  Class  is  angry  and  disillusioned  because 
it  feels  betrayed.  On  the  heels  of  Enron  Corp.'s  Dec.  2  bank- 
ruptcy filing — America's  biggest  ever — they  are  questioning 
the  very  integrity  of  the  financial  system.  And  they  won't  be 
ignored.  They  are  a  powerful  group.  Most — 76  million,  or  a 
third  of  the  adult  population — are  baby  boomers  who  grew  up 
in  the  era  of  protests  and  social  activism.  Then,  they  settled 
into  comfortable  middle-class  prosperity.  Once  roused,  they 
could  again  become  a  force  of  nature.  And  they  vote. 

Suddenly  the  deck  seems  stacked  against  them,  at  a  time 
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HIGHLY 
EDUCATED 

Most  likely  to  have 
college,  graduate, 
or  professional 
degree. 
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CLASS 

Portrait  of  a 
100-million-strong 
power  bloc 

Data:  The  Pew  Research  Center 
for  the  People  &  the  Press 
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when  they  expected  to  reap  the  fruits  of  their  prime  earn  in  for 
years.  Instead,  they're  getting  poorer  by  the  day,  while  c  i  in 
porate  insiders  seem  to  make  out  like  bandits:  taking  out  r 
lions  in  personal  loans  on  cushy  terms,  rewarding  themsel 
with  rich  options,  bonus  packages,  and  feather-bedded  p  s 
sions.  According  to  a  Feb.  11  Business  Wee/c/Ipsos-Reid  p 
81%  of  investors  don't  have  much  confidence  in  those  runn  i 
Big  Business  (page  108).  And  68%  have  little  or  no  fa 
that  the  stock  market  treats  average  investors  fairly  Th< 
suit:  The  new  Investor  Class  is  losing  its  appetite  for  risk 
is  parking  its  cash  in  unglamorous,  low-yielding  money-mi 
ket  funds  and  bank  savings  accounts.  Far  fewer  are  opera 
brokerage  accounts.  And  last  year,  investors  slapped  a  recc 
341  class  actions  on  brokers — lawsuits  that  could  cost  the  b;  r 
kers  as  much  as  $14  billion  to  settle — charging  them  w  m 
everything  from  issuing  misleading  prospectuses  to  taki  : 
kickbacks  for  IPO  allocations.  Individual  complaints  for  bad  ;  r- 
vice  soared  as  well.  !  : 

How  all  this  shakes  out  is  vital  to  the  health  of  the  U.  t 
economy.  If  the  crisis  galvanizes  companies  and  governmt  k 
into  cleaning  things  up,  investors  will  regain  the  confider  i 
they  need  to  put  money  to  work  in  productive  investmen  p\ 
The  stock  market  will  rebound,  and  companies  will  get  t  it- 
funding  they  need  to  grow.  But  if  the  malaise  lingers,  t  t- 
bear  market  will  drag  on  and  the  economy  could  suffer   t  w 


MODERATE  TO 
HIGH-INCOME 

The  vast  majority 
earns  more  than 
$50,000  a  year; 
nearly  half  top 
$75,000.  A 
majority  of  those 
earning  $30,000  to 
$50,000  also 
invest. 


OVERWHELMINGLY 
WHITE 

Caucasians  are  by 
far  the  most  likely 
to  invest.  African 
Americans  and 
Latinos  are  less 
than  half  as  likely 
to  invest  as  are 
non-Hispanic 
whites. 


BABY 
BOOMERS 

The  most  likely  in- 
vestors are  between 
the  ages  of  35  and 
49.  People  under 
25  are  extremely 
unlikely  to  invest, 
while  only  about 
40%  of  seniors  are 
in  the  market. 
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WHO  STOPPED  OPENING  HER  STATEMENTS 


Jntil  three  years  ago,  31-year-old  Manhattan  attorney 

Heather  E.  Barr  had  no  interest  in  the  stock  market 

or  planning  for  retirement.  She  finally  signed  up  for 

|e  of  three  Salomon  Smith  Barney  Inc.  funds  offered  by 

|r  company's  401(k)  plan  at  the  urging  of  a  co-worker.  It 

;o  happened  to  be  at  the  peak  of  the  market.   For  a 

lile,  the  account  did  fairly  well,  but  by  last  year,  she  had 

it  a  third  of  her  money.  The  last  time  she  looked,  the 

[count  was  worth   less  than   $2,000.   She   has  since 

jpped  opening  her  statements.  While  she  still  puts  an 

Irtomatic  $50  a  month  into  the  plan,  she's  not  holding 

it  hope  for  a  rebound:  "I  don't  have  faith  in  the  stock 

jarket,"  she  says.  "Everyone  says  you  have  to  ride  it  out 

hd  be  in  for  the  long  haul.  Maybe  that's  true,  but  putting 

joney  in  a  shoe  box  would  have  landed  me  more." 


4  4  Putting  money  in  a  shoe  box 
would  have  landed  me  more?? 


tal  for  entrepreneurial  ventures  and  research  and  devel- 

|ent  dries  up.  For  sure,  the  fear  that  many  big  companies 

be  cooking  their  books  makes  for  a  much  riskier  market. 

[e  experts  paint  fairly  extreme  scenarios:  "It  could  lead  to 

se  in  the  cost  of  capital  [and]  lead  to  serious  concerns 

at  foreigners  wanting  to  invest  in  America,"  Senator  Jon 
Corzine  (D-N.J.),  a  former  Goldman,  Sachs  &  Co.  co- 
|rman,  recently  told  the  Senate  Budget  Committee. 

fith  investor  angst  rising,  Washington  has  swung  into 

mi.  Never  before  have  the  politicos  faced  the  wrath  of  so 
ky  disaffected  investors.  In  a  highly  partisan  atmosphere, 
tublicans  and  Democrats  are  both  moving  to  shape  post- 
ron,  confidence-building  reforms.  Even  conservatives  who 
(>1  the  virtues  of  deregulation,  individual  choice,  and  private 
Mints  for  Social  Security  and  medical  care  know  they 

lot  promise  the  magic  of  democrati2ed  investing,  while  the 

[ression  grows  that  the  game  is  rigged  against  the  little 

No  fewer  than  12  congressional  committees  are  probing 

Enron  scandal  and  rushing  to  hammer  out  reforms  de- 
(led  to  do  everything  from  reining  in  Wall  Street  ana- 
[s  to  imposing  tougher  accounting  rules  on  companies  and 

ing  up  safeguards  on  America's  retirement  savings, 
tarely  has  Capitol  Hill  reacted  so  fast  to  a  burgeoning 
rket  crisis.  But  it  wall  take  more  than  dozens  of  rapidly 

ted  proposals  and  public  posturing  to  restore  confidence. 


Suddenly,  no  one  knows  who  to  trust.  In  the  Business- 
Wee/c/Ipsos-Reid  poll,  54%  of  investors  said  they  are  con- 
cerned about  the  honesty  and  reliability  of  the  investment  in- 
formation they  receive.  "It's  a  strange  time.  People  wonder  if 
the  wool  is  constantly  being  pulled  over  their  eyes.  It  makes 
for  a  very  vulnerable  market,"  says  Robert  J.  Shiller,  eco- 
nomics professor  at  Yale  University  and  the  author  of  the 
2000  best-seller  Irrational  Exuberance. 

Indeed,  the  Enron  scandal  and  the  swift  bankruptcy  of  up- 
start telecom  Global  Crossing  Ltd.  have  cast  a  long  shadow  of 
suspicion  about  possible  accounting  improprieties  at  company 
after  company.  The  stock  prices  of  energy  outfit  Calpine, 
conglomerate  Tyco  International,  and  megabank  J.  R  Mor- 
gan Chase  have  been  battered  because  of  questions  about  ac- 
counting practices  (page  110).  Even  such  blue  chips  as  General 
Electric  Co.  and  IBM  are  under  the  microscope.  Americans 
who  came  to  see  their  free-market  economy  as  largely  im- 
mune to  the  cronyism  that  plagues  many  foreign  countries 
were  shocked  to  see  how  Enron's  cozy  ties  with  its  own  ac- 
counting firm  inoculated  it  from  scrutiny.  "Enron  has  been  el- 
evated to  a  symbol,"  says  Woody  Dorsey  of  Market  Semiotics, 
an  institutional  forecasting  service.  "There's  a  whole  new 
level  of  uncertainty  about  profits,  about  the  integrity  of  the 
accounting  profession  and  of  Wall  Street." 

The  usual  investor  watchdogs — the  board,  auditors,  and 
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11  :•  OOUpi .:•:  THAT  SWITCHED  TO  A  SAVINGS  ACCOUNT 


For  Laurence  Kramer,  56,  and  his  wife,  Ellen,  49,  the 
best  investment  these  days  is  a  savings  account  earning 
2%.  The  Kramers,  once  aggressive  investors  who  devot- 
ed 10%  of  their  annual  income  to  buying  stocks,  got  fed  up 
with  their  brokers  and  stopped  putting  money  into  the  market 
last  March.  "They  all  dropped  the  ball,"  says  Ellen,  who  owns 
a  designer-clothing  boutique  in  Armonk,  N.Y.,  where  the  cou- 
ple lives.  "It's  'Oops,  I  just  lost  $500,000'— and  then  they 
don't  return  your  phone  calls."  That's  not  all:  Accounting 
fraud,  they  fear,  will  plague  more  U.S.  companies.  "The 
depth  of  the  deceit  is  extraordinary,"  says  Laurence,  a  lawyer. 
"It  has  made  us  gun-shy  and  has  undermined  the  faith  that 
we  had  in  major  corporations." 

((The  depth  of  the  deceit 
is  extraordinary?  J 


regulators — all  seem  to  have  been  asleep  or  deeply  conflicted 
about  their  roles.  Even  professional  investors  are  consumed 
with  fox-minding-the-henhouse  worries.  In  a  Feb.  5  study  by 
Wall  Street  Reporter  magazine,  43%  of  322  professionals 

polled  said  that  they 
are  "extremely  con- 
cerned" about  the  po- 
tential for  widespread 
financial-reporting 
fraud,  and  61%  said  regulators  could  do  a  better  job. 

Of  course,  the  heavy  hitters  in  Washington,  on  Wall  Street, 
and  in  corporate  boardrooms  contend  that  investors  are  over- 
reacting. Says  Treasury  Secretary  Paul  H.  O'Neill:  "While  we 
may  need  to  do  some  repair  work,  I  don't  believe  that  our 
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system  is  broken.  We  have  the  lowest  capital  costs  of  I 
place  in  the  world,  because  we've  demonstrated  thatl 
vestors'  money  is  safer  here."  These  Establishment  figure^ 
gue  that  the  economy  seems  to  be  picking  up  steam 
that  company  earnings  will  soon  start  to  look  better, 
spite  the  flaws,  they  say,  the  U.S.  still  has  the  most  rigor 
reliable  accounting  system,  and  most  companies  follow  I 
rules.  "The  market  has  already  responded  to  the  potentia 
overstated  profits  in  the  same  way  it  responds  to  an 
pected  negative  event:  ready,  fire,  aim,"  says  Jeffrey  IV 
plegate,  chief  investment  strategist  at  Lehman  Brothers 
Even  so,  some  analysts  believe  the  market  as  a  whok 
mains  overvalued.  The  market's  price-earnings  ratio  is  high 
historical  standards — despite  today's  low  inflation  and  intel 


THEY'RE  FED  UP 


How  badly  has  the  Enron  fiasco  shaken  confidence 
in  the  markets?  An  Ipsos-Reid  poll  of  619  in- 
vestors* conducted  for  BusinessWeek  on  Feb.  11 
found  that  they  don't  see  Enron  as  an  isolated  case. 
They  are  not  pulling  out  of  stocks  en  masse,  but  they 
want  business  to  clean  up  its  act  and  regulators  to  beef 
up  policing.  Highlights  of  the  poll: 

THE  ENRON  EFFECT 

Which  of  the  following  comes  closest  to  your  opinion  about  the 
Enron  case? 

It's  a  totally  unique  situation  that  applies  only  to  Enron  ..10% 
It's  an  indication  that  some  well-known  corporations  have 
begun  using  questionable  accounting  practices  of  the  kind 

that  got  Enron  into  trouble 60% 

It's  proof  that  there  may  be  an  epidemic  of  deceptive  account- 
ing practices  involving  many  well-known  corporations 28% 

Not  sure 1% 

Looking  ahead,  how  will  the  Enron  case  affect  your  actions  as 
an  investor  in  the  next  six  months? 

It  will  not  seriously  affect  my  investment  decisions 43% 

It  will  make  me  much  more  cautious  before  I  make  an 

investment  in  a  particular  company 41% 

It  will  make  me  reluctant  to  invest  any  more  in  stocks  until  I 
get  a  better  understanding  of  the  extent  of  the  problem. ..14% 
Not  sure 1% 


GIVE  THEM  MY  MONEY? 

Over  the  next  six  months,  do  you  think  you  will  probably  invest  | 
in  stocks  or  stock  mutual  funds? 


2/11/02 

A  lot  more 4%. 

Somewhat  more 25% 24% 35% 37% 


11/30- 

12/3/01** 

4%. 


11/28- 
12/4/DO*' 

7%. 


12/2- 
12/7/99** 

...10% 


Reduce  somewhat 13% 15% 13% 

Reduce  a  lot 8% 9% 5% 

Stay  the  same 47% 42% 32% 

Not  sure 4% 6% 7% 


.10% 
...5% 
.29% 
.10% 


Total  Invest  More 
Total  Reduce 

29%... 

21%... 

....28%.... 
....24%.... 

....42%  ... 
....18%... 

47% 
15% 

REIN  THEM  IN 

Do  you  favor  or  oppose  the  following  proposals? 


STRONGLY 
FAVOR 


SOMEWHAT 
FAVOR 


STRONGLY 
OPPOSE 


SOMEWHAT 
OPPOSE 


NOT 
SURE 


Making  top  corporate  officials  who  are  found  guilty 
of  serious  financial  fraud  liable  for  criminal 
prosecution 89% 10% 1% 1% 


Requiring  executives  to  release  to  employees  and  investors 
more  timely  and  accurate  information  about  a  company's 
financial  health 87% 9% 2% 1% 2% 

Beefing  up  the  Securities  &  Exchange  Commission  auditing 
and  enforcement  division  to  increase  federal  policing  of  the 
accounting  industry..47% 29% 12% 9% 2% 

"Out  of  768  adults  interviewed.  619  were  investors:  margin  of  error  for  investors:  +/-  4% 
"BW  Hams  Poll 


that  NTT  Communications  has  joined 
;  with  Verio,  there's  a  solutions  provider 
'the  power  to  meet  your  Internet  needs 
o-end  and  top-to-bottom. 

"TA/ERIO,  we  operate  a  global  Tier  1 
k  with  an  industry-leading  SLA.  We 

seamlessly  integrated  IP  solutions,  from 

nally-secure  VPNs  and  fail-safe  hosting 
tation  and  24/7  maintenance.  Our 
solutions  also  cover  ATM  and  Frame 
oplied  through  our  Arcstar  global 

iqed  data  network  services. 

■^portantly,  we  have  the  breadth  o\ 
■  ence  and  the  deep  financial  resources 
are  your  best  assurance  we'll  be  there  to 
xt  you  for  a  long  time  to  come. 


www.ntt.com/verio 

For  further  information,  contact  : 
NTT  Communications  Corporation, 


n    t   t   v    e    r    i    o 


ntt.com 


i:AL  SLA 


want  to  go  farther. 
You  need  an  IP  solutions  provider 
that  can  go  the  distance. 


AMERICAS 


Arcstar  GLOBAL 
NETWORK 


UAL  IP  NETWORK 


GLOBAL  SERVER  LOAD  BALANCING 
(Smart  Content  Delivery) 


IP-VPN 

(IP  Sec  Type;  Global  IP 

Security  Gateway  Service) 

(Multi-protocol  label 

switching  (MPLS)  Type) 


EUROPE 


DATA  CENTER 


JAPAN 


NTT  Communications  Group  Offices 

Japan  •  USA  •  Brazil  •  UK  •  France  •  Germany  •  Netherlands  •  Belgium  •  Switzerland  •  Italy  •  Spain  •  Korea  •  China 
•  Hong  Kong  •  Taiwan  •  Vietnam  •  Thailand  •  Indonesia  •  Singapore  •  Malaysia  •  Philippines  •  Sri  Lanka  •  Australia 

*  A  full  service  offering  may  not  be  available  in  some  areas. 


WHO  WASHED  HIS  HANDS  OF  WALL  STREET 


Blair  R.  Williams,  63,  has  always  distrusted  Wall  Street, 
but  now  he's  deeply  cynical.  "Do  they  deliberately  lie?  The 
average  investor  may  never  know,"  he  says.  "But  there  are 
lots  of  people  trying  to  lead  us  down  the  garden  path." 
Williams,  who  lives  in  a  retirement  community  in  Monroe, 
N.J.,  entrusted  $70,000  to  a  ubs  PaineWebber  broker  last  year. 
After  three  months,  only  $20,000  remained.  "He  seemed  to 

have  a  great  ability  to 
pick  absolutely  the  wrong 
stock."  A  week  after  his 
broker  bought  Compaq 
Computer  Corp.  at  $45,  the  stock  halved.  Williams  and  his 
wife — who  lost  15%  of  a  $2  million  nest  egg  in  two  years — 
now  manage  more  of  their  own  investments.  "I'm  much  more 
distrustful  of  everything  because  of  the  markets,  the  dot- 
coms, and  the  Enrons,"  he  says.  "It  was  all  fueled  by  greed." 

U  I'm  much  more  distrustful. . . 
It  was  all  fueled  by  greed  J? 
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rates.  The  s&P  500  stocks  now  trade,  on  average,  around  21 
times  estimated  2002  earnings — down  from  around  25  near 
the  March,  2000,  peak  but  still  way  above  the  historical  av- 
erage of  about  15. 

Worse  yet,  the  e's  in  the  p-e  ratios  could  be  substantially 
overstated.  The  worry  is  that  thousands  of  companies  have 
consistently,  and  legally,  overstated  earnings  for  the  past 
few  years.  Robert  Barbera,  chief  economist  at  Hoenig  & 


THE  FALLOUT 

Since  Enron's  bankruptcy  filing  on  Dec.  2,  the  market  has  punished 
companies  with  any  hint  of  murky  accounting. 

ACCOUNTING 
ISSUE 

Discloses  a  confusing  contract  with  Enron  on  debits 
and  credits 

Moody's  downgrades  debt,  warns  of  off-balance- 
sheet  risks 

Spars  with  short-sellers  over  earnings-growth  figures 

Announces  earnings  with  a  long  list  of  adjustments 

Delays  full  financial  report  to  re-tally  off-balance- 
sheet  liability 

Delays  2001  results  to  restate  earnings 

Telecom  bankruptcies  cast  new  doubt  on  accounting 

Haunted  by  $2.5  billion  inventory  writedown  in  2001; 
new  concerns  over  revenue  padding 

Reveals  new  risks  from  Enron  off-balance- 
sheet  vehicles 

Changes  revenue  accounting;  Moody's 
questions  outlook 

'Through  Feb.  12  Data:  Bloomberg  Financial  Markets.  BusinessWeek 


COMPANY 

STOCK  FALL     . 
SINCE  NOV.  30* 

CALPINE 

60.3% 

MIRANT 

57.6 

TYCO 

48.2 

AES 

38.6 

WILLIAMS 
COS. 

38.4 

RELIANT 

31.2 

QWEST 

22.6 

CISCO 

15.6 

J.P.  MORGAN 
CHASE 

15.6 

COMPUTER 
ASSOCIATES 

14.6 

Co.,  figures  most  of  the  26%  operating  earnings  gro\ 
ported  by  s&p  500  companies  from  1997  through  2000 
result  of  accounting  shenanigans.  "I  don't  believe  that  I 
earnings  growth  in  the  late  1990s  was  there,"  he  says, 
because  tactics  such  as  inflating  earnings  by  excluding  the  | 
of  employee  stock  options  from  expenses  and  relying 
massive  restructuring  charges  came  into  vogue.  Even 
tablished  companies  started  using  accounting  voodoo, 
turning  the  rising  value  of  their  pension-pL 
sets  into  higher  earnings  and  using  sc 
pro  forma  numbers. 

But  post-Enron,  the  accounting  games  j 
coming  to  a  shuddering  halt.  For  years  to 
investors  may  question  the  figures  they 
ed  in  the  past.  Financial  reporting  is  sure 
come  more  conservative.  So  even  wheni 
market  settles  down,  reported  earnings 
likely  to  boom  again  and  rekindle  the  for 
the  last  bull  market  'It  is  not  that  we  can't  | 
back  to  where  we  were.  We  were  never 
to  begin  with,"  adds  Barbera. 

That's  especially  worrisome  because  wl 
crisis  like  Enron  occurs  during  a  bear  ma 
stocks  typically  take  about  12  months  to  J 
cover,  according  to  a  study  by  Crandall,  Pi^ 
&  Co.,  a  Libertyville  (111.)  investment  res 
firm.  And  recovery  times  from  earlier  st 
bubbles  are  sobering.  It  wasn't  until  1958  1| 
the  market  regained  its  inflation-adjusted  l| 
pre-crash  level,  according  to  Yale's  Shiller. 
two  decades  after  1929,  the  average  real) 
turn  for  the  stock  market,  including  divide 
was  0.4%  a  year,  vs.  the  25%  investors 
used  to  in  the  late  1990s.  Most  economists 
that  history  will  repeat  itself  so  cruelly, 
all,  the  U.S.  economy  is  in  much  better 
now,  and  the  stock  market — though  it  may  II 
riskier  place  than  many  new  investors  ur| 
ined — has  a  more  level  playing  field  than  it 
in  the  post-Depression  era. 

Still,  that's  cold  comfort  for  ordinary) 
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vestors,  who  read  daily  about  corporate  chieftains  profiting 
from  insider  sales  while  their  own  portfolios  shrivel.  Says 
Charles  Prestwood,  a  63-year-old  retired  Enron  employee 
who  lost  practically  all  of  his  $1.3  million  savings,  invested  in 
the  company's  stock:  "Something  stinks  here... there  are  peo- 
ple at  Enron  who 
made  millions  selling 
the  stock  while  we, 
the  rank  and  file,  got 
burned."  Such  prac- 
tices weren't  confined  to  Enron.  According  to  sec  filings, 
Global  Crossing  Chairman  Gary  Winnick  sold  $734  million  in 
shares  before  the  profitless  company  collapsed. 

Arrogant  execs  are  not  the  only  targets  of  investors'  ire. 
Morgan  Stanley  Dean  Witter  analyst  Mary  Meeker,  the  one- 
time "Queen  of  the  Net,"  pulled  down  a  $15  million  pay  pack- 
age in  1999 — the  eve  of  the  dot-bomb.  There's  no  telling 
how  much  money  analysts  such 
as  Meeker  cost  investors  with 
their  ^terminable  buy  recom- 
mendations on  Internet  stocks 
that  eventually  went  bust. 

Indeed,  many  Wall  Street 
analysts  seem  to  need  their 
own  analysts  these  days — 
those  of  the  Freudian  persua- 
sion. Eleven  out  of  16  analysts 
who  follow  Enron  had  buys  or 
strong  buys  on  it  as  late  as 
Nov.  8,  despite  a  series  of  red 
flags  ranging  from  a  $1.2  billion 
reduction  in  shareholder  equity 
to  an  sec  probe.  Part  of  the 
problem  is  that  few  truly  ana- 
lyze companies  these  days. 
Says  Paul  Patterson,  a  utility 
analyst  at  ABN  Amro  Inc.  in 
New  York:  "Analysts  don't 
want  to  be  on  the  wrong  side 
of  a  stock  that's  going  up." 

What's  worse,  since  they  of- 
ten get  paid  according  to  how 
much  investment  banking  busi- 
ness they  can  drum  up  for 
their  firms,  analysts  play  a 
dual  role  that  is  often  deadly 
for  investors.  At  the  height  of 
the  bull  market,  Salomon 
Smith  Barney  telecom  analyst 
Jack  Grubman  had  buy  recom- 
mendations on  practically  all 
the  companies  he  covered. 
During  that  time,  Salomon  was 
loading  up  on  investment  bank- 
ing fees  from  telecom  compa- 
nies, racking  up  almost  $1  bil- 
lion since  1997 — more  than  any 
other  Wall  Street  firm.  Now, 
nine  of  the  companies  Grub- 
man  cheered  during  the  tele- 
com craze  are  trading  for  less 
than  $1  a  share.  At  least  four 
are  in  bankruptcy. 

No  surprise,  then,  that 
shareholders  are  clamoring  for 
more  accountability.  Most  want 
to  see  some  of  the  high-profile 
execs  and  accountants  who've 
misled  them  join  the  ranks  of 


the  chain  gang.  In  our  poll,  89%  of  investors  say  they  st 
ly  favor  the  criminal  prosecution  of  corporate  officials  who| 
implicated  in  serious  financial  fraud. 

In  an  effort  to  placate  an  angry  public,  the  New 
Stock  Exchange  and  the  National  Association  of  Seci 
Dealers  issued  a  proposal  to  the  Securities  &  Excha 
Commission  on  Feb.  7  that  would  limit  compensation  that| 
alysts  can  receive  from  investment-banking  activity, 
rules  would  restrict  analysts'  trading  of  stocks  they  cover,  I 
them  from  reporting  to  their  firm's  investment  bankers, 
prohibit  them  from  promising  favorable  ratings  to  comj 
they  cover. 

Enron's  collapse  has  also  rocked  the  agenda  of  Wash 
conservatives.  For  a  decade,  GOP  strategists  predicted  thatl 
steady  rise  of  the  Investor  Class  would  create  a  powerful| 
litical  force  in  their  favor  as  shareholders  saw  that  vM 
came  from  capital  gains,  not  wages.  The  result  would 

inexorable  tilt  toward  gof 


POST-ENRON  REFORMS: 
WHAT'S  REAL  AND  WHAT'S  NOT 

The  prospects  for  congressional  action. 


PENSION  SECURITY 


►  Employees  can  sell  stock  from  company  match- 
ing programs  sooner.  Count  on  it. 

►  Employers  can  hire  outside  advisers  to  guide 
workers  on  investing  their  401(k)  cash.  A  lock. 

►  Employees  get  to  elect  trustees  for  401  (k)s  and 
pension  plans.  Unlikely  to  pass. 


CORPORATE  ACCOUNTABILITY 


►  Faster  reporting  of  all  insider  stock  trades. 
Excellent.  Could  happen  in  2003. 

►Suing  corporate  officers  for  financial  chicanery 
becomes  easier.  Dubious.  Conservatives  oppose. 

►Companies  must  book  stock  options  as  an  ex- 
pense. Good.  Has  bipartisan  backing. 


FINANCIAL  DISCLOSURE  &  TRANSPARENCY 


►Closer  SEC  scrutiny  of  financial  reports. 
Certain.  Commissioners  have  gotten  the  message. 

►  Investors  get  more  company  data  and  faster. 
Likely.  Treasury  Dept.  will  embrace  the  idea,  but  the 
scope  of  the  rules  remains  vague. 

►Crackdown  on  corporate  tax  shelters.  Dicey.  The 
worst  may  go,  but  new  mutants  will  emerge. 


ACCOUNTING 


►  New  private-sector  board  to  probe  accounting 
failures  and  discipline  auditors.  Certain. 

►Accountants  can't  consult  for  audit  clients. 
Good.  Big  Five  are  already  splitting  the  roles. 

►Accounting  rulemaker  FASB  overhauled  to  cut 
industry  and  political  clout.  Iffy.  Republicans 
prefer  market-based  reforms. 


POLITICAL  REFORM 


►  Banning  soft-money  donations  to  political 
parties.  Some  measure  likely.  But  corporate  cash 
will  find  new  roads  to  politicians'  pockets. 


shrined  policies,  such  as 
the-board  cuts  in  marginal 
rates,  deregulation,  and  bi 
etary  restraint.  Ultimately, 
proselytizers  insisted,  the 
brace  of  the  small-inves 
ethic  would  create  a  recepi 
climate     for     conservati 
choice  agenda.  Empowe 
the  success  of  their  self- 
ed  401(k)  plans,  they  ho 
stock  owners  would  vote 
policies  that  put  individ 
not  government,  in  chargi 
retirement  and  health 

Many  voters  still  sup] 
choice,  but  the  crown  jewt 
the  agenda — replacing  p; 
Social  Security  with  indivi 
accounts  invested  in  stocks 
bonds — stalled  when  fed 
budget  surpluses  ended 
officials  like  Lawrence  B. 
sey,  President  Bush's  chief  <j 
nomic  adviser,  think  that 
bear  market  hasn't  shaken 
agenda.  "The  theme  of 
the  President's  policies 
give  people  more  contra 
their  lives — be  it  their 
money,  retirement  savings 
Medicare  decisions,"  Lin 
says.  "There's  a  recogm 
that  we're  in  this  for  the 
term." 

Even  so,  investors'  res 
to   Enron — and   the   fear 
more  Enrons — has  taught 
servatives  a  sobering  less 
The  clamor  for  accountabL 
in  the  financial  system  me 
more  rules  and  regulations  i  f  r 
sector  they  have  spent  decai  1 
trying  to  deregulate. 

With  "we  told  you  so" 
mocrats  also  in  full  cry,  thei 
a  predictable  result:  a  regi 
tory  stampede  not  seen  si) 
the  savings  and  loan  crisis 
the  1980s.  Democrats  w« 
first  out  of  the  blocks,  call 
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Cashless 


Someday  the  car  and  the  computer  will 
merge.  Onboard  IT  systems  will  monitor 
location  and  running  condition  while  giving 
the  driver  safe,  hands-free  access  to  e-mail, 
websites  and  other  goodies.  Those  who  don't 
need  to  watch  the  road  will  get  even  more: 
videoconferencing,  movies,  satellite  TV. 


IT   Infrastructure 
for 


ety       [     Individuals]  istry 


Simulated  next-generation  vehicle  information  system 


With  our  in-depth  knowledge  of  every 
element  of  the  network— from  satellites  and 
chips  to  encryption  and  voice-recognition— 
we're  the  ones  to  get  it  all  running. 

IT  integration  is  making  things  better  all  over. 
www.mitsubishielectric.com/rT 
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for  limits  on  the  amount  of  company  stock  in  401(k)  plans  and 
moves  to  ease  shareholder  suits  against  corporate  officers,  di- 
rectors, and  auditors.  But  GOP  lawmakers  are  starting  to  fill 
the  House  and  Senate  hopper  with  proposals.  On  Feb.  13,  the 
Republican  leadership  of  the  House  Financial  Services  Com- 
mittee introduced  a 
sweeping  set  of  re- 
forms. They  include 
the  creation  of  a  Pub- 
lic Regulatory  Organi- 
zation to  investigate  auditing  failures  and  discipline  errant 
CPAs,  a  ban  on  accountants  consulting  for  audit  clients,  and  in- 
creased funding  for  the  sec's  enforcement  and  corporation-fi- 
nance divisions. 

Despite  bipartisan  tears  for  Enron's  victims,  the  parties  are 
taking  different  approaches.  Democrats  see  Enron  as  justifi- 
cation for  a  strong  assertion  of  government  power  to  outlaw 
conflicts  of  interest  and  even  restore  the  ban  on  companies  op- 
erating in  both  the  banking  and  securities  industries.  "We  can- 


not legislate  against  greed,  but  we  can  and  should  do  whs 
possible  to  prevent  greed  from  prevailing,"  says  Senate 
diciary  Committee  Chairman  Patrick  Leahy  (D-Vt.). 

But  in  the  GOP,  proponents  of  investor  empowerment 
more  likely  to  prevail.  Treasury  Secretary  O'Neill — char 
by  President  Bush  with  proposing  reforms  in  corporate  g 
ernance — and  sec  Chairman  Harvey  L.  Pitt  don't  think  t 
Washington  rulemakers  can  anticipate  "all  the  combinat) 
and  permutations  of  every  business  activity  in  the  world, 
O'Neill  puts  it.  Instead,  they  would  cater  to  the  Inv 
Class  with  more  transparency. 

On  Feb.  13,  the  sec  took  a  large  step  in  that  direetior 
announcing  plans  to  impose  far  stiffer  disclosure  rules 
companies.  Companies  must  produce  quarterly  reports  w 
in  30  days,  rather  than  45,  and  their  annual  reports  in 
days,  rather  than  90.  Significant  trading  in  company  stoct 
officers  and  directors  must  be  revealed  immediately, 
important  changes  in  business  must  be  reported  within  dj 
including  waivers  from  corporate  ethics  rules  or  off-balar 


-, 
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COMMENTARY 


By  Michael  J.  Mandel 


A  NEW  ECONOMY  NEEDS  A  NEW  MORAL! 


Each  economic  era  has  its  character- 
istic moral  struggle.  For  most  of 
tlit'  past  50  years,  the  moral  and 
political  debate  in  capitalist  economies 
focused  on  the  tug-of-war  between  in- 
come equity  and  economic  efficiency. 
Liberals  argued  that  it  was  a  moral 
duty  for  society  to  extend  a  helping 
hand  to  those  less  fortunate — the  poor, 
the  unemployed,  the  less-skilled,  the 
elderly.  Conservatives,  by  contrast,  held 
that  boosting  productivity,  efficiency, 
and  output  was  commendable  and  so- 
cially virtuous.  Together,  these  two  im- 
peratives formed  the  moral  foundations 
of  the  post- World  War  II  American 
capitalist  economy. 

Equity  and  efficiency  are  still  impor- 
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tant  today.  But  the  fall  of  Enron  Corp. 
does  not  fit  neatly  into  the  efficiency- 
equity  debate — and  neither  do  the  oth- 
er big  economic  and  financial  disasters 
of  recent  years,  such  as  the  accounting 
scandals,  the  dot-com  crash,  and  the 
telecom  meltdown.  Despite  all  efforts  of 
Democrats  to  put  a  populist  spin  on 
these  crises,  they  have  not  resulted  in 
massive  spasms  of  unemployment  that 
hurt  the  poor  and  widened  income  dis- 
tribution. Instead,  it  has  been  the  In- 
vestor Class  that  has  absorbed  much  of 
the  pain.  Nor,  to  the  chagrin  of  Repub- 
licans, can  the  problems  be  attributed 
to  government  overregulation  that  hurt 
efficiency.  Rather,  they  were  arguably 
the  result  of  a  lack  of  oversight. 


The  moral  outrage  today  focu 
risk.  Basically,  investors  and  wo 
are  incensed  at  being  snookered 
taking  risks  they  didn't  understi 
wouldn't  have  willingly  accepted 
lied  to  shareholders  and  workers 
the  risks  they  faced.  Venture  ca 
brought  high-risk  startups  publi 
out  clearly  informing  investors  ( 
dangers.  And  more  broadly,  gre 
ecutives  and  financiers  have  bee 
ing  risk  to  other  people  without 
informed  consent,  undennining  t 
security. 

This  is  still  an  equity  and  fair 
sue,  but  it's  a  much  different  sol 
in  the  past.  Compared  with  the 
Economy,  the  New  Economy  is 


-L 


financing.  Write-offs  large  enough  to  affect  a  company  s 

must  also  be  reported  quickly.  And  the  sec  wants 

bar  serious  corporate  wrongdoers  from  serving  in  key 

again.  "We  believe  that  we  should  not  give  officers 

etors  who  betray  their  trust  a  second  bite  of  the  ap- 

Jsays  Pitt. 

K'eill  wants  to  hold  both  corporate  CEOs  and  auditors  re- 

[ible  for  ensuring  that  investors  are  fully  informed. 

would  have  to  sign  off  on  a  checklist  of  corporate 

l.h  indicators — the  5  to  10  key  factors  affecting  a  com- 

I's  future.  Top  company  officials  would  be  personally 

if  the  list  were  incomplete  or  misleading.  Similarly,  the 

Bury  chief  is  likely  to  propose  that  auditors  give  their 

It  companies  performance  ratings  for  the  quality  and 

|tleteness  of  their  financial  controls.  That  would  replace 

i-'s  boilerplate  audit  opinions — a  test  that  few  companies 

flunk. 

shington,  is  of  course,  responding  to  an  angry  Investor 
That's  not  half  bad.  But  investors  shouldn't  let  down 


their  guard  too  soon.  After  all,  what  got  us  to  this  sorry  state 
was  a  willing  suspension  of  disbelief  about  the  laws  of  the 
market.  Real  resources  went  to  waste  on  dimwit  dot-coms 
and  overstocked  telecom  gear.  The  irrational  exuberance  of 
the  '90s  was  as  harmful  as  the  irrational  pessimism  that 
could  grow  out  of  investors'  feelings  of  betrayal.  The  best  out- 
come from  the  present  wave  of  angst  would  no  doubt  be  a  re- 
turn to  commonsense  investing.  Investors  should  place  their 
bets  on  rationality,  not  the  next  skyrocketing  stock. 

By  Marcia  Vickers  in  New  York  and  Mike  McNamee  in 
Washington,  with  Peter  Coy,  David  Henry,  Emily  Thornton, 
and  Mara  Der  Hovanesian  in  New  York,  and  bureau 
reports 


BusinessWeek  online 


For  interviews  with  SEC  Chairman  Pitt,  Treasury  Secretary  O'Neill,  and 

more  poll  results,  go  to  the  Feb.  25  issue  online  at 

www.businessweek.com. 


on  risk-taking.  Financial  mar- 
nuch  more  central,  venture 
d  startups  more  important, 

options  more  pervasive.  Con- 
ihnological  and  market  innova- 
sential. 

;re's  a  moral  vacuum  at  the 
he  New  Economy  that  needs 
d.  A  clear  consensus  hasn't 
»d  about  the  dividing  lines  be- 
eptable  and  unacceptable  risk, 
ant  to  be  able  to  take  risks — 
the  next  hot  stock,  join  the 
company.  But  they  want  to  be 

cide,  knowledgeably,  how 

to  take. 
ire  some  principles  that  are  a 

of  a  moral  framework  for  the 
>nomy: 

risk-taking  in  the  pursuit  of 
and  growth  is  both  desirable 
mendable. 

weneurs,  aggressive  investors, 
taking  workers  are  to  be  cele- 

their  contributions  to 
Business  journalists  were  right 
ts  of  attention  to  people  like 

Bezos,  the  founder  of  Ama- 
inc,  because  he  exemplifies  a 

to  take  the  sort  of  risks 
re  the  U.  S.  economy  forward, 
g  future  generations  and  the 
he  world. 

ncouraging  risk-taking  is  only 
he  equation.  The  other  half  is 
it  under  control — and  that's 
ie  real  mistakes  were  made. 

ency  is  an  essential  virtue. 

ules  of  accounting  have  always 
red,  at  least  theoretically,  to 

disclosure.  But  in  the  New 
y,  transparency  becomes  a 
loral  imperative.  Innovation  is 

enough  without  the  true  risks 
jfuscated  and  hidden.  Thus, 


Enron's  shareholders  were  cheated  be- 
cause they  did  not  receive  full  informa- 
tion about  the  true  debt  and  profits  of 
the  company.  And  while  most  venture 
capitalists  did  nothing  illegal  when 
they  made  big  bucks  by  selling  risky 
dot-com  and  telecom  startup  shares  to 
small  investors,  they  did  commit  a 
moral  wTong. 

Imposing  risk  on  others  without  their  in- 
formed consent  is  morally  problematic. 

In  business  and  technology,  uncer- 
tainty is  unavoidable.  But  pushing  risk 
on  to  others  without  their  consent  is  a 
bit  like  dumping  garbage  on  other  peo- 
ple's property  in  the  middle  of  the 
night.  Forcing  employees  to  hold  exces- 
sive amounts  of  company  stock  in  their 


Investors  deserve 
information-so  they 
can  decide  how  much 

risk  is  too  much 


401(k)  accounts,  for  example,  imposes 
unnecessary  risks  on  people.  Similarly, 
a  company  that  offers  only  health-care 
plans  with  high  deductibles  to  workers 
as  a  way  of  lessening  its  owti  financial 
risk  may  be  stepping  over  the  line. 

This  sort  of  risk-shifting,  in  which 
workers,  shareholders,  and  consumers 
are  forced  involuntarily  to  bear  undue 
risk,  is  not  acceptable.  Imposing  non- 
consensual risk  is  in  some  ways  like 
stealing:  On  average,  it  makes  the  peo- 


ple absorbing  the  risk  worse  off. 

Richer  people,  organizations,  and  coun- 
tries should  be  encouraged  to  take  on  a 
larger  share  of  the  risk. 

The    concept  of  charity,  in  the 
sense  of  giving  of  money,  is  a  familiar 
one.  But  it's  an  equally  important 
moral  imperative  for  the  riskiest  proj- 
ects and  activities  to  be  taken  on  by 
those  best  able  to  bear  the  uncertain- 
ty, while  poorer  people  should  have 
more  income  and  job  security.  Wealthy 
corporations  have  a  responsibility  to 
fund  risky  innovations  even  if  it  does- 
n't immediately  help  the  bottom  line. 
Rich  countries  such  as  the  U.S.  are 
morally  bound  to  make  investments  in 
the  developing  world  even  if  the  risks 
are  high. 

It  should  be  noted  that  encouraging 
the  rich  to  take  more  risks  could  well 
widen  the  income  gap,  because,  typical- 
ly, higher-risk  investments  have  bigger 
payoffs.  For  example,  the  U.  S.,  with 
big  investments  in  startups  and  cut- 
ting-edge technologies,  took  more  risks 
than  other  countries  in  the  1990s  and 
wTas  rewarded  with  faster  growth.  That 
widened  the  gap  between  the  U.  S.  and 
other  countries. 

Moral  principles  do  not  immediately 
translate  into  policy.  The  appropriate 
balance  betwreen  equity  and  efficiency 
has  been  the  focus  of  political  debate 
for  decades.  Similarly,  the  fight  over 
howr  to  regulate  risk  and  security  is 
only  now  starting,  as  Congress  consid- 
ers reforming  pension  plans,  401(k)s, 
Social  Security,  and  disclosure  require- 
ments. But  no  matter  what  laws  are 
eventually  passed,  moral  foundations 
are  critical  to  reassure  jittery7  investors 
and  workers,  and  to  put  the  New  Econ- 
omy on  a  firm  footing. 

Mandel  is  chief  economist. 
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COMMENTARY 

By  Gary  Weiss 

CONGRESS  WILL  HUFF  AND  PUFF  AND.. .DO  LITTLE 


A  headline-grabbing  scan- 
dal. Congressional  hear- 
ings. Criminal  charges  on 
the  horizon.  It's  happening 
now  with  Enron  Corp.,  but 
every  few  years,  it  seems,  a 
new  scandal  hits  Corporate 
America — be  it  junk  bonds  or 
the  demise  of  Long-Term 
Capital  Management.  And  in 
almost  every  case,  after  the 
smoke  clears,  nothing  of  sub- 
stance changes  as  lawmakers 
and  regulators  back  away 
from  meaningful  reform.  Will 
Enron  be  different? 

The  conventional  wisdom 
is  that  it  will,  because  the 
scandal  is  unprecedented  in 
scope.  Even  the  most  jaded 
observers  find  the  fallout 
staggering.  "It's  a  really 
powerful  issue  for  people. 
I'm  pretty  comfortable  that 
this  is  going  to  be  an  excep- 
tion from  the  past,  that 
there  will  be  real  change," 
says  Michael  F.  Bachner,  a 
New  York  securities  lawyer 
who  has  represented  ag- 
grieved investors  and  crimi- 
nal defendants  alike. 

But  it's  premature  to  as- 
sume that  Enron  will  be  an 
exception  to  the  rule  of  sound  and 
fury  followed  by  nothing.  Public 
memories  are  short.  Despite  the 
groundswell  in  sentiment  for  regula- 
tion, the  new  Investor  Class  remains 
amorphous  and  disorganized.  And 
televised  appearances  to  the  con- 
trary, lawmakers  are  certainly  going 
to  listen  when  the  Wall  Street  and 


Cover  Story 


THE  BETRAYED  INVESTOR 


accounting  lobbies  speak — and  fill 
their  campaign  coffers.  Former  Secu- 
rities &  Exchange  Commission  Chair- 
man Arthur  Levitt  Jr.  recently  told 
reporters  that  few  lawmakers  are 
friends  of  investors.  "The  political 
class  is  anti-regulatory,"  Levitt  said, 
adding  that  he  expects  "blocking  leg- 
islation to  stem  Draconian  steps." 
History  abounds  with  examples 
that  support  Levitt's  thesis.  Consider 
the  collapse  of  Long-Term  Capital 
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Management  in  1998.  Attention  fo- 
cused on  ltcm's  leverage  and  use  of 
derivatives  and  on  the  secretive 
world  of  hedge  funds.  Study  commis- 
sions were  appointed,  legislation  pro- 
posed. But  four  years  later,  what 
was  the  result?  Nothing.  Likewise, 
the  penny-stock  scams  of  the  1980s 
resulted  in  regulations,  such  as  sales- 
practice  rules,  that  were  easily  cir- 
cumvented in  the  1990s  by  a  new 
generation  of  stock  scamsters. 

True,  the  savings-and-loan  scan- 
dals produced  prosecutions  and  a 
regulatory  overhaul.  But  the  s&L  cri- 
sis was  as  much  an  accounting  deba- 
cle as  Enron  is — and  the  accountants 
got  off  scot-free.  Accountants  allowed 
thrifts  to  keep  junk  bonds  on  the 
books  at  cost,  rather  than  marking 
them  to  market  when  they  lost  val- 
ue. Shrugging  off  their  profession's 
dismal  performance,  accountants  suc- 
cessfully dodged  reforms — despite  a 
hue  and  cry  that  included  televised 
congressional  testimony  by  former 


s&L  exec  Charles  Keating. 
At  the  end  of  the  day,  "the 
s&L  scandal  did  not  result  ii 
any  reforms — it  resulted  in 
just  the  opposite,  a  so-callec 
reform  act  that  made  ac- 
countability less  important," 
notes  Melvyn  I.  Weiss,  a 
prominent  securities  lawyer) 
representing  plaintiffs. 

Indeed,  Congress  must 
share  the  blame  for  Enron 
because  it  chipped  away  at 
investor  protections.  The 
Private  Securities  Litigation 
Reform  Act  of  1995  "set  the 
stage  for  all  that  went 
wrong  at  Enron.  They  re- 
moved the  'aider  and  abet 
tor'  rules,  so  the  accountanl 
and  lawyers  and  consultants 
could  give  advice  without 
any  liability,"  says  John 
Lawrence  Allen,  a  New  Yo: 
securities  lawyer. 

True,  Congress  was  oste: 
sibly  aiming  at  curbing  friv 
lous  lawsuits.  But  plaintiffs' 
lawyers  have  a  point,  in  the 
wake  of  Enron,  when  they 
maintain  that  Congress  wen 
too  far.  Lawmakers  now  are 
weighing  a  host  of  proposals 
and  some  of  them  are  likely 
to  be  enacted  (table,  page  112).  The 
days  of  accountants  consulting  for 
auditing  clients  are  no  doubt  gone. 
Pension  rules  will  probably  be 
strengthened.  Criminal  prosecutions 
are  likely  and  would  help  deter  fur- 
ther wrongdoing. 

But  Congress  needs  to  show  some 
leadership  and  tackle  issues  the 
securities  and  accounting  industries 
will  find  distasteful.  Auditors  must 
have  an  affirmative  duty  to  look  for 
fraud.  Analyst  independence — and 
freedom  from  investment-banker  in- 
fluence— must  be  guaranteed.  And 
the  sec,  working  with  federal  prose 
cutors,  should  act  forcefully  against 
corporate  officers  who  tell  lies. 

Taking  such  steps  is  going  to  re- 
quire substantial  political  will.  It  will 
mean  facing  downi  powerful  lobbyists 
Grandstanding  before  the  TV  cameras 
is  so  much  easier. 


Senior  Writer  Weiss  has  coverei 
Wall  Street  scandals  since  1986. 
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Enron's  unrelenting  stress 
on  growth  and  its  absence  of 
controls  helped  push  execs 
into  unethical  behavior 

At  Enron  Corp.,  they  called  her 
"the  Weather  Babe."  Lynda  R. 
Clemmons,  a  French  and  history 
major  from  Southern  Methodist 
University,  was  supposed  to  be  em- 
blematic of  the  rebels  in  Enron's  free- 
wheeling culture.  In  1997,  as  a  27-year- 
old  gas-and-power  trader,  she  launched 
an  esoteric  enterprise  in  weather  de- 
rivatives. Within  two  years,  her  startup 
had  written  $1  billion  in  weather  hedges 
to  protect  companies  against  short-term 
spikes  in  the  price  of  power  during  heat 
waves  and  cold  snaps. 

Clemmons'  story  made  the  rounds, 
from  a  favorable  Harvard  Business 
School  case  study  to  The  New  York 
Times  business  section,  where  she  was 
pictured  in  black  leather  on  a  Harley- 
Davidson.  She  was,  after  all,  a  product 
of  what  Enron's  culture  was  supposed  to 
be  all  about:  smart,  sassy,  creative,  and 
risk-taking.  And  Enron  made  the  most 
of  her  business,  trumpeting  weather  de- 
rivatives as  yet  another  high-potential 
deregulated  market. 

Like  other  Enron  initiatives,  this  one 
never  lived  up  to  the  hype.  "It  was 
such  a  flaky  business,"  says  John  Ol- 
son, an  analyst  at  Sanders  Harris  Mor- 
ris in  Houston.  "They  got  more  mileage 
out  of  the  public  relations 
than  they  actually  made  in 
earnings."  Not  exactly  the 
way  Enron's  "cultural  revo- 
lution" was  supposed  to  play 
out.  But  as  everyone  knows,  with  En- 
ron, nothing  was  quite  as  it  appeared. 

For  most  of  the  1990s,  ceos  at  Old 
Economy  companies  struggled  to  turn 
slow-moving  organizations  into  nimbler, 
more  flexible  outfits.  Failure  cost  chief- 
tains their  jobs  at  General  Motors, 
Eastman  Kodak,  Westinghouse,  and  a 
host  of  other  behemoths.  Truth  is,  real 
transformations  are  the  exception  rather 
than  the  rule.  Changing  the  core  values, 
the  attitudes,  the  fundamental  relation- 


CORPORATE  CULTURE 


THE  ENVIRONMENT 
WAS  RIPE  FOR  ABUS 


ENRON 

&  BEYOND 


ships  of  a  vast  organization  is  over- 
whelmingly difficult.  General  Electric 
Co.'s  John  F.  Welch  and  ibm's  Louis  V. 
Gerstner  Jr.  have  been  lionized  for  hav- 
ing led  two  of  the  very  few 
successful  makeovers. 

That's  why  an  army  of  ac- 
ademics and  consultants  de- 
scended on  Enron  in  the  late 
1990s  and  held  it  up  as  a  paragon  of 
management  virtue.  Enron  seemed  to 
have  transformed  itself  from  a  stodgy 
regulated  utility  to  a  fast-moving  en- 
terprise where  performance  was  para- 
mount. The  Harvard  case  study  put  it 
simply  enough:  "Enron's  transformation: 
From  gas  pipelines  to  New  Economy 
powerhouse." 

If  only  that  were  true.  Many  of  the 
same  academics  are  now  scurrying  to 
distill  the  cultural  and  leadership  les- 


How  A  New  Economy  Corporate  Culture  Went  Awry 


sons  from  the  debacle.  Their  conclu:  f 
so  far:  Enron  didn't  fail  just  because  j  McKi 
improper  accounting  or  alleged  con  iw 
tion  at  the  top.  It  also  failed  becaus  mi 
its  entrepreneurial  culture — the  v  : 
reason  Enron  attracted  so  much  at  ptia[ 
tion  and  acclaim.  The  unrelenting  <  xiis 
phasis  on  earnings  growth  and  indi'  K •■- 
ual  initiative,  coupled  with  a  shock  T 
absence  of  the  usual  corporate  che  r 
and  balances,  tipped  the  culture  fi 
one  that  rewarded  aggressive  strat  |j 
to  one  that  increasingly  relied  on 
ethical  corner-cutting.  In  the  end, 
much  leeway  was  given  to  young, 
experienced  managers  without  the  r 
essary  controls  to  minimize  failures.  T 
was  a  company  that  simply  placed  a 
of  bad  bets  on  businesses  that  wen  i , 
so  promising  to  begin  with. 

Before  1990,  Enron  was  a  sleepy,  l 
ulated  natural-gas  company  domina 
by  engineers  and  hard  assets.  But  t 
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Many  Did  he  exploit 

^EO  was  encouraging        performance  reviews  to  get  back 
isk-taking  at  Enron  at  those  who  opposed  him? 

The  chairman  hired  Skilling  in  1990  with  a 
\e  to  build  Enron  Finance  Corp.  into  an  asset-light 
rry  for  financially  linked  products  and  services 


[  Enron  Chairman  Kenneth  L.  Lay 
i  McKinsey  &  Co.  partner  Jeffrey 
killing,  who  had  been  advising  Lay 
consultant.  Skilling's  mandate  was 
iild  Enron  Finance  Corp.  into  an  as- 
ight  laboratory  for  financially  linked 
ucts  and  services.  Skilling  expanded 
unit  into  a  model  of  what  all  of  En- 
would  become.  Its  success  led  to 
sromotion  to  president  in  1997  and 
BO  in  early  2001. 

rifling's  recipe  for  changing  the  com- 
I  was  right  out  of  the  New  Econo- 
playbook.  Layers  of  management 
b  wiped  out.  Hundreds  of  outsiders 
recruited  and  encouraged  to  bring 
thinking  to  a  tradition-bound  busi- 
The  company  abolished  seniority- 
id  salaries  in  favor  of  more  highly 
raged  compensation  that  offered 
e  cash  bonuses  and  stock  option 
its  to  top  performers.  Young  peo- 
many  just  out  of  undergraduate  or 


MBA  programs,  were  handed  extraordi- 
nary authority,  able  to  make  $5  million 
decisions  without  higher  approval. 

In  the  new  culture,  success  or  failure 
came  remarkably  fast.  "One  potential 
flaw  in  the  model  was  that  Enron  man- 
agers tended  to  move  relatively  quickly, 
not  within  businesses  but  between  busi- 
nesses," says  Jay  Conger,  a  manage- 
ment professor  at  London  Business 
School  who  studied  Enron.  "If  you  move 
young  people  fast  in  senior-level  posi- 
tions without  industry  experience  and 
then  allow  them  to  make  large  trading 
decisions,  that  is  a  risky  strategy." 

It  was  not  unusual  for  execs  to 
change  jobs  two  or  three  times  in  as 
many  years.  Indeed,  turnover  from  pro- 
motions alone  was  almost  20%.  Clem- 
mons,  for  example,  went  from  analyst, 
to  associate,  to  manager,  then  director, 
and  finally  to  vice-president  running  her 
own  business,  all  in  seven  years. 


"In  larger  companies  like  IBM  and  ge, 
even  though  there  is  a  movement  to- 
ward youth,  there  are  still  enough  older 
people  around  to  mentor  them,"  says 
James  O'Toole,  professor  at  the  Center 
for  Effective  Organizations  at  the  Uni- 
versity of  Southern  California.  "At  En- 
ron, you  had  a  bunch  of  kids  running 
loose  without  adult  supervision." 

In  theory,  of  course,  the  kids  were 
closely  supervised.  Skilling  often  de- 
scribed the  new  culture  as  "loose  and 
tight,"  one  of  the  eight  attributes  of 
the  successful  companies  profiled  by 
McKinsey  consultants  Thomas  J.  Peters 
and  Robert  H.  Waterman  Jr.  in  their 
best-selling  book,  In  Search  of  Excel- 
lence. The  idea  is  to  combine  tight  con- 
trols with  maximum  individual  authority 
to  allow  entrepreneurship  to  flourish 
without  the  culture  edging  into  chaos. 

At  Enron,  however,  the  pressure  to 
make  the  numbers  often  overwhelmed 
the  pretext  of  "tight"  controls.  "The  en- 
vironment was  ripe  for  abuse,"  says  a 
former  manager  in  Enron's  energy  serv- 
ices unit.  "Nobody  at  corporate  was  ask- 
ing the  right  questions.  It  was  completely 
hands-off  management.  A  situation  like 
that  requires  tight  controls.  Instead,  it 
was  a  runaway  train." 

The  train  was  supposed  to  be  kept  on 
the  tracks  partly  by  an  internal  risk- 
management  group  with  a  staff  of  180 
employees  to  screen  proposals  and  re- 
view deals.  Many  of  the  unit's  employ- 
ees were  mbas  with  little  perspective 
and  every  reason  to  sign  off  on  deals: 
Their  own  performance  reviews  were 
partially  done  by  the  people  wiiose  deals 
they  were  approving.  The  process  made 
honest  evaluations  virtually  impossible. 
"If  your  boss  was  [fudging],  and  you 
have  never  worked  anywhere  else,  you 
just  assume  that  everybody  fudges 
earnings,"  says  one  young  Enron  control 
person.  "Once  you  get  there  and  you 
realized  how  it  was,  do  you  stand  up 
and  lose  your  job?  It  was  scary.  It  was 
easy  to  get  into  'Well,  everybody  else  is 
doing  it,  so  maybe  it  isn't  so  bad.' " 

It  didn't  help  that  Enron's  Risk  As- 
sessment &  Control  group  was  answer- 
able not  to  the  board  of  directors  but  to 
Skilling,  who  was  encouraging  all  the 
risk-taking.  Another  essential  "check 
and  balance"  in  the  culture — Enron's 
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Enron  bred  a  yes-man  culture:  People  were  afraid  to  gel 
crossways  with  someone  who  could  screw  up  their  review 


in-house  legal  staff — was  also 
compromised  because  of  its 
reporting  relationships.  In- 
stead of  being  centralized  at 
headquarters,  it  was  spread 
throughout  the  business 
units,  where  it  could  more 
easily  be  co-opted  by  hard- 
driving  executives.  "The 
business  people  didn't  want 
to  slow  down  for  much,"  says 
one  former  in-house  lawyer. 

Central  to  forging  a  new 
Enron  culture  was  an  un- 
usual performance  review 
system  that  Skilling  adapt- 
ed from  his  days  at  McKin- 
sey  Under  this  peer-review 
process,  a  select  group  of  20 
people  were  named  to  a  per- 
formance review  committee 
(prc)  to  rank  more  than  400 
vice-presidents,  then  all  the 
directors,  and  finally  all  of 
Enron's  managers.  The 
stakes  were  high  because  all 
the  rewards  were  linked  to 
ranking  decisions  by  the  prc 
which  had  to  unanimously 
agree  on  each  person.  Man- 
agers judged  "superior" — the 
top  5% — got  bonuses  66% 
higher  than  those  who  got 
an  "excellent"  rating,  the 
next  30%.  They  also  got 
much  larger  stock  option  grants. 

Although  Skilling  told  Harvard  re- 
searchers that  the  system  "stopped 
most  of  the  game  playing  since  it  was 
impossible  to  kiss  20  asses,"  other  En- 
ron managers  say  it  had  the  opposite  ef- 
fect. In  practice,  the  system  bred  a  cul- 
ture in  which  people  were  afraid  to  get 
crossways  with  someone  who  could 
screw  up  their  reviews.  How  did  man- 
agers ensure  they  passed  muster?  "You 
don't  object  to  anything,"  says  one  for- 
mer Enron  executive.  "The  whole  cul- 
ture at  the  vice-president  level  and 
above  just  became  a  yes-man  culture." 

Several  former  and  current  Enron 
execs  say  that  Andrew  S.  Fastow,  the 
ex-chief  financial  officer  who  is  at  the 
center  of  Enron's  partnership  contro- 
versy, had  a  reputation  for  exploiting 
the  review  system  to  get  back  at  people 
who  expressed  disagreement  or  criti- 
cism. "Andy  was  such  a  cutthroat  bas- 
tard that  he  would  use  it  against  you  in 
the  PRC,"  says  one  manager.  He  could 


filibuster  and  hold  up  the  group  for 
days,  the  exec  adds,  because  every  de- 
cision had  to  be  unanimous.  A  spokes- 
man for  Fastow  declined  comment. 

Although  managers  were  supposed 
to  be  graded  on  teamwork,  Enron  was 
actually  far  more  reflective  of  a  sur- 
vival-of-the-fittest  mind-set.  The  culture 
was  heavily  built  around  star  players, 
such  as  Clemmons,  with  little  value  at- 
tached to  team-building.  The  upshot: 
The  organization  rewarded  highly  com- 
petitive people  who  were  less  likely  to 
share  power,  authority,  or  information. 

Indeed,  some  believe  the  extreme  fo- 
cus on  individual  ambition  undermined 
any  teamwork  or  institutional  commit- 
ment. At  other  companies,  by  contrast, 
an  emphasis  on  individual  achievement 
is  balanced  by  a  strong  focus  on  process 
and  metrics  or  a  set  of  guiding  values. 
"In  the  Enron  culture,  there  was  no 
significant  counterbalance,"  says  Jon  R. 
Katzenbach,  a  consultant  and  former 
McKinsey  colleague  of  Skilling  who  has 


studied  the  company. 
lesson  is  you  cannot  rely  s.j 
ly  on  individual  achievenl 
to  drive  your  performs! 
over  time.  Companies  \| 
only  that  one  path  overl 
phasize  it  and  run  into 
ble,  switching  over  to 
and  greed." 

That  emphasis  on  the 
vidual  instead  of  the  eni 
prise  may  have  pushed  n\ 
to  cross  the  line  into  une 
cal  behavior.  The  flaw 
grew  more  pronouncedl 
Enron  struggled  to  meetf 
wildly  optimistic  expectatj 
for  growth  it  had  set  foi 
self.  "You've  got  someon^ 
the  top  saying  the  stock 
is  the  most  important  tr 
which  is  driven  by  eamin| 
says  one  insider.  "Whoe 
could  provide  earnings  qt 
ly  would  be  promoted." 

The  employee  adds  t| 
anyone  who  questioned 
pect  deals  quickly  learned 
accept  assurances  of  oufaj 
lawyers  and  accountants, 
says  there  was  little  scruf 
of  whether  the  earnings 
real    or    how    they 
booked.    The    more    peel 
pushed  the  envelope  with[ 
gressive  accounting,  she  says,  the  h^ 
er  they  would  have  to  push  the 
year.  "It's  like  being  a  heroin  jur 
she  says.  "How  do  you  go  cold  turke 
The  problem  is,  you  can't.  "Fori 
most  every  model  or  system,  there  i 
certain  limits,"  says  use's  O'Toole.  I 
harder  to  keep  the  growth  growing 
to  keep  coming  up  with  new  ideas.  1 
kind  of  culture  has  a  subtle  encov 
ment  to  cut  corners  and  to  cheat, 
can  see  everyone  else  moving  forw;|: 
and  you  have  to  keep  up." 

Clemmons,  who  left  Enron  in  Ma 
of  2000,  isn't  so  sure.  "It's  quite  ell 
that  there  were  some  accounting  iss 
and  bad  decisions  that  had  nothing  tc 
with  the  trading  side  of  the  busine 
she  says.  "To  distill  it  all  down  to 
culture  is  utter  bulls — ." 

As  academics  do  their  revisioi 
thing,  they're  not  likely  to  agree. 

By  John  A  Byrne,  with  Mike  Fra 
in  New  York  and  urith  Wendy  Zellne, 
Dallas 
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THE  TIME  BOMB  IN  THE 
WORKFORCE:  ILLITERACY 

The  fastest-growing  groups  in  the  U.S.  have  the  worst  skills 


SCORE 


Ten  years  ago,  what  worried  corpo- 
rate leaders  most  was  that  U.S. 
competitiveness  would  be  undercut 
by  inadequate  workforce  skills.  But 
those  fears  dissipated  as  the  economy 
boomed  in  the  late  1990s  and  produc- 
tivity soared.  Now,  a  new  study  raises 
troubling  questions  about  the  country's 
human  capital  once  again,  as  well  as 
about  the  failure  of  U.  S.  schools  to  keep 
pace  in  an  increasingly  competitive  glob- 
al economy. 

The  study,  by  the  ^m_^ 
Princeton  (N.J.)-based 
Educational  Testing  Ser- 
vice (ets),  finds  that  the 
literacy  of  American 
adults  ranks  10th  out  of 
17  industrialized  coun- 
tries. More  troubling,  the 
U.S.  has  the  largest  gap 
between  highly  and 
poorly  educated  adults, 
with  immigrants  and  mi- 
norities making  up  the 
largest  chunk  of  those  at 
the  bottom.  Since  both 
groups  make  up  a  grow- 
ing share  of  the  work- 
force, the  U.  S.  will  drop 
even  further  behind  un- 
less adult  training  and 
education  improve 
sharply.  Nor  are  U.S. 
schools  likely  to  help:  16- 
to  25-year-olds  not  only 
underperform  their  for- 
eign counterparts  but 
also  do  so  to  a  greater 
degree  than  Americans 
over  40  (tables). 

The  study  illustrates  2 
how  shortfalls  in  skills, 
experienced  even  in  the  midst  of  the 
current  recession,  are  only  likely  to  in- 
tensify as  the  economy  picks  up  again. 
It  also  drives  home  the  urgency  of 
school  reform.  "We're  living  off  the  gi 
bill,"  says  study  co-author  and  North- 
eastern University  economist  Andrew 
M.  Sum.  "Our  older  workers  still  have  a 
skill  advantage,  but  other  countries  are 
catching  up  because  their  young  work- 
ers are  better  prepared." 


The  ets  survey,  which  will  be  posted 
on  the  Web  site  ets.org  on  Feb.  15,  rep- 
resents the  first  time  anyone  has  been 
able  to  consistently  compare  skills  of 
adults  across  countries.  It  looks  at  tests 
done  by  17  countries  between  1994  and 
1998.  Using  the  same  methodology,  each 
country  judged  three  aspects  of  func- 
tional literacy:  understanding  texts  such 
as  books  and  newspaper  articles,  using 
documents  such  as  maps  and  bus  sched- 
ules, and  employing  math  skills  needed 
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to  balance  a  checkbook  or  calculate  a 
tip.  The  Organization  for  Economic  Co- 
operation &  Development  (oecd)  pub- 
lished the  raw  data  in  2000,  but  the  ets 
is  the  first  to  analyze  them.  The  out- 
come: The  U.S.  scored  an  average  of 
272  out  of  500  on  the  three  aspects,  32 
points  behind  top-ranking  Sweden. 

Despite  the  mediocre  U.  S.  ranking,  it 
still  beat  out  most  of  its  major  trading 
partners   except   Germany,   including 


France,  Britain,  and  Italy.  (Japan  4 
participate.)  The  showing  is  particui 
good  in  light  of  America's  far  mor< 
verse  population.  The  U.S.  has  n 
minorities,  immigrants,  and  poor 
pie  than  most  participating  coun 

But  the  results  aren't  much  to 
about,  either.  The  oecd  divided  the 
suits  into  five  proficiency  levels  base 
widely  accepted  standards.  While 
adults  in  any  country  are  illiterat 
the  sense  that  they  can't  write 
own  names,  those  in  the  bottom 
levels  can't  read  or  write  as  well 
high  school  graduate.  Fully  459 
Americans  fell  into  this  category, 
most  half  of  those,  or  20%,  score 
the  lowest  level,  which  puts  their  L 
acy  below  that  of  a  high  school  dror 
Most  of  the  problems  show  up  an 
immigrants  and  minorities.  Immigr 
accounted  for  more  than  40%  of  U.  S 
bor-force  growth  since  1990.  But 
cause  many  are  unskilled,  they  ran1 
■■^■■Ki  Pomts  behind  nat 
born  Americans.  1 
also  scored  16  po 
lower  than  newcon 
in  the  other  counti 
which  give  preferenc 
educated  immigrant 
U.  S.  minorities  so 
no  better.  Hispa 
ranked  as  many  a? 
points  lower  t 
whites,  while  bh 
scored  63  points  lo 
Native-born  whites 
Asian  Americans  a 
aged  288  points,  t| 
for  second  place  in 
international  ranking, 
understanding  te 
"Our  school  system 
failed  minorities  and 
migrants,  which  is  a 
problem  for  compa: 
because  that's  who's 
there  to  hire," 
Phyllis  Eisen,  heac 
the  National  Associa 
of  Manufacturers' 
cation  arm. 

The  U.S.  has  long 
erated  greater  gaps 
tween  rich  and  poor,  at  least  partly  t 
the  belief  that  the  economy  grows  fa 
when  more  rewards  go  to  the  taler 
and  the  entrepreneurial.  But  the 
pansion  of  a  low-skilled  underc 
threatens  economic  growth,  too.  Un 
the  U.S.  redoubles  its  educational 
forts  for  those  on  the  bottom,  its  g\< 
workforce  disadvantage  is  likely 
worsen. 

By  Aaron  Bernstein  in  Washing* 
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A  LONG  CLIMB  OUT 
OF  A  DEEP  RUT 


Computer  Associates  must  win  back  alienated  custom 


■ 


Another  day,  another  black  eye. 
That's  how  it  goes  for  Computer 
Associates  International  Inc.,  the 
Islandia  (N.  Y.)  maker  of  software 
for  managing  computer  networks.  The 
latest  jab  came  on  Feb.  5,  smack  in  the 
middle  of  ca's  sale  of  $1  billion  in  bonds, 
when  Moody's  Investors  Service  said  it 
was  concerned  about  weakening  cash 
flow  and  would  review  ca's  credit  rating. 
ca's  stock  dropped  13.5%  the  next  day. 
It  canceled  the  offering.  Furious,  ceo 
Sanjay  Kumar  accused  Moody's  of 
"blindsiding"  him.  "What  they  did  was 
unconscionable,"  he  says. 

The  Moody's  news  comes  at  a  cru- 
cial point  in  ca's  25-year  history.  Ku- 
mar is  trying  to  shake  off  a  series  of 
blows  that  have  pounded  the  company's 
stock  down  62%  from  a  peak  of  $75  two 


" 'If: 

years  ago.  First  came  a  blizzard  of  t  ^ 
tomer  complaints  about  inattent  r 
salespeople  and  overly  rigid  conti  f 
terms.  Then  there  was  confusion  o  ; 
the  company's  pro  forma  earnings. '  $  . 
capper  came  last  summer  when  Tel- 
entrepreneur  Sam  Wyly  staged  a  m[ 
slinging,  but  unsuccessful,  proxy  ba|: 
to  take  control  of  ca's  board. 

Add  it  all  up,  and  Kumar  will  be  hsl 
pressed  to  get  the  world's  fourth-la 
software  company  out  of  its  rut.  The  •. 
Lanka  native  and  14-year  CA  vete  r 
was  appointed  ceo  in  August,  2000,  w  : 
combative  Chairman  Charles  B.  W 
gave  up  daily  operations.  Kumar 
vowed  to  forgo  the  acquisitions  that 
relied  on  to  boost  revenues,  but  he 
not  proven  it  can  grow  rapidly  wit! 
them.  Even  analvsts  who  rate  the  stxx  - 
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y  ca  will  grow  only  by  single  dig- 

•  years  to  come,  vs.  30%  growth  in 

te  1990s.  "It's  not  a  rocket  ship. 

modest  grower,"  says  Andrew 

eau  of  sg  Cowen  Securities  Corp. 

3  situation  could  get  worse.  Moo- 

3  concerned  about  ca's  ability  to 

its  $3.6  billion  in  debt.  The  agency 

sts  operating  cash  flow  will  prob- 

>e  $1  billion  this  fiscal  year,  ending 

j-ch,  down  from  $1.3  billion  in  2001 

11.5  billion  in  2000.  That  would 

CA,  the  only  major  software  com- 

with  sizable  debt,  with  a  debt-to- 

ow  ratio  of  three  to  one.  That  ra- 

on  the  high  side  of    normal  and 

widen.  "If  their  growth  slows 

a  lot,  they  might  be  inclined  to  do 

e  acquisition  to  grow  and  pay  for 

vith  more  debt,"  says  Moody's  an- 

John  D.  Moore. 

mar  denies  ca's  best  days  are  be- 
it.  He  predicts  it  will  return  to 
e-digit  growth — fed  by  demand  for 
technologies.  And  he 
ts  the  cash-flow  wor- 
The  company  has  paid 
its  debt  by  $850  mil- 
his  fiscal  year.  Kumar 
s  the  decline  in  cash 
rom  $462  million  in  the 
quarter  of  fiscal  2001 
54  million  this  year  on 
usual  $200  million  up- 
payment  made  a  year 
y  a  big  customer.  Typ- 
customers  pay  for 
lets  in  installments  over 
ife  of  multiyear  con- 
s  and  pay  finance 
res  on  the  unpaid  bal- 
This  customer  chose 
y  upfront  and  avoid  the 
ce  charges. 

imar  also  claims  that  ca 
be  hurt  by  the  can- 
bond  offering,  which  he  describes 
discretionary  move  aimed  at  re- 
g  bank  loans  with  long-term  bonds 
ve  1%  annually  on  interest.  About 
million  in  debt  comes  due  over  the 
five  quarters,  but  ca  expects  to 
y  pay  it  off  out  of  cash  flow. 

cash-flow  debate  is  a  piece  of 
;hing  larger:  ca's  wrenching  switch- 
in  its  basic  business  model.  Start- 
October,  2000,  CA  added  a  clause 
w  contracts  allowing  it  to  recognize 
nue  in  equal  increments  over  time, 
goal  is  to  smooth  out  wild  ups  and 
s  in  earnings, 
it  the  company  got  into  hot  water. 
April,  it  reported  pro  forma  fourth- 
er  profits  of  $274  million,  while  un- 
generally  accepted  accounting  prin- 
it  suffered  a  loss  of  $410  million 
use  more  revenue  was  deferred.  CA 
ared  the  pro  forma  numbers  by  re- 
ating  past  and  current  results  as  if 


ca  had  always  deferred  revenues.  Ana- 
lysts didn't  entirely  trust  the  results. 
"They're  numbers  created  by  ca  and 
counted  by  ca,"  says  rbc  Capital  Mar- 
kets analyst  Sarah  Mattson. 

Now,  with  five  quarters  of  the  new 
model  under  ca's  belt,  analysts  say  GAAP 
results  show  the  finances  are  stabilizing. 
On  Jan.  22,  ca  announced  $749  in  rev- 
enues in  its  quarter  ended  Dec.  31, 
down  4%  from  a  year  earlier.  That's 
better  than  rival  BMC  Software  Inc.'s 
17%  decline.  CA  also  reduced  its  loss 
from  $342  million  to  $231  million.  Ana- 
lysts predict  it  will  be  profitable  on  a 
GAAP  basis  by  the  first  quarter  in  2003. 
The  stock,  now  trading  at  $28  per  share, 
has  come  off  a  low  last  September  of 
$22.  "We're  60%  of  the  way  there  in 
remaking  the  company,"  says  Kumar. 

No  doubt  he  has  made  progress.  Af- 
ter being  criticized  for  having  a  "rubber 
stamp"  board  during  the  proxy  battle, 
CA  is  shoring  up  its  governance.  It's 


Corp — tell  stories  of  Hyde-to-Jekyll 
culture  changes  at  CA. 

But  some  irate  customers  don't 
change  their  minds  overnight.  According 
to  a  2001  customer-satisfaction  survey, 
only  10%  of  large  customers  felt  they 
had  a  "constructive"  relationship  with 
ca.  That's  in  spite  of  the  fact  that  it 
created  a  650-person  customer-relation- 
ship staff  in  2000.  Even  K.  Wade  Tol- 
man,  the  executive  vice-president  at 
KeyCorp  who  changed  his  mind  about 
dumping  ca  last  year,  still  has  his  reser- 
vations. "We're  waiting  for  more  proof," 
he  says.  "We  want  to  make  sure  this 
isn't  a  flash,  that  it's  a  true  change." 

Unless  customers  start  to  like  CA  a 
whole  lot  better,  the  software  maker  is 
going  to  have  a  hard  time  getting  rev- 
enues fired  up  again.  What's  needed  is  a 
burst  of  new  technologies,  and  analysts 
don't  see  that  coming.  "They're  not  an 
innovating  company.  They  make  incre- 
mental changes,"  says  analyst  Herb  Van 


Computer  Associates  is  attempting  to 
get  on  track,  but  progress  is  slow 


FINANCIALS 

Revenues  and  profits 
are  improving.  But  on 
Feb.  5,  Moody's  In- 
vestors Service  said  it 
was  reviewing  CA's 


CUSTOMERS 
CA  set  up  a  650- 
person  customer- 
relations  staff  in 
2000  to  please 


PRODUCTS 

CA  is  forgoing  major 
acquisitions  and 
developing  technol- 
ogies internally.  The 
glitch:  R&D  dropped 


buyers.  Only  10%  of 
credit  rating,  since  its    CA's  large  customers     4%  last  quarter,  to 
cash  flow  is  declining,    felt  satisfied.  $165  million. 


CORPORATE  GOVERNANCE 
The  board  cut  in  half 
the  10-year  term  of 
its  poison-pill 
takeover  defense. 
But  a  search  for  out- 
side directors  hasn't 
yielded  results. 


looking  for  two  new  outside  directors. 
And  Kumar  is  making  nice  with  critics. 
He  agreed  to  meet  with  Stephen 
Perkins,  who  ran  for  a  board  seat  on 
Wyly's  ticket.  "I  appreciate  their  re- 
sponse," says  Perkins.  "But  the  company 
still  has  a  credibility  problem.  There's  a 
lot  more  that  needs  to  be  done." 

And  that's  how  it  goes  with  ca.  Take 
customer  relationships.  Kumar  inter- 
ceded last  year  to  stop  a  dissatisfied 
Wal-Mart  Stores  Inc.  from  dropping 
CA's  software.  To  show  he  was  serious 
about  patching  things  up,  he  sent 
salespeople  to  work  in  Wal-Mart  stores 
for  short  stints.  One  rep  was  so  gung- 
ho  that  he  volunteered  to  mop  out  a 
vegetable  department.  "I  saw  a  com- 
pletely different  CA,"  marvels  Daniel 
F.  Phillips,  Wal-Mart's  vice-president 
in  charge  of  network  operations.  In  ad- 
dition to  Wal-Mart,  eight  other  cus- 
tomers— from  Merrill  Lynch  to  Key- 


Hook  of  market  researcher  Meta  Group 
Inc.  Kumar  insists  CA  can  invent  its  way 
out  of  the  no-growth  zone.  With  a  20% 
market  share,  compared  with  ibm's  13%, 
it's  the  leader  in  software  for  managing 
corporate  networks.  It  also  has  top-two 
positions  in  the  fast-growing  security 
and  data-storage  markets.  Now,  CA  is 
adding  to  its  products  to  handle  wireless 
data  and  to  support  a  new  generation  of 
applications  called  Web  services. 

What  seemingly  dooms  CA  to  slug- 
gishness is  the  fact  that  47%  of  its  prod- 
uct revenues  are  still  linked  to  the  old, 
slow-growth  mainframe  business.  It's 
even  more  reliant  on  Big  Iron  than  IBM 
is.  Kumar  may  gradually  buff  up  CA's 
reputation.  But  given  the  company's  re- 
liance on  yesterday's  products,  he'll  be 
hard-pressed  to  make  it  more  about  the 
future  than  about  the  past. 

By  Steve  Hamm 
in  New  York 
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Workplace 


MANAGEMENT  TOOLS 

THE  SOFTWARE  SAYS 
YOU'RE  JUST  AVERAGE 

Technology  alters  how  performance  is  gauged — and  rewarded 


During  the  boom,  workers  often 
shrugged  off  annual  reviews  as  ex- 
ercises in  utter  meaninglessness. 
Companies  were  so  desperate  to  keep 
people  that  grade  and  bonus  inflation 
ran  rampant,  creating  a  kind  of  corpo- 
rate Lake  Wobegon,  in  which  all  per- 
formances were  strong  and  all  cube 
dwellers  above  average. 

Now,  in  the  New  Economy's  first  re- 
cession, the  glow  is  gone  as  harsh  re- 
views pummel  grades,  batter  bonuses, 
and  often  turn  the  closed-door  sessions 
into  tense,  stony-faced  affairs.  True,  econ- 
omists note  lots  of  encouraging  data  sup- 
porting an  upturn.  But  by  then,  many  re- 
views will  likely  be  altered  for  good. 

That's  because  what  was  once  a 
smushy,  subjective  effort  by  finger-in- 
the-wind  managers  is  hitting  new  levels 
of  scientific  precision — with  the  help  of 
the  latest  technology.  More  and  more, 
companies  are  turning  to  Web-enabled 
employee  performance  software  that  al- 
lows them  to  analyze  with  cold,  hard 
data  just  how  effective  their  ranks  are. 
Back  in  the  1980s  and  '90s,  the  focus 
was  on  business  units,  with  compensa- 
tion tied  to  the  group's  overall  per- 
formance. Today,  tracking  software  can 
zoom  in  on  the  finest-grained  measure  of 
an  individual's  output,  so  that  everyone 


from  customer  service  reps  to  market- 
ing execs  can  be  paid  in  the  modern 
equivalent  of  a  piece-rate  system. 

Think  of  it  as  a  kind  of  Six  Sigma 
program  for  human  capital.  By  identi- 
fying which  workers  are  best  at  which 
skills,  companies  can  quickly  assemble 
the  most  stellar  teams.  The  technolo- 
gy's performance  data  help  managers 
identify  whom  to  lay  off,  thus  helping  to 
cut  costs  and  lift  productivity — even  in 
the  midst  of  a  downturn.  Moreover,  it's 
another  tool  in  the  emerging  corporate 
star  system,  in  which  top  players  are 
lavished  with  rewards,  while  the  mid- 
dling make  do  with  less.  It  was  all  part 
of  the  larger  development  in  Corporate 
America  of  transforming  labor  from  a 
fixed  to  a  more  flexible  cost. 

INSTANT  REVIEW 

Sales  of  new  software  that  can  tell  the 

boss  how  hard  you're  working 

are  soaring. 


EMPLOYEE-MONITORING  SOFTWARE  MARKET 


2001  2005* 

$100  million      $2  billion 


"Estimate 


Data:  AMR  Research 


UNDER  SCRUTINY 

Software  monitors  howf 
British  Airways'  client  n 
book  tickets 

The  methods  are  attractii 
growing  group  of  adherents 
eluding  Hewlett-Packard,  C 
eral  Electric,  DuPont,  and 
Microsystems.  British  Airv 
PLC  uses  the  new  softwan 
ensure  that  customer  ser 
reps'  time  in  the  break  n 
or  on  personal  calls  doe 
count  on  the  clock.  Custor 
complaint  resolutions  and  tic 
sales  also  are  calculated 
technology  can  keep  track 
that  extra  incentive  dollars' 
eventually  kicked  directly 
the  paychecks  of  those  whose  dig 
records  merit  the  boost.  "We  knew 
many  hours  our  planes  were  on 
ground  or  in  the  air — the  productivit 
our  capital,"  says  Steven  Prune 
British  Airways'  manager  in  chargi 
the  project.  "But  we  didn't  have  a  f 
tion  of  that  kind  of  information  at 
the  productivity  of  our  other  assel 
our  human  capital." 

While  the  technology — which  is  n 
by  companies  such  as  Synygy,  Inceni 
Systems,  Workbrain,  Replicon,  and 
formaworks — is  most  commonly  deplc 
in  customer  service  departments,  i 
reaching  into  other  layers  of  compar. 
too.  At  Hewlett-Packard,  a  new  inceri 
calculator  allows  sales  and  marketing 
ecutives  to  see  just  how  much  the 
earn  if  they  double  their  goals.  At  Ba 
executives  were  able  to  instantly  rejig 
incentive  metrics  after  the  Septern 
11-related  run  on  Cipro.  Bayer  war 
sales  staffers  to  reap  windfalls  on 
they  were  putting  in  extra  physician 
hospital  calls,  not  just  riding  on  the 
precedented  demand. 

Critics  say  these  developments 
take  on  an  Orwellian  cast.  Some  s 
ware  experts  predict  companies 
soon  be  able  to  blend  in  the  monitoi 
information  they  already  have — 1 
much  time  their  employees  spend  pl< 
ure-surflng  the  Net,  what  time  they 
rive  at  work  via  their  key  cards, 
what  they  do  when  they  get  th 
through  concealed  security  camera 
with  the  new  goal  data.  If  that  b 
pens,  there  will  likely  be  a  huge  dus 
over  employee  privacy.  But  in  the  n 
term,  the  new  technology  is  bound 
make  it  easier  for  companies  to  sir 
out  the  coasters — as  well  as  iden 
who  the  above  average  really  are 
By  Michelle  Conlin  in  New  } 
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Both  can  prepare  you  for  the  back  9  of  life. 
But  only  one  can  tell  you  if  your  401  (k)  is  on  the  right  course. 


•■ 


Kevin  Buckles 
Meadow  Club  Golf  Pro 
Fairfax,  CA 


Mi/$c  Brogliatti 

Schwab  Investment  Specialist 

Campbell,  CA 


& 


/T 


1 

401  (k)  Checkup.  Sure.  Some  people  prepare  for  retirement  by  having  an  expert  analyze  their  swing. 
But  if  you  ask  us,  a  better  way  is  by  having  one  analyze  your  retirement  account. 

With  Schwab's  401  (k)  Checkup,  you  can  talk  with  one  of  our  Investment  Specialists  and  we'll  review: 

•  Your  current  401  (k)  investments 

•  Potential  exposure  to  risk,  such  as  heavy  equity  or  sector  concentration 

•  How  to  reallocate  your  investments 

In  addition  to  evaluating  your  401  (k),  we  can  also  assess  how  it  fits  in  with  your  overall  portfolio 
strategy.  And  help  you  decide  if  an  independent  Investment  Advisor  is  right  for  you. 

Rest  assured,  our  Investment  Specialists  will  give  you  the  kind  of  advice  you'd  expect  from  Schwab: 

Expert  advice  that's  objective,  uncomplicated  and  not  driven  by  commission. 

In  fact,  we've  even  developed  a  guide  describing  the  four  things  every  retirement 
investor  should  know  called  "Managing  Your  401  (k)." 

The  point  is,  the  back  9  of  your  life  will  be  here  before  you  know  it.  We  can  help 
you  keep  your  401  (k)  out  of  the  rough. 

Call  us  to  speak  with  an  Investment  Specialist  about  your  401  (k)  and  you'll 
also  receive  our  "Managing  Your  401(k)"  guide. 


diaries  schwab 


1-800-979-9011 


Click 


schwab.com 


Visit 


400  locations  nationwide 


Advisors  pay  a  fee  to  participate  in  AdvisorSource;"  a  referral  program  for  third-party  advisors.  U.S.  Trust  Corporation  (an  affiliate  of  Charles  Schwab 
and  Co.,  Inc.)  participates  in  the  Schwab  AdvisorSource  program.  C  2002  Charles  Schwab  &  Co.,  Inc.  All  rights  reserved.  Member  SIPC/NYSE  (0202-7255). 
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Sports  Business 


MARKETING 


GOING  FOR  GOLD 
ON  THE  CHEAP 

Sponsoring  second-tier  Olympic  sports  can  be  a  bargain 


M 


like  Cofrin  of  the  U.S.  Speed- 
skating  Team  has  had  a  golden 
experience  in  Salt  Lake  City,  and 

I  he  hasn't  laced  up  a  skate.  Cofrin 
is  the  marketing  director  for  U.  S.  Speed- 
skating,  and,  so  far,  one  of  his  athletes 
carried  the  U.  S.  flag  in  the  opening  cer- 
emony of  the  Winter  Games;  another 
briefly  broke  a  world  record  and  won 
one  of  the  first  medals  for  an  American 
athlete;  still  another  won  a  bronze  medal; 
and  on  Feb.  12,  Casey  FitzRandolph 
grabbed  the  gold  in  the  500  meters.  Be- 
sides  that,   a   speed 

skater  with  some  of  D|r  UAMCC    uiaijc  CDADTC 

the  sport's  sponsors  B,U  lwUH»i  HIOIIE  orUHIO 

prominently  displayed  Some  of  the  corporate  sponsors 

on  his  uniform  was  on  backing  ojbeat  events 

the  cover  of  Sports  II-      

lustrated's     Olympic      BOBSLED  AND  SPEED  SKATING 

preview  issue. 

"That's    the 
thing  I  pull  out  of  my 


Bobsled  &  Skeleton  Federation,  which 
also  has  backing  from  athletic-shoemaker 
Adidas,  global  shipper  ait  Worldwide  Lo- 
gistics, and  Advocare,  a  marketer  of  nu- 
tritional supplements.  "Marketers  are  fig- 
uring out  they  have  an  opportunity  to 
be  the  first  man  on  the  moon,"  says  Scott 
Becher,  president  of  Sports  &  Sponsor- 
ships Inc.  in  Miami  Beach,  which  cuts 
deals  for  the  bobsled  and  skeleton  teams. 
"It's  pretty  uncluttered." 

Dan  Field,  owner  of  Aurora  Solutions 
&  Wireless,  a  $1.5  million  computer  serv- 


"As  a  larger  sponsor  in  a  smaller 
[of  sponsors] . . .  you  get  more  of  an 
tion  with  your  sport,"  says  Novell's  B  | 
Lowry.  "Besides,  it's  good  optics, 
products  are  about  acceleration  and 
and  so  is  speed  skating."  Included 
"several  hundred  thousand"  dollars 
laid  down — a  relatively  cheap  date 
billion-dollar  company — was  the  rigtf 
put  its  logo  on  pre-Olympics  uniform| 

Because  corporate  markings  arei 
lowed  during  the  Games,  except 
parel  suppliers  such  as  red-hot 
(page  14),  you'd  think  that  would 
largely  worthless  part  of  the  deal.  Bt 
security  giant  ADT  Security  Services 
discovered,  uniforms-as-billboards 
liver  the  sort  of  advertising  bonus 
can't  buy.  As  speed  skating's  top 
rate     funder — with    a 
four-year,  $1.2  million 
sponsorship    agree- 
ment— ADT  gets  the 
most  prominent  loca- 
tion on  skaters'  skin-tight 
uniforms.  That  put  ADT  front 
and  center  when  Sports  Il- 
lustrated featured  star  short- 
track  skater  Apolo  Ohno  on 
its  cover. 

So  maybe  the  corporate 


flrst     ?*E«™ rfyco/ADf 

•Verizo? .Nike" 


briefcase,"       Cofrin 

says  of  the  si  cover 

story.    It's    evidence 

that  sponsors  of  out- 

of- the -mainstream 

sports  can  score  big, 

too.  After  all,  Cofrin 

says  a  full-page  color  ad  in  si  goes  for 

more  than  $200,000.  "And  a  cover?  Who 

knows  what  it's  worth?"  he  asks. 

Unlike  the  Visas,  Cokes,  and  McDon- 
ald's of  the  Games — official  sponsors 
that  pay  $60  million  apiece  to  own  a 
piece  of  the  five  rings — plenty  of  well 
known  corporate  names  are  getting 
an  Olympic  ride  on  the  cheap. 

Take  Verizon  Communications 
Inc.  Since  1985,  when  it  was 
known  as  Nynex,  the 
telecommunications  gi- 
ant has  been  USA 
Luge's  key  sponsor,  J  r 
paying  about  $1 
million  a  year. 
"Without  Veri- 
zon, we'd  be 
dead,"  says  top-ranked  American  luger 
Tony  Benshoof,  who  pocketed  a  grand 
total  of  $12,000  last  year  en  route  to  his 
national  title. 

Verizon  recently  bought  into  the  U.  S. 


#-AII •  Novell 

•.IHK.systems ."dow 

•.Advocare .Texaco 

•  Adidas 


ice  and  sales  outfit 
in      Madison,      Wis., 
knows  from  uncluttered.  By 
providing  about  $25,000  worth  of  free 
work  for  the  U.  S.  Curling  Assn.,  Aurora 
has  become  one  of  a  handful  of  sponsors 
of  a  sport  that  can  be  loosely  described 
as  shuffleboard  on  ice.  "What  do  you 
get  for  a  million  dollars  anyway?"  asks 
Field.  "You  get  a  little  decal  with  the 
Olympic  rings  in  your  window." 

Novell  Inc.,  a  software  company 
based  in  Provo,  Utah,  bought  into 
U.S.  Speedskating  last  year  to  con- 
nect with  its  home-state  Olympics. 
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fee 

AMERICAN  GO  gi 

MEDALIST:  Casey  & 
FitzRandolph  \&- 


behemoths     that     thi 
some  $13  million  a  yeai 
the  U.S.  Ski  &  SnowboL*. 
Assn.  and  lavish  more  than    %. 
million  a  year  on  the  U.S.  Ik 
ure  Skating  Assn.  need  to    fc 
themselves  a  simple  quest 
How  much  bang  are  we  r« 
getting  for  all  those  big  bucl* 

By  Jay  Weiner  in  Salt  L  ►■ 
City  and  Mark  Hyman  K: 


velopments  to  Watch 


ED  BY  ELLEN  LICKING 


lAMED: 
IN  SCAN 
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its  behind 
;e  nightmare 

lACHES 

OURCE  OF  THE  INTENSE 

)f  migraines  has  eluded 
ists  for  years.  Now,  re- 
lers  at  Boston's  Massa- 
tts  General  Hospital 
evidence  that  the  pain 
je  caused  by  the  brain 
even  though  brain  tis- 
>  believed  to  be  unable 
;1  sensations.  Their  re- 
are  published  in  the 
nary  issue  of  Nature 
ine. 

\  researchers,  led  by 
logist  Dr.  Michael  A. 
owitz,  looked  at  the  15% 
%  of  migraine  sufferers 
have  "auras" — visual  dis- 
nces  such  as  flashing 
before  an  attack.  Us- 
ET  scans  to  make  highly 
ed  pictures  of  the  brain 
g  such  events,  the  team 
vered  that  auras  were 
d  to  a  disturbance  deep 
e  brain  called  cortical 
iding  depression,  which 
ers  a  massive  release  of 
)chemicals. 

ese  chemicals  cause  in- 
nation  and  increased 
flow  on  one  side  of  the 
's  outside  membrane. 
,  blood  vessels  feeding 
nembrane  dilate,  irritat- 
the  nerves.  "We  now 
n  that  after  intense 
bolic  and  neurophysio- 
al  activity,  the  brain  not 
processes  the  informa- 
but  also,  in  this  instance, 
rates  the  pain,"  says 
cowitz.    Catherine  Arnst 


SOON,  AN  OINTMENT 
THAT  WORKS 
LIKE  VIAGRA? 

VIAGRA  IS  ABOUT  TO  GET  SOME 

serious  rivals.  This  summer, 
Eli  Lilly  &  Co.  and  Bayer 
are  both  planning  to  intro- 
duce new — and  potentially 
better — remedies  for  erectile 
dysfunction  (ED).  But  perhaps 
more  important,  NexMed 
Inc.,  a  pharmaceutical  house 
in  Robbinsville,  N.J.,  is  de- 
veloping a  topical  cream,  Al- 
prox-TD,  that  represents  a 


new  approach  to  treatment. 

Because  it  is  applied  local- 
ly, Alprox-TD  avoids  the  side 
effects  that  trouble  some  Vi- 
agra users,  including  blue- 
tinted  vision  and  headaches. 
And  it  gets  around  drug-to- 
drug  interactions  of  the  sort 
that  have  harmed  some  Viag- 
ra users  who  take  nitroglyc- 
erin for  heart  conditions.  One 
other  advantage:  NexMed's 
cream  appears  to  act  in  min- 
utes, not  hours. 

The  main  ingredient  in 
NexMed's  cream  isn't  new.  It 
is  alprostadil,  an  off-patent 


VULNERABLE: 
RED  SEA  REEF 
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CORAL  REEFS  IN  THE  DANGER  ZONE 

SHATTERED  BY  DYNAMITE-HURLING  FISHERMEN,  POISONED 

by  agricultural  runoff,  or  simply  warmed  to  death  by  ris- 
ing ocean  temperatures,  coral  reefs  around  the  world  are 
losing  their  color  and  their  fish.  Yet  some  marine  biolo- 
gists continue  to  argue  that  the  species  living  in  and 
around  coral  reefs  are  in  no  danger  of  extinction.  The 
sheer  scale  of  the  earth's  oceans  ensure  that  most 
species  will  survive  somewhere,  they  say. 

Maybe  not.  According  to  a  survey  of  reef  systems 
around  the  world,  the  slow  death  of  geographically  iso- 
lated coral  reefs  could  destroy  major  concentrations  of 
species,  threatening  the  ocean's  biodiversity.  These  "hot 
spots"  are  home  to  34%  of  the  world's  restricted-range 
marine  species — those  seen  nowhere  else.  The  findings 
from  the  Center  for  Applied  Biodiversity  Sciences,  an 
arm  of  Washington-based  Conservation  International,  ap- 
pear in  the  Feb.  15  issue  of  Science. 

Still,  the  cabs  report  sees  reason  for  hope.  In  the 
Philippines,  for  example,  environmentalists  have  been 
pushing  local  fishermen  to  replace  dynamite  and  cyanide 
with  less  destructive  fishing  methods.  Reefs  and  fish 
stocks  are  already  rebounding,  says  Callum  Roberts  of 
the  University  of  York  in  Britain.  The  greater  challenge, 
he  says,  will  be  stemming  the  devastation  caused  by 
coastal  development  and  global  warming.      Adam  Aston 


drug  that  has  been  used  in 
the  past  as  an  injectable 
treatment  for  ED.  NexMed 
has  reformulated  the  medi- 
cine so  that  it  can  be  ab- 
sorbed through  the  skin.  Ear- 
lier this  month,  the  company 
started  a  pivotal  clinical  trial 
with  Alprox-TD  among  2,500 
men  at  80  medical  centers  in 
the  U.S.  NexMed's  vice-pres- 
ident for  R&D,  Dr.  James  L. 
Yeager,  says  the  company 
plans  to  wrap  up  the  trial  lat- 
er this  year  and  submit  its 
results  to  the  Food  &  Drug 
Administration  by  2003.       ■ 

A  CHEMICALS 
SWEET  TOOTH 
FOR  POLLUTANTS 

ENVIRONMENTAL   CLEANUP   IS 

becoming  a  sweet  proposition. 
This  coming  May,  a  national 
team  of  researchers  will  use 
a  type  of  sugar  called  cyclo- 
dextrin  to  clean  up  a  contam- 
inated military  installation 
near  Norfolk,  Va.  Unlike  oth- 
er decontaminants,  which  are 
often  as  noxious  as  the  chem- 
icals they  seek  to  remove, 
cyclodextrin  is  safe  enough 
to  eat. 

Found  in  cornstarch,  cyclo- 
dextrin is  chemically  differ- 
ent from  the  white  stuff  peo- 
ple put  in  their  coffee.  It  is 
composed  of  seven  glucose 
molecules  that  can  instantly 
latch  on  to  trichloroethylene 
(tce)  and  other  organic  con- 
taminants in  the  soil.  So 
cleaning  up  a  site  is  simply  a 
matter  of  injecting  the  sugar 
into  the  ground,  letting  it 
bind  with  pollutants,  and 
pumping  it  back  out. 

Thomas  Boving,  the  Uni- 
versity of  Rhode  Island  re- 
searcher in  charge  of  the 
cleanup,  estimates  that  it  will 
take  nearly  13  tons  of  cyclo- 
dextrin to  remediate  the  mil- 
itary site.  That  might  have 
meant  a  hefty  price  tag,  since 
cyclodextrin  costs  $3.50  a 
kilogram.  Fortunately,  Boving 
has  figured  out  a  way  to  strip 
the  sugar  of  its  contaminants 
and  reuse  it.  ■ 
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MOVING  MORE  JUICE 
THROUGH  THE  WIRES 

Superconductivity  could  shave  billions  off  energy  bills 


Jackhammers  chewing  through 
pavement.  Barricades  around 
trenches  forcing  two  lanes  of  traf- 
fic to  merge  into  one.  Those  are 
two  of  the  ever-present  growing  pains 
that  all  cities  suffer — but  they  could  be- 
come less  irksome  because  of  what's 
about  to  happen  in  Detroit. 

Perhaps  as  soon  as  summer,  Detroit 
Edison  Co.  will  launch  service  to  14,000 
downtown  customers  through  three  120- 
meter-long  power  cables,  the  likes  of 
which  have  never  before  been  used  by 
an  urban  utility  in  the  U.  S.  The  cables 
are  made  not  with  copper  wire  but  with 
a  flat,  ceramics-based  wire  that  turns 
superconductive  when  the  cables  are 
cooled  by  liquid  nitrogen  flowing 
through  their  cores.  One  superconduct- 
ing cable  can  carry  three  to  five  times 
more  power,  so  power  utilities  can  meet 
new  demand  just  by  pulling  out  a  cop- 
per cable  and  inserting  a  ceramic  one — 
without  ripping  up  streets. 

Moreover,  electricity  zips  from  end 
to  end  of  a  superconducting  cable  with 
essentially  zero  resistance.  Copper  ca- 
bles, by  comparison,  lose  roughly  7%  of 
the  power  they  transmit  due  to  electri- 
cal resistivity.  Tack  on  similar  losses 
from  electrical  motors,  generators,  and 
transformers,  and  more  than  8%  of  all 
generated  power  simply  vanishes — dis- 
sipated as  heat. 

While  8%  may  not  seem  like  much, 
given  America's  enormous  appetite  for 
power,  it's  worth  billions — and  billions 
more  in  Europe  and  Japan.  That's  why 
the  Energy  Dept.  and  foreign  govern- 


ments have  been  pumping  millions  into 
research  on  superconductivity  since 
shortly  after  IBM  researchers  discovered 
the  first  high-temperature  supercon- 
ducting (hts)  materials  in  1986.  These 
oddball  ceramics  sparked  plenty  of 
dreamy-eyed  promises  in  the  late  1980s. 
Now,  it  seems  they  could  soon  start 
coming  true. 

Detroit  is  just  one  example  of  the 
major  progress  in  hts  technology  over 
the  past  two  years.  Southwire  Co.  got 
the  ball  rolling  in  January,  2000,  by 
switching  on  the  first  industrial  hts 
transmission  system  at  its  home  base 
in  Carrollton,  Ga.  For  12,700  continu- 
ous hours,  three  30-meter-long  hts  ca- 
bles have  funneled  all  the  power  to  the 
company's  three  Carrollton  factories, 
with  nary  a  glitch.  Southwire  made  the 
cables  with  hts  wire  from  Intermag- 
netics  General  Corp.  and  technical  help 
from  Oak  Ridge  National  Laboratory. 

Last  May,  Copenhagen  beat  Detroit 
to  the  punch  by  "energizing"  the  first 
HTS  cable  in  a  utility  grid.  A  30-meter 
cable  from  Denmark's  NKT  Group  now 
provides  electricity  to  150,000  residents 
served  by  Copenhagen  Energy.  Some 
Paris  customers  of  Electricite  de  France 
are  slated  to  get  power  from  a  similar 
hts  project  this  year. 

Also  in  May,  Tokyo  Electric  Power 
Co.  turned  on  its  third  hts  project,  using 
100  meters  of  cable  from  Sumitomo 
Electric  Industries  Ltd.,  and  the  utility 
is  planning  a  300-meter  operation  for 
2005.  By  far  the  longest  installation 
anywhere — 800  meters — is  being  de- 


Saving  Energy  with 
Superconductors 

Roughly  8%  of  all  electricity  in  the  U.  S. 
goes  up  in  smoke — actually,  heat — 
thanks  to  the  resistivity  of  copper  and 
aluminum  wires.  Trimming  those  losses 
with  superconducting  materials  could 
produce  huge  benefits. 

APPLICATION 

NET  SAVINGS*!  ANNUAL  WORTH 

Urban  power  cables 
and  transformers 

0.2-2%  |    $4  bil. 

Large  motors** 
(over  1,000  hp) 

1-2%  !     2  bil. 

Power  generators 

0.5-1%  |     2  bil.     fl 

*After  cooling  costs,  and  assuming  nationwide  adoption 
"These  motors  use  about  30%  of  all  electricity  in  the  U.S.      | 
Data:  Energy  Dept. 

signed  by  a  group  led  by  Pirelli 
&  Systems  and  KeySpan-Long 
Power  Authority.  It  is  due  or 

2004.  And  next  year  could  see  the 
of  two  more  urban  tests — one  by 
of  Milan,  Italy,  and  another  in  Cok 
Ohio. 

These  milestones  all  have  been 
ily  subsidized  by  government  age 
but  hts  experts  assert  that  bi 
could  be  reaping  payoffs  by  2( 

2005.  Then,  motors  made  with 
terials  could  more  efficiently  pi 
through  pipelines,  drive  factor} 
chinery,  and  propel  large  ships.  HI 
magnetic-resonance  imaging  sysws 
could  shrivel  in  size  and  cost,  mo,fc 
mri  out  of  hospitals  and  into  doArrv 
offices.   Electronic  signals   could  |: 
through  telecommunications  equipri 
and  mainframe  computers  up  to  1| 
times  faster.  And  there  would 
need  to  burn  fossil  fuels  to  geneil 
the  juice  that's  now  wasted. 

Because  U.  S.  utility  execs  tend 
very  conservative,  Energy  is  coi 
on  Detroit  "to  establish  the  vis 
of  superconducting  cabl 
crowded  urban  locatio 
says  David  K.  Garman,  an  S 
sistant  secretary  at  the  Ene  ;. 
Dept.  That's  important  because  ci  \ 
are  one  place  where  the  high  cos  j 

-  5 


THIN  LINE:  HTS  wire  on  a  pencil 
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AT  A  PREMIUM:  HTS  wire  now  costs 
about  $200  a  meter,  vs.  $Jtfor  copper 

vs.  $4  for  copper.  Still,  that's  a  fraction 
of  what  it  cost  in  1995:  $1,000  a  meter. 
American  Superconductor  says  costs  will 
gradually  drop  to  $50  after  it  kicks  off 
production  at  its  new  $85  million  factory. 
The  highly  automated  plant  can  spew 
out  20,000  kilometers  of  hts  wire  annu- 
ally— 40  times  current  output. 

Producing  hts  wire  seems  simple 
enough:  Fill  a  silver  tube  the  diameter 
of  a  tennis  ball  with  "bisco,"  the  nick- 
name for  ceramic  compounds  consisting 
of  bismuth,  strontium,  calcium,  and  cop- 
per oxide  (bscco).  Then  heat  the  tube 
and  pull  it  through  a  series  of  progres- 
sively smaller  holes  until  it's  about  1 
millimeter  thick.  Finally,  roll  it  flat.  "Ba- 
sically, we  take  spaghetti  and  make  fet- 
tuccini,"  quips  Gregory  J.  Yurek,  presi- 
dent of  American  Superconductor. 

However,  developing  that  recipe  took 
countless  hours  of  trial-and-error  tinker- 
ing— in  part  because  scientists  still  can't 
explain  why  hts  materials  do  what  they 
do.  So  theoretical  models  offer  little  guid- 
ance in  optimizing  material  com- 
positions  and   processing. 

IBM's 


INSULATOR 
cables — some 
mes  that  of 
er — can    be 

ed.  To  sat- 
growing  de- 
ls for  power, 
n       utilities 

two  options, 
Paul      M. 
it,  head  of  su 
onducting  efforts 
le  Electric  Power 
sarch  Institute  in  Palo 
Calif.,  the  utility  indus 

research  arm:  "Either  you  tear 
\e  streets,  which  can  cost  a  small 
ine,  or  you  put  in  new  cables  that 
:arry  three  times  the  power  of  ex- 
g  cables." 

etroit  Edison  chose  the  latter.  It 
bed  the  ends  of  nine  copper  cables 
;hing  18,000  pounds  and  hauled 
i  out  from  their  underground  ducts, 
i  it  threaded  HTS  cables  weighing 
250  pounds  into  three  of  the  ducts, 
ng  six  ducts  for  future  expansion 

rental  to  telecommunications 
iders.  To  braid  the  cables,  Pirelli 

29  kilometers  of  wire  from  Amer- 
Superconductor  Corp.,  the  leading 
lier  of  HTS  wire. 

rs  cables  may  make  economic  sense 
?r  city  streets,  but  nowhere  else.  A 
er  of  hts  wire  that  can  carry  a 
Tampere  current  costs  about  $200, 


Making  HTS  wire  requires 
exquisite  care.  Tiny  grains 
in  the  ceramic's  crystalline 
structure  must  line  up  with 
precision:  Any  gaps  more  than 
3  atoms  wide  will  impede  the 
superconductive  rush  of  electrons. 


stood  earlier  theories  on 
end.  Before,  superconductivity 
had  been  mainly  a  frigid  curiosity:  Metals 
turned  superconductive  only  when  cooled 
with  costly  liquid  helium  to  tempera- 
tures well  below  -400F  Physicists  can 
explain  that.  However,  even  after  15 
years  of  struggling,  they  are  still  puzzled 
by  superconductivity  in  ceramics  at  rel- 
atively balmy  temperatures  above  -300F. 
For  engineers,  though,  hts  materials 
were  a  revelation.  Liquid  nitrogen  can 
reach  such  temperatures  easily,  and  it 
costs  less  than  bottled  water.  So  har- 
nessing superconductivity  suddenly 
looked  feasible.  Then  they  learned  that 
making  hts  wire  requires  exquisite  care. 
The  microscopic  grains  within  the  ce- 
ramic's crystalline  structure  must  line  up 
with  atomic-level  precision.  Any  gaps 
wider  than  2  nanometers,  or  about  three 
atoms,  will  impede  the  superconductive 
rush  of  electrons. 


Much  more  tinkering  lies  ahead.  One 
challenge:  HTS  wires  lose  their  vaunted 
high-temp  powers  in  the  presence  of 
magnetic  fields,  although  superconduc- 
tive properties  can  be  restored  with 
further  cooling.  Since  all  motors  and 
generators  produce  magnetic  fields,  HTS 
models  using  bisco  wire  will  have  to  be 
cooled  with  expensive  helium — until 
newer,  second-generation  hts  materials 
can  be  produced  in  volume.  That  work 
is  underway  at  Energy's  national  labs, 
as  well  as  a  score  of  universities  in  Eu- 
rope, Japan,  and  the  U.  S. 

hts  experts  also  hope  the  new  mate- 
rials can  slash  costs  to  $10  a  meter, 
which  is  considered  the  trigger  price 
for  widespread  use.  Today's  bisco  wire 
will  never  get  that  low,  because  "it  just 
uses  too  much  mint-grade  sliver,"  says 
Philip  J.  Pellegrino,  president  of  IGC- 
SuperPower,  a  subsidiary  of  Intermag- 
netics  General.  The  most  common  sec- 
ond-generation recipes  substitute  a 
nickel  alloy  for  the  silver,  and  ybco  ce- 
ramics— short  for  yttrium-barium-cop- 
per oxide — for  bisco. 

The  trouble  is,  producing  ybco  wire  is 
proving  far  tougher  than  bisco.  Expen- 
sive coating  methods,  adapted  from  the 
semiconductor  industry,  deposit  several 
layers  of  superthin  materi- 
als— almost  as  if  the  flat 
wire  were  a  superlong  chip. 
Doing  this  for  a  meter  is  no 
sweat,  says  epri's  Grant, 
"but  even  10  meters  is  a 
tour  de  farce  today."  Grant 
is  cautiously  optimistic  that 
solutions  for  volume  produc- 
tion will  be  found.  Mean- 
while,   Yurek   is    working 
with  researchers  at  Massa- 
chusetts Institute  of  Tech- 
nology on  a  process  that 
mimics  the  production  of 
photographic  film. 

Because  the  new  materials  are  rela- 
tively immune  to  magnetic  fields,  they 
are  key  to  hts  motors  and  generators, 
says  Martin  P.  Maley,  chief  supercondutor 
scientist  at  Los  Alamos  National  Labo- 
ratory. Big  motors  gobble  up  lots  of  wire. 
The  rotor  inside  a  prototype  1,000-horse- 
power  hts  motor,  built  in  2000  by  Rock- 
well Automation's  Reliance  Electric  unit, 
contains  several  kilometers  of  HTS  wire. 
Such  monster  motors  consume  25%  to 
30%  of  all  the  electricity  generated  in 
the  U.  S.,  so  industrial  owners  will  have  a 
potent  incentive  to  consider  hts  models. 
Physicists  may  remain  stumped  by 
hts  for  a  while,  but  that's  nothing  new. 
"Edison  was  ahead  of  the  science  of  his 
time,  too,"  says  James  Daley,  Energy's 
superconductivity  program  manager. 
And  today's  hts  engineers  are  deter- 
mined to  follow  in  his  footsteps. 

By  Otis  Port  in  New  York 
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Living  It  Up 
In  Death  Valley 

This  hot  spot  offers  much  more  than  just  sun 


BY  PAUL  RAEBURN 


o 
r 


dmittedly,  the  marketing  leaves  some- 
thing to  be  desired:  Death  Valley  doesn't 
sound  like  a  place  you'd  want  to  go  to  re- 
lax for  a  few  days — especially  if  you  plan 
to  return  alive. 

Don't  be  misled  by  the  name,  however. 
I  Death  Valley  is  a  place  of  sur- 
passing, solitary  beauty  and  surprising 
variety.  Temperatures  can  reach  115F  in 
the  summer,  but  they're  pleasant  the 
rest  of  the  year,  with  highs  in  the  80s 
and  90s  in  the  spring  and  fall,  and  the 
60s  in  January.  (Nighttime  temperatures 
can  be  20  to  30  degrees  cooler.)  The  land- 


scape ranges  from  salt  flats  to  strangely  sci^ 
badlands,  canyons,  sand  dunes,  and  mine: 
mountains  in  pastel  shades  of  green,  p 
yellow.  And  unlike  the  early  explorers 
miners  whose  survival  was  always  in  dou 
can  enjoy  Death  Valley  in  rustic  luxury, 
rattlesnake  empanadas  as  well  as  more 
tional  fare,  and  relaxing  in  a  spring-fe 
where  you  can  have  a  drink  and  ad 
panoramic  view  of  the  valley. 

Death  Valley  National  Park,  covering  3, 
lion  acres,  is  the  largest  national  park  outsi 
Alaska.  Situated  in  Southern  California,  justi 
of  the  Sierra  Nevada  mountains,  it's  a  two-l 
drive  from  Las  Vegas,  four  hours  from  LtH~— 
geles,  and  about  eight  hours  from  San  Fraiufs 
The  valley,  about  125  miles  long  and  5  de- 
miles  wide,  is  the  hottest,  driest,  lowest  aft  at 
North  America.  L 

At  its  nadir  lies  a  blindingly  white  saHfc 
called  Badwater,  282  feet  below  sea  level.  §rr. 
water  also  happens  to  be  only  about  100  ik 
from  the  highest  point  in  the  continJ- 
U.  S.— 14,494-foot  Mt.  Whitney,  wef  *< 
the  park.  lb 

During  most  of  its  history,  Death  '- 
ley  has  been  filled  with  water.  Tl 
million  years  ago,  this  simmering 
bowl  was  covered  with  lakes  and  fo 
ed  hills  and  populated  by  deer,  ho 
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rhinoceroses,  and  dogs.  Then 
earthquakes  ravaged  the  area. 
Fractures  in  the  earth's  crust 
produced  mountains  and  deep 
basins.  A  vast  lake  formed  in 
Death  Valley,  with  no  outlet 
to  the  sea.  When  it  evaporat- 
ed about  10,000  years  ago,  it 
left  large  deposits  of  salt  and 
borax,  a  mineral  now  used  as 
a  cleanser  and  water  softener. 
In  the  19th  century,  miners 
were  drawn  not  only  by  borax 
but  by  deposits  of  gold,  sil- 
ver, copper,  and  lead. 

The  best  way  to  explore 
Death  Valley  is  on  foot,  al- 
though you  will  need  a  car  to 
get  to  the  trailheads.  Despite 
the  rugged  terrain,  many  of 
the  most  spectacular  walks 
and  hikes  take  only  an  hour 
or  two.  A  good  place  to  start 
is  Golden  Canyon,  a  few  miles 
south  of  the  Furnace  Creek 
visitors'  center  on  Route  178. 
The  canyon  is  framed  by  yel- 
low walls  that  rise  in  some 
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tESHING:  places  to  heights  of  50  or  60 
Furnace  feet.  An  interpretive  brochure 
k  Inn  sits  available  at  the  mouth  of  the 
natural  canyon  will  give  you  back- 
j,  which  ground  on  its  geology  and  his- 
( the  pool       tory,  keyed  to  markers  along 

the  trail. 
le  trail  extends  a  mile  or  so  to  the  top  of 
canyon — about  an  hour's  walk  gently  up- 
in  a  pebbly  dry  riverbed.  If  you're  game, 
can  continue  for  a  half  mile  to  a  spectacular 
hitheater  of  red  rock  walls,  100  feet  high, 
vn  as  the  Red  Cathedral.  From  the  cool 
e  of  the  cathedral,  you  can  look  out  over 
valley,  where  the  air  is  so  clear  that 
inces  appear  to  be  much  shorter  than  they 
The  only  sound  you're  likely  to  hear  is  the 
led  shuddering  of  the  wind.  City  dwellers, 
note:  The  silence  could  unnerve  those  used 
ailing  asleep  to  the  sound  of  sirens  and 
alarms, 
second  trail  from  the  top  of  Golden  Canyon 


takes  you  on  a  five-mile  round- 
trip  through  the  badlands  west 
of  Zabriskie  Point,  an  overlook 
accessible  by  car  and  one  of  the 
park's  most  popular  destina- 
tions. Hikers  wind  in  and 
around  small,  softly  rounded 
hills  of  bare  yellow  clay  50  to 
100  feet  high. 

Another  spot  not  to  miss  is 
Badwater  itself,  about  15  miles 
south  of  Golden  Canyon.  Most 
visitors  stop  at  the  salt-rich 
pool  near  the  parking  area,  but 
a  better  bet  is  to  lather  your- 
self with  sunscreen  and  walk 
15  or  20  minutes  out  on  the 
salt  flats.  Put  on  your  sunglasses,  too,  because 
the  salt  reflects  and  magnifies  the  sunlight, 
which  is  intense  to  begin  with.  When  you've 
ventured  onto  the  flats,  turn  around  and  look  up 
near  the  top  of  the  cliff  behind  you.  You  will  see 
a  painted  white  line  next  to  the  words  "sea 
level."  It's  an  amazing  sensation  to  realize  that 
if  Death  Valley  were  still  filled  with  water, 
you'd  be  almost  300  feet  below  the  surface. 

Because  the  landscape  is  so  uncluttered,  you 
can  enjoy  much  of  its  beauty  through  the  win- 
dow of  your  car.  On  the  other  hand,  if  you're 
looking  for  more  of  a  challenge,  you  can 
make  the  trek  to  11,049-foot  Telescope  Peak, 
the  park's  highest  point.  It's  14  miles,  round- 
trip,  and  you'll  need  to  carry  at  least  a  gal- 
lon of  water  with  you. 

However  you  decide  to  enjoy  the  park, 
you  can  dine  and  relax  in  luxury  at  day's 
end  at  the  Furnace  Creek  Inn,  just  up  the 
hill  from  the  visitor's  center.  Opened  in  1927 
by  the  Pacific  Coast  Borax  Co.,  the  inn  is 
situated  on  a  natural  oasis,  which  feeds  the 
swimming  pool  and  nurtures  a  rich,  green 
palm  garden,  improbably  blooming  in  the 
middle  of  the  barren  wilderness. 

The  66-room  inn  offers  tennis,  guided  hik- 
sightseeing,  and  18  holes  of  golf  on  the 
world's  lowest  golf  course — 214  feet  below  sea 
level.  (If  your  shots  don't  go  quite  as  far  as  they 
should,  you  can  blame  it  on  the  heavy  air.)  The 
rooms  range  from  $125  to  $365  a  night,  depend- 
ing on  the  time  of  year,  the  size,  and  the  view. 
Many  overlook  the  garden  and  valley  below.  The 
restaurant  offers  Southwestern  fare  along  with 
steak,  a  vegetarian  dish,  a  cactus  appetizer,  and 
those  rattlesnake  empanadas.  (No,  it  doesn't 
taste  like  chicken;  more  like  beef.) 

Motel-style  rooms,  starting  at  $102,  are  avail- 
able at  the  Furnace  Creek  Ranch  in  the  valley 
and  at  Stovepipe  Wells,  where  you  can  also  find 
inexpensive  restaurants.  And  there  are  nine 
campgrounds  with  about  1,500  campsites,  though 
some  are  closed  during  the  summer. 

Rattlesnake  isn't  for  everyone,  and  neither  is 
Death  Valley.  But  if  you  can  understand  the  al- 
lure of  a  vast,  uncrowded  desert,  this  wilder- 
ness will  captivate  you  with  its  serenity  and 
breathtaking  beauty.  ■ 
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Canada's  Palatial 
Railroad  Hotels 

Built  for  grand  travel,  they  are  a  bargain  today 
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BY  CAROL 
CROPPER 


MARIE 


Luxury  Up  North 

Turn-of-the-century  grandeur  in 

Canada  is  more  affordable,  thanks 

to  a  weak  Canadian  dollar.  Some  of 

the  most  majestic  hotels,  now 

owned  by  the  Fairmont  Hotels  & 

Resorts  chain,  were  built  by 

the  railroads. 

BANFF  SPRINGS 

Banff.  Alberta;  403  762-2211 
Be  prepared  for  crowds  and 
gorgeous  scenery  at  this  770-room, 
chateau-style  hotel  in  the  Canadian 
Rockies.  $125  to  $250* 

CHATEAU  LAKE  LOUISE 

Lake  Louise,  Alberta;  403  522-3511 
Set  on  a  glacier-fed  lake,  public 
rooms  offer  views  of  the  Rockies 
framed  by  12-ft.-tall  Palladian 
windows.  $180  to  $410* 

JASPER  PARK  LODGE 

Jasper,  Alberta;  780  852-3301 
The  stone-and-wood  main  lodge, 
surrounded  by  cabins  and  chalets, 
has  the  feel  of  a  more  rustic  grand 
camp.  $110  to  $315* 

LE  CHATEAU  FRONTENAC 

Quebec  City;  418  692-3861 
Reminiscent  of  medieval  French 
Loire  castles,  this  hotel  reigns 
above  a  lovely  old  city.  $95  to  $300* 

*  Seasonal  rates  in  U.S.  dollars  for  standard 
rooms:  $1  (U.S.)=  $1.59  (Canadian),  based  on 
Feb.  11  exchange  rate 


he  first  time  I  visited  Canada,  staying 
at  a  grand  hotel  was  not  an  option.  The 
best  I  could  negotiate  with  my  hus- 
band was  one  night  with  a  bed  and  hot 
shower  for  every  night  spent  stuffed 
in  a  sleeping  bag  on  the  ground.  I  still  re- 
member the  sight  of  the  487-room  Chateau 
Lake  Louise  as  it  beckoned  like  a  fairy 
castle,  the  Canadian  Rockies  and  Victoria 
Glacier  rising  in  the  distance  behind.  A  mod- 
ern-day Scarlett  O'Hara,  I  pledged  as  I  shiv- 
ered in  my  tent:  "I'll  never  be  roomless 
again."  Or  something  like  that. 
Since  then,  I  have  returned  to 

Canada  several  times,  staying  in  

some  magnificent  hotels  and  dining  in 
others.  I  was  lured,  in  part,  by  a  plung- 
ing Canadian  dollar:  At  a  recent  value 
of  about  63<2,  it  put  a  room  at  the  Lake 
Louise  as  low  as  $180  U.S.  (table). 

On  that  first  trip  more  than  a  decade 
ago,  I  didn't  know  that  many  of  these 
outposts  of  luxury  were  the  product  of 
the  railroads.  After  steaming  across  the 
continent  in  the  late  1800s,  the  Canadi- 
an Pacific  Railway  came  up  with  its 
version  of  synergy:  Its  trains  wTould 
bring  the  tourists,  and  its  hotels  wTould 
give  them  places  to  stay.  William  Cor- 
nelius Van  Home,  a  Canadian 
Pacific  executive  who  lobbied  for 
Canada's  first  national  park, 
oversaw  their  construction. 

One  of  the  earliest  hotels, 
the  Banff  Springs,  sits  in  Banff 
National  Park  in  the  Canadian 
Rockies.  It  opened  in  1888,  and 
grew  into  wThat  the  railway  describes  as 
a  baronial  chateau  style,  full  of 
dormered  windows  and  fossil  stone 
floors.  Chateau  Lake  Louise  followed 
in  1890,  and  gradually  expanded  into  a 
sprawling  hotel  with  12-foot-tall  Palla- 
dian windows  framing  mountain  views. 
As  additional  railroad  lodges  sprang 
up  across  the  continent,  Bruce  Price,  a 
student  of  the  Richardsonian  Ro- 
manesque style  popularized  by  such 
buildings  as  Boston's  Trinity  Church, 
was  brought  in  to  design  what  would 
become  one  of  the  most  recognizable 
icons  of  lovely  old  Quebec  City:  Le 
Chateau    Frontenac.    Perched    high 


4** 


CHATEAU  LAKE  LOUISE:  A  fairyland  setting  bed 


above  the  St.  LawTence  River,  with  the  Fr 
speaking  town  at  its  feet,  the  hotel  opene 
1893.  It  quickly  became  a  stopover  for  celebr 
and  royalty.  During  World  War  II,  Wins 
Churchill  and  Franklin  D.  Roosevelt  met  her 
discuss  strategy. 

This  past  holiday  season,  my  husband 
now  a  bit  older  and  flusher,  shared  glasafl 
Canadian  ice  wine  in  the  circular,  wood-pane 
bar  located  in  one  of  the  hotel's  turrets,  loot 
down  on  the  river  and  the  twinkling  lights 
yond.  The  next  day,  our  brunch  in  the  Le 
plain  restaurant  included  rabbit  in  sorrel 
and  walleye  pike  with  shrimp. 

My  first  stay  in  one  of  the  railway  I 
tels  came  four  Decembers  ago,  when  I 
spent  two  nights  at  the  Jasper  PI 
Lodge  in  Jasper  National  Park.  Dei 
oped  by  the  Canadian  National  Raih 
the  hotel  was  acquired  by  Canadian 
cific  in  1988.  (Fairmont  Hotels  &  Res 
now  owns  13  of  the  historic  railway 
tels.)  The  man  behind  the  National's  chain 
Charles  Melville  Hays,  general  manager  of 
was  then  the  Grand  Trunk  Railway.  Hays 
down  with  the  Titanic  in  1912,  along  with 
ture  headed  for  his  maiden  hotel,  the  Cha 
Laurier  in  Ottawa.  But  his  vision  survived. 
As  at  Le  Chateau  Frontenac,  the  Jt 
Park's  guest  rooms  are  tastefully  decorated 
vary  in  size  and  viewT.  The  real  show,  howeve 
the  public  rooms,  with  their  soaring  ceilings. 
ished  wood,  and  stunning  vistas.  Even  a  rest| 
rant  as  simple  as  the  Moose's  Nook,  where 
had  supper  in  the  warmth  of  a  great  stone  f  I 
place,  seemed  special. 

As  for  my  first  love,  Chateau  Lake  Louise, 
still  waiting  for  my  room. 
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new  Jag  generation  I  the  X-TYPE 


.rd  all-wheel  drive 
rd  manual  or  optional  automatic 
and  leather  trimmed  interior 
). 000-mile  warranty 
jled  maintenance  included 
,ir  roadside  assistance 


lership  from  s29,950* 
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Sailing 
America  First 


Cruisers  discover  new  waters:  The  Great  Lakes 


BY  JOANN  MULLER 
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THE  COLUMBUS:  History  lessons 


harles       and       Amy 

j Stephens  have  taken 

I  many  cruises  to  exotic 

shores  during  their  40- 
year  marriage.  They've 

'meandered  around  the 

Mediterranean,  sailed 
the  Danube  River,  and  round- 
ed South  America's  Cape 
Horn.  Then,  last  summer, 
these  world  travelers  em- 
barked on  a  luxury  cruise  to  a  " 
region  that  to  them  was  unexplored  territory: 
America's  Great  Lakes.  "We  just  thought  it 
would  be  nice  to  start  seeing  the  U.S.,"  says 
Stephens,  a  San  Marino  (Calif.)  businessman. 
"This  is  a  wonderful  way  to  do  it." 

Especially  after  the  September  11  terrorist 
attacks,  many  Americans  are  discovering  the 
pleasures  of  traveling  closer  to  home.  "We're 
finding  people  are  coming  to  the  Great  Lakes  be- 
cause they're  interested  in  a  new  itinerary  that's 
right  in  their  backyard,"  says  Chris  Conlin,  pres- 
ident of  Ann  Arbor  (Mich.)-based  Conlin  Travel, 
which  sells  chartered  cruises  through  the  lakes. 


Their    trips    offer    spectacular  MACKIt 
scenery,  rich  history,  and  em-  ISLAND: 

barkation  points  that  are  easy  to  of  MichiQ 
reach  by  air  from  almost  any-  scenic  st 

where  in  the  country.  

The  newfound  interest  is  helping  a  ha 
of  companies'  efforts  to  revive  passenger 
in  the  inland  seas.  About  a  half-dozen  cl 
ships  now  ply  the  waters  May  through  Oct! 
While  that's  nothing  compared  with  the  hq[ 
of  Great  Lakes  cruising  in  the  early  20th 
ry,  it's  a  change  from  just  six  years  ago,  \\ 
cruises  were  virtually  nonexistent. 

Travelers  today  can  pick  among  itiner 
that  start  in  Chicago,  Port  Huron,  Mich 
Windsor,  Ont.,  Detroit's  Canadian  neighbc 
popular    route     goes 
Toronto  to  Chicago,  ss 
into  the   Great   Lakes- 
tario,  Erie,  Huron,  Sup 
and  Michigan.  Along  the 
the  ships  stop  in  big  citkj 
well  as  in  quiet,  scenic 
such  as  Michigan's  Mac 
Island  and  Whitefish  Poi 
the  quaint  village  of 
Current  on  Canada's 
■  toulin  Island,  where  p 
gers  are  treated  to  a  powwow  by  membe^ 
the  native  Ojibway  tribe. 

Unlike  popular  cruises  to,  say,  the  Caribtl 
sailing  on  the  Great  Lakes  is  on  an  intiil 
scale.  The  ships  are  a  lot  smaller,  the  larl 
being  the  MV  Columbus,  which  carries  420 1 
sengers.  Compare  that  with  2,758  for  the  Cl 
val  Victory,  one  of  the  biggest  in  the  fie<| 
Carnival  Cruise  Lines,  which  operates  al 
many  Caribbean,  Hawaiian,  and  Alaskan  roi| 

Because  the  ships  often  sail  close  to  the 
the  Great  Lakes  cruises  are  conducive  to 
watching.  Fall  color  cruises  are  popular.  Fc| 
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Ohio  is  the  e  Corridor.  Here  you'll  find  companies  and  people 
on    the    leading    edge    of    electronic    technology.    In    Ohio 
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REPRESENTS  ALL  THE  ELEMENTS  BUSINESSES 
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need    to    succeed  —   entrepreneurial    support,    employee   access 
and  expertise   in  a  diverse  economy.  ohio's  e  corridor   is  open  for 
business.   Enter  and  proceed  with  optimism. 


www.connectohio.com  /  1.800. 345. OHIO  /  Ohio  Department  of  Development  /  Bob  Taft,  Governor  /  Bruce  Johnson,  Director 
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WHITEFISH  POINT:  Home  of 
the  Shipivreck  Museum 
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gambling  and  the  Vegas-style  acts  offered 
on  most  big  boats.  Entertainment  on  the 
Great  Lakes  ships  is  more  subdued.  You'll 
dine  early — say,  at  6 — and  then  perhaps 
while  away  the  evening  in  the  lounge"  danc- 
ing to  a  German  jazz  band. 

Fares,  meanwhile,  can  be  pricey.  Seven 
nights  aboard  the  Columbus  range  from 
about  $995  per  person,  double  occupancy, 
for  an  inside  cabin  to  $4,400  for  an  outside 
suite,  including  meals,  entertainment,  and 
a  room  in  a  luxury  hotel  the  night  before 
departure.  Airfare  is  extra,  as  are  cocktails 
and  shore  excursions.  Le  Levant,  a  more 
luxurious  ship  with  a  capacity  of  just  95 
passengers,  offers  eight-night  cruises  rang- 
ing  from  $3,850  to  $5,525.  By  con- 
trast, a  seven-night,  autumn  Carnival 
cruise  to  the  Caribbean  would  range  from 
$649  to  $1,049. 

Oddly,  Europeans  were  the  first  to 
reignite  interest  in  the  Great  Lakes  as  a 
cruise  destination,  in  the  late  1990s.  Ha- 
pag-Lloyd  Group,  a  German  shipbuilder, 
built  the  Columbus  specifically  to  navigate  the 
lakes'  narrow  locks.  The  ship  is  only  about  70 
feet  wide,  with  its  lifeboats  built  into  the  sides  of 
the  vessel.  When  the  Columbus  made  its  maiden 
voyage  to  the  Great  Lakes  in  1997,  it  carried 
only  German  tourists.  A  year  later,  the  French- 
built  Le  Levant  also  began  sailing  the  lakes. 

It  didn't  take  long  for  the  Americans  to  catch 
on.  Three  years  ago,  Conlin  Travel  teamed  up 
with  the  European  owners  of  both  ships  and 
now  offers  chartered  cruises  through  a  separate 
subsidiary,  Great  Lakes  Cruise.  While  the  ships 

Great  Lakes,  Small  Ships 

There  are  many  options  for  cruising  on  the  Great  Lakes,  depending  on 
your  budget  and  your  sense  of  adventure. 


I 


canal- 


SHIPS 


AMERICAN  CANADIAN 
CARIBBEAN  LINES 

www.accl-smallships.com 
800  556-7450 

GEORGIAN  CLIPPER 

www.greatlakescrusing.com 
888  891-0203 

LE  LEVANT 

www.greatlakescruising.com 
888  891-0203 

MANIT0U 

800  678-0383 

E-mail:  tallship@traverse.com 

MV  COLUMBUS 

www.greatlakescrusing.com 
888  891-0203 

*per  person 


STARTING  RATES* 
$1,315 

for  7  nights 


$1,195 
for  6  nights 

$3,850 
for  8  nights 

$419 

for  3  nights 

$995 

for  7  nights 


COMMENTS 

Fleet  of  three  ships  with  capacity  for  84  to  100 
passengers  each.  Rooms  are  basic.  Unique  ship 
design  allows  landings  on  remote  beaches. 

Eighteen-passenger  ship  pokes  through  the 
30,000  islands  of  Canada's  Georgian  Bay, 
sometimes  called  the  sixth  Great  Lake. 

A  French  luxury  yacht,  with  45  staterooms  and 
capacity  for  95  guests.  Features  French  cuisine, 
complimentary  wine,  and  50-member  crew. 

Rustic  experience.  Explore  sleepy  harbors  aboard 
the  24-passenger,  two-masted  schooner.  Sleep  in 
wooden  bunks,  share  toilet  and  shower  facilities. 

The  largest  cruise  ship  on  the  lakes,  with  a 
capacity  of  420.  Excellent  food,  comfortable 
cabins,  attentive  service. 


sail  only  in  U.S.  and  Canadian  waters,  tl 
crews  are  international,  giving  a  foreign  flavif 
the  experience.  One  odd  twist:  Because  the  \ 
fly  under  European  flags,  cocktails  and  itj 
from  the  gift  shops  are  priced  in  euros. 

Lectures  on  nature  and  the  region's  rich  I 
tory  are  popular  perks  on  the  Columbus  an<| 
Levant,  which  generally  offer  two  a  day. 
sengers  learn  how  the  five  lakes  were  left  be| 
after  the  last  glaciers  melted  away  more 
10,000  years  ago.  While  there's  plenty  of  brtl 
taking  scenery  to  savor  in  the  northern  will 
ness,  passengers  also  learn  about  the  role| 
lakes  have  played  in  U.S.  commerce,  frori 
trading  in  the  early  1600s  to  steelmaking 
One  of  the  most  fascinating  experiences  dil 
any  Toronto-to-Chicago  cruise  is  the! 
hour  trip  through  the  Welland  CanJ 
Ontario.  The  26-mile  canal  linking  l| 
Ontario  with  Lake  Erie  was  constr 
in  1829  so  ships  could  detour  arounc| 
agara  Falls.  Although  passengers 
embark  to  visit  the  falls — taking 
to  catch  the  ship  at  the  other  end 
many  prefer  to  stay  on  board  and 
how  a  series  of  locks  are  filled  with  water 
ry  the  ship  up  and  over  the  cliff  face  of  t 
agara  Escarpment.  That  1,000-foot  cargo 
may  be  going  through  the  locks  at  the  si 
time  makes  the  experience  even  more  excia 
For  Kirk  and  Susan  Hays  of  Austin,  Tex.,1 
passage  was  a  highlight  of  their  trip  onj 
Columbus  last  September.  "You're  all  but! 
or  six  feet  from  the  edge  of  the  lock,  so  thq 
no  margin  for  error,"  marvels  Kirk  Hays. 
Nautical  history  buffs  look  forward  to  viaj 
the  Great  Lakes  Shipwreck  Mv 
at  Whitefish  Point,  Mich.,  one 
stops    in    Le    Levant's    itinei 
Among  the  exhibits  is  a  recel 
recovered  bronze  bell  from  the 
mund  Fitzgerald,  an  ore  carrier  I 
sank  in  1975  for  still  unexpla^ 
reasons,  killing  all  29  men  abc 
Passengers  don't  need  to  diser 
to  view  some  of  what  the  mus| 
offers.  As  museum  divers  with 
derwater  cameras  explore  a 
wreck,  images  and  audio  are] 
live  to  Le  Levant's  TV  screens. 
The  most  frequent  stop  onj 
cruises  is  Mackinac  Island 
nounced  Mackinaw),  where  bic 
and  horse-drawn  carriages  are 
only  modes  of  transportation, 
cept  for  the  tourists,  the  1 1 
looks  much  as  it  did  in  1875, 
Congress  designated  most 
island  a  national  park.  A  high 
is  a  stroll  along  the  660-foot 
of  the  Greek  Revival-style  Gil 
Hotel.  In  an  era  when  some  t| 
elers  are  too  frightened  to  set 
on  an  airplane,  a  trip  back  in  i| 
via  the  Great  Lakes  might  be 
the  ticket. 
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Think  Big. 
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In  the  global  energy  business,  the  challenges  are  big,  so  good  ideas  have  to  be 
even  bigger.  At  Conoco,  we  pride  ourselves  on  our  ability  to  push  our  innovations 
beyond  the  limitations  that  stop  most  companies.  For  instance,  we  were  the  first 
to  launch  an  ultra-deepwater  drillship  capable  of  exploring  in  water  up  to  10,000 
feet  deep  -  an  achievement  once  thought  impossible.  We  converted  our  entire  fleet 
to  double-hulled  tankers,  15  years  ahead  of  government  requirements.  And  Conoco 
has  developed  its  own  supercomputer  which  is  one  of  the  most  powerful  in  the 
world.  Conoco  was  the  first  Western  company  to  develop  a  new  oil  field  in  Russia 
and  looks  forward  to  even  more  success  there.  To  learn  more  about  thinking 
big,  log  on  to  conoco.com. 


Think  big.  Move  fast. 


noco  Inc.,  2002.  All  rights  reserved. 
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On  the  Road  with  Rover 

It's  getting  easier  to  take  along  your  best  friend 


BY  ANNE  FIELD 


Although  a  great 
many  hotels 
accept  dogs 
nowadays,  most 
won't  let  you  leave 
them  unattended. 
Never  fear: 
Pet  sitters  are 
available 


mericans  love  their  dogs — so  much  so,  that 
many  can't  bear  to  leave  their  pet  behind 
when  they  travel.  As  recently  as  a  decade 
i  ago,  that  was  a  problem:  It  wasn't  easy  to 
Ifind  a  place  to  stay  away  from  home  with 
your  four-legged  family  member  unless  you  were 
camping  out  or  had  tolerant  relatives.  But  today, 
about  40%  of  hotels  accept  dogs,  and  a  growing 
niche  market  caters  to  dog  owners  and  their 
best  friends,  according  to  the  American  Hotel  & 
Lodging  Assn.  One  such  establishment  is 
the  two-month-old  Paw  House  Inn  in 
West  Rutland,  Vt.,  which  features  a  1,000- 
square-foot  doggie  playhouse  and  special 
dog  beds  in  each  of  its  seven  rooms. 

As  much  as  you  might  like  the  idea  of 
taking  your  dog  on  vacation,  bringing 
along  an  animal  is  no  day  at  the  beach — 
unless  you  do  a  lot  of  preparation.  "Traveling 
with  a  pet  is  all  about  forethought  and  cour- 
tesy," says  Walt  Boyes,  a  Seattle  marketing  ex- 
ecutive and  corgi  owner  who  is  president  of  Cor- 
giAid,  a  nonprofit  group  that  pays  for  medical 
care  and  finds  homes  for  corgi  dogs.  "If  you 
think  ahead  and  inconvenience  people  as  little  as 
possible,  you  will  have  a  very  nice  time." 

The  first  matter  to  consider  is  transportation. 
The  trickiest  option,  of  course,  is  flying.  Gener- 
ally, airlines  allow  two  pets  in  the  cabin  with 
passengers,  as  long  as  they  are  15  to  20  pounds 


f TRAVEL 
WSEW 
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or  less  and  travel  in  an  approved  a 
that  can  fit  under  the  seat.  (Thai 
count  as  the  one  carry-on  bag  you* 
lowed,  according  to  post-Septembt 
rules.)  Bigger  dogs  must  be  transp 
in  a  crate  roomy  enough  for  the 
stand  up,  turn  around,  and  lie  down 
crate  goes  in  the  luggage  hold,  in  I 
cial  area  that  is  heated  and  well-i 
lated.  Many  airlines  have  upgraded 
facilities  in  accordance  with  new  fe 
rules  regarding  animal  safety.  Bu 
American  Society  for  the  Preventi 
Cruelty  to  Animals  still  does  not  n 
mend  putting  animals  in  the  luggage 
No  matter  what  the  size  of  the  dog 
need  to  make  a  reservation.  Expfl 
pay  at  least  $75  extra. 

Not  surprisingly,  80%  of  trips  ow 
miles  taken  with  a  pet  are  in  a  car,  say 
Travel  Industry  Association  of  America* 
you  can't  just  throw  your  dog  into  the  back 
and  expect  a  smooth  ride.  To  be  safe,  \j 
narians  recommend  keeping  pets  in  a  carri 
crate.  You  also  can  buy  a  special  harness  th 
taches  to  a  seat  belt  so  the  dog  doesn't  bea 
flying  missile  whenever  the  car  stops  shoil 
When  it  comes  to  lodging,  your  best  bet 
plan  in  advance.  A  number  of  Web  sites  lid 
friendly  places  to  stay  (table).  Be  aware 
policies  vary  widely.  Franchises  can  be  esp 
ly  confusing,  since  owners  set  their  owiT 
The  Super  8  in  Dubuque,  Iowa,  for  inl 
charges  an  extra  $4,  while  the  one  in  Rod 
ley,  Iowa,  doesn't  allow  pets  at  all. 

Most  places  don't  let  you  leave  your  doJ 
room  alone.  The  Cypress  Inn  in  Carmel-bj 
Sea,  Calif.,  which  allows  dogs  in  its  33  I 
as  long  as  they're  supervised,  will 
pet  sitter  for  you.  Otherwise,  yot 
check  sites  such  as  petsitters.com  U 
names  of  local  dog-watchers.  An< 
possibility  is  a  nearby  doggie  day 
center.  The  Common  Dog  in  Ev< 
Mass.,  for  one,  looks  after  dogs  in  £ 
sq.-ft.  yard.  Its  vans  pick  up  pooch 
one  of  three  stops  in  nearby  Boston. 

What  will  you  do  with  your  dog  whei 
arrive?  Again,  you'll  have  to  do  research, 
beaches  and  parks  ban  dogs,  while  others 
them  only  at  certain  hours.  You  might  also 
your  vacation  in  places  known  to  be  welcc 
to  animals.  One  of  the  country's  most  ca 
friendly  locations  is  Key  West,  Fla.,  where 
beaches  and  restaurants  admit  dogs,  and 
owners  leave  water  bowls  by  their  doors, 
add  a  few  fire  hydrants,  and  your  pet  will 
doggie  heaven. 


D0GFRIENDLY.COM 

Accommodations;  pet-friend- 
ly events  by  states 


D00RT0SUMMER.COM 

Dog-friendly  activities,  parks, 
and  beaches  in  South  Florida 


INTERPETEXPL0RER.COM 

Find  hotels,  motels,  and  pet 
sitters  by  city  or  state 


PETSinERS.ORG  piual 

Site  of  the  National  Associ 
tion  of  Professional  Pet  Sit 


D0GGIEDIRECT0RY.COM 

Doggie  day-care  centers  and 
pet  sitters 


HIKEWITHY0URD0G.COM 

Links  to  2,000  parks,  plus 
rules  for  U.S.  national  parks 


PETSinERS.COM 

Pet-sitter  listing  lets  you 
search  by  city  or  Zip  Code 


PEnRAVEL.COM 

Pet-friendly  accommodatic 
vets,  and  groomers 
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ITTLE  MISS  MUFFET 


sat  on  the  board  of  directors  of 


a  Fortune  500  company. 


cade  ago,  this  would  be  a  fairy  tale.  But  thanks  to  the  Ms.  Foundation  and 
nnual  Take  Our  Daughters  To  Work9  Day,  it's  a  reality.  Because  every 
millions  of  girls  discover  they  can  become  something  they  never  thought 
could  be:  anything  they  want.  Visit  our  -website  at  www.ms.foundation.org 
ill.  1.800.676.7780  to  learn  how  to  participate  in  Take  Our  Daughters  To 
k®  Day  on  April  25, 2002. 


TAKE  OUR 

DAUGHTERS 

TO  WORK 


Ms.  FOUNDATION  FOR  WOMEN 
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Weekend  Escapes: 

Use  the  Web 

Local  sites  can  help  with  short-hop  trips 


TJ& 


BY  ELLEN 
NEUBORNE 


Planning  Your 
Nearby  Adventure 

ESCAPEMAKER.COM  Detailed 
data  on  the  500-mile  radius 
surrounding  New  York  City. 
Pros  Good  local  knowledge  and 
trips  that  don't  involve  airports. 
Cons  No  online  booking. 

G0RP.COM  Encyclopedic  content  on 
outdoor  and  adventure  travel. 
Pros  Many  local  travel  options  tor 
26  U.S.  cities. 

Cons  Active  vacations  in  the 
extreme.  Couch  potatoes,  beware. 

SITE59.COM  Specializes  in  weekend 
and  spontaneous  getaways. 
Pros  Great  selection,  with  trips 
leaving  trom  33  U.S.  cities. 
Cons  Offers  only  packages,  such 
as  airfare  plus  hotel. 

T0TALESCAPE.COM  Info  on 

outdoor  adventures  in  California. 
Pros  Site  owner  has  detailed 
personal  knowledge  of  back  roads. 
Cons  Trips  are  best  suited  for 
young  travelers  ready  to  rough  it. 

TRAVEL0CITY.COM  Online  reserva- 
tions for  air  travel,  hotels,  car 
rentals,  and  vacation  packages. 
Pros  Travel  to  anywhere  from 
anywhere. 

Cons  Best  suited  for  the  airline 
traveler  rather  than  the  local 
weekender. 


ou  don't  need  to  go  far  to  benefit  from 
going  online.  The  Internet  may  be  the 
place  to  buy  cheap  airline  tickets  or  re- 
search exotic  locales,  but  it's  also  be- 
coming a  popular  way  to  find  nearby 
travel  options.  That's  especially  true  as  re- 
cession and  terrorism  fears  have  led  many  to 
vacation  closer  to  home.  I  fired  up  my  PC  and 
began  surfing  for  trips  not  far  from  my  home  in 
New  York  City  after  my  family  nixed  a  ven- 
ture to  Texas.  I  found  the  Net  can  do  a 
lot  to  make  a  local  getaway  more  fun. 

Although  big  online  sites  such  as 
Travelocity.com  and  Expedia.com  offer 
lodging  and  activities  in  almost  any 
good-size  city,  when  you're  traveling 
within  100  miles  or  so,  it  pays  to  consult 
a  local  site.  Several  travel  sites  devoted 
to  individual  cities  and  their  environs 
can  help  (table).  With  their  narrow  focus 
and  locally  based  staff,  these  boutique 
sites  most  likely  have  a  vacation  idea 
that  would  surprise  even  a  native. 

How  do  you  find  a  local  site?  I  used 
Yahoo!  and  Google,  but  other  search  en- 
gines work  just  as  well.  Just  type  in 
such  keywords  as  weekend,  getaway, 
and  your  city  of  choice.  Also  try  search- 
ing the  activities  you'd  like  to  do. 

That's  how  Matt  Sullivan  of  La  Jolla, 
Calif.,  found  Totalescape.com,  a  site  ded- 
icated to  California  vacations  off  the 
beaten  path.  His  search  on  "mountain 
biking"  turned  up  Total  Escape,  which 
specializes  in  active  and  outdoor  trips. 
He  ended  up  booking  a  four-day  guided 
group  camping  trip  at  Anza-Borrego 
Desert  State  Park,  90  miles  from  Palm 
Springs.  Total  Escape  arranged  for  the 
camp  sites  and  the  cooking  and  bonfire 
permits,  provided  driving  directions,  and 
matched  up  Sullivan,  31,  with  about  20 
other  like-minded  vacationers. 

Total  Escape's  Web  master  is  its  lead 
tour  guide,  and  the  weekend  included 
optional  excursions  to  nearby  caves.  Sul- 
livan brought  his  own  gear,  so  the  trip 
cost  him  just  $25.  While  Total  Escape  fo- 
cuses on  outdoor  fun,  it  also  features 
inns  and  resorts,  such  as  the  Ginger- 
bread Mansion  Inn  ($130  to  $385  per 
night)  in  Ferndale  in  Northern  California 
and  the  Blue  Iguana  Inn  ($95  to  $219)  in 


Ojai  near  Los  Angeles.  Hotel  chains  or 
ment  parks  aren't  listed. 

I  found  my  getaway  by  surfing  Escap 
er.com,  which  specializes  in  trips  within  5 
of  its  Brooklyn  (N.  Y.)  headquarters, 
searched   for   nearby   environs   such 
Catskills,  Hudson  Valley,  and  Woodstock, 
on  sites  such  as  Orbitz,  I  came  up  blank.  B 
capemaker  directed  me  to  the  Hunter  Inn, 
is  within  walking  distance  from  Catskills  s] 
sort  Hunter  Mountain  ($79  to  $270  a  nigh 
also  came  up  with  a  list  of  every  specialty 
in  Woodstock  and  the  annual  Chocolate  F; 
Mystic,  Conn.  I  decided  a  weekend  of  c 
sampling — and  a  visit  to  the  Mys- 
tic Aquarium — should  help  my 
family  of  four  get  over  the  dis- 
appointment of  not  being  some- 
where warm. 

If  you're  willing  to  squeeze  a 
plane  trip  into  your  getaway, 
Site59.com  has  made  a  specialty 
of  packaging  cheap  airfares  and  hotels.  Tw 
cent  offerings:  $277  from  New  York  to 
Palm  Beach  with  two  nights  at  the  Crowne 
Hotel,  and  $303  from  Washington  to  Ne 
leans  with  two  nights  at  the  Sheraton.  Sii 
so  good  at  quickie  vacations  that  Travel 
and  Orbitz  now  use  it  to  purchase  much  of 
getaway  inventory. 

The  biggest  drawback  to  smaller  sites  is 
uneven  technology.  While  Site59  and  the 
are  fully  virtual  from  search  to  sale,  Es« 
maker  provides  only  data  and  links.  To 
your  trip,  you'll  have  to  pick  up  the  phone. 

The  yen  to  travel  locally  may  wane  asl 
economy  comes  out  of  recession.  Already,  t 
at  Travelocity  and  Site59  say  average  trip  le 
which  contracted  after  September  11,  is  inc 
ing  again  as  consumers  regain  confidence  s 
traveling.  Still,  when  you  get  the  urge  1 
quick  trip,  the  boutique  sites  offer  grea' 
sources  to  help  you  indulge  your  whim. 
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ull-Size  Car  in  Initial  Quality.  The  2001  Chrysler  Concorde  was  the  highest-ranked  Full-Size  Car  in  J.D  Power  and  Associates  2001  Initial  Quality  Study. "  Study  based  on  a 
54.565  consumer  responses  indicating  owner-reported  problems  during  the  first  90  days  of  ownership,  www.jdpower  com. 
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The  Travel  Agent  in  Your  PC 


An  online  odyssey 
can  help  you 
put  together  that 
special  trip 


BY  ALEX  SALKEVER 

A  search  on 
Google.com  found 
some  50  sites 
featuring  B&Bs 
and  private  homes 
that  can  be  rented 
on  Maui 


Before  the  birth  of  their  first  child  last 
year,  Chris  Kenton  decided  to  take  his 
wife,  Linda,  on  one  last  free-spirited  va- 
cation. Kenton,  the  president  of  a  Bay 
Area  tech  marketing  company  called 
Cymbic,  wanted  to  put  together  his  own 
itinerary  rather  than  buy  a  cookie-cutter 
tour.  Even  just  a  few  years  ago,  that  likely 
would  have  meant  a  call  to  a  travel  agent. 

But  Kenton  used  the  Internet  to  book  his 
Hawaiian  vacation,  a  complex  holiday  that  covered 
two  islands,  two  hotels,  a  rental  cottage,  two 
rental  cars,  and  inter-island  flights  as  well 
as  flights  to  and  from  San  Francisco.  He 
arranged  all  that  in  three  hours,  using  a 
handful  of  travel  sites.  The  result?  A 
$3,800  dream  vacation  that  went  off  with- 
out a  hitch.  "I  was  able  to  preview  every 
part  of  the  trip,"  he  says.  "I  knew  exactly 
what  to  expect  when  I  got  there  after  see- 


mm 


ing  it  online,  and  everything  met  my  expectati  m 

Nowadays,  more  folks  are  donning  the  vi 
travel  agent  hat.  That's  a  big  change  fron  ^; 
early  days  of  online  travel  planning,  when  n  K  u 
pie-leg  itineraries  were  difficult  to  arrang 
slower  computers.  But  with  faster  Web  coi 
tions  and  better-designed  pages,  booking  o  ^ 
is  a  snap. 

That's  not  to  say  it's  a  one-click  experi 
Travelers  will  be  sorely  disappointed  if  the; 
pect  to  find  a  single  site  that  can  help  i 
arrange  every  aspect  of  a  custom  vacation.  s 
is  there  one  established  method  to  fii   . 
the  lowest  rates  and  fares.  For  inst 
while  engines  such  as  SideStep.com 
FareChase.com  pull  in  fares  from  se 
sites  and  provide  side-by-side  com 
son,  they  may  miss  new  sections 
site  offering  special  packages. 

Although  bidding  site  Priceline  j 
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aim  to  deliver  the  best  prices,  some  trav- 
jrts  dispute  this.  Edward  Hasbrouck,  au- 
:  The  Practical  Nomad  Guide  to  the  On- 
Travel  Marketplace  (Avalon  Travel 
ling,  $17.95),  says  fares  on  that  site  are  no 
and  are  often  higher  than  what  you  could 
rom  a  travel  consolidator  such  as 
re.com  and  Travelone.com.  Consolidators 
t-rate  tickets  or  accommodations  without 
y  the  airline  or  hotel.  That  way,  carriers 
[>tels  can  fill  seats  or  rooms  without  corn- 
sing  their  own  price  structures.  Priceline 
ses  consolidator  fares;  the  difference  is 
le  consolidator  rate  is  the  starting  point  in 
ne's  bidding  process,  says  Hasbrouck. 
ravelers  prefer  to  buy  tickets  at  the  pub- 
fares — an  option  that  allows  them  to  pick 
ers  and  the  routes — they  should  check 
travel  sites,  such  as  Travelocity.com,  Ex- 
om,  and  Orbitz.  Hasbrouck,  however,  ree- 
ds that  they  use  these  sites  merely  to  find 
They  should  then  go  directly  to  the  airline 
[site,  he  says,  where  they  can  buy  the  ticket 
he  same  fare  or  sometimes  lower.  And  they 
^n  often  get  bonus  frequent-flier  miles. 
While  your  finger  must  do  a  lot  of  click- 
ing, no  one  disputes  that  the  Web  is  an 
invaluable  tool  that  has  revolutionized 
travel  booking  and  research.  Witness 
the  path  Kenton  took  to  arrive  at  his 
;inerary.  He  and  his  wife  envisioned  a  12- 
vacation  that  would  allow  them  to  see  the 
3  of  Oahu  and  Maui.  While  they  wanted  to 
the  luxury  of  hotels,  they  also  pictured 
elves  off  on  their  own  in  Maui.  Finally, 
wanted  to  end  their  trip  with  a  stay  at 
alekulani,  a  gem  of  a  hotel  right  on  Waiki- 
,ch. 

ton  started  shopping  for  round-trip  San 
sco-Honolulu  fares  at  Travelocity  and  Ex- 
He  also  checked  Hawaii  travel  specialist 
int  Hawaiian  Holidays.  But  he  found  that 
es  on  these  sites  either  cost  more  than 
on  airline  sites  or  didn't  fit  his  schedule.  He 
up  booking  at  American  Airlines  Vaca- 
(aavacations.com),  a  subsidiary  of  the  car- 
)ecause  it  offered  a  flexible  package  deal, 
let  me  book  a  flight  to  Honolulu  but  get  a 
id  a  hotel  in  Maui,"  he  says, 
bm  Honolulu,  Kenton  needed  to  get  to 
45  minutes  away  by  plane,  and  back.  For 
iter-island  flights,  Kenton  used  the  Hawai- 
irlines  site.  Next,  he  started  searching  for 
erfect  rental  cottage  by  the  sea  in  which 
could  spend  four  of  their  eight  days  in 
A  search  on  Google.com  found  about  50 
featuring  bed  and  breakfasts  and  private 
s  on  the  island.  Most  of  them  had  pic- 
rates,  and  availability  dates.  The  Web 
also  allowed  Kenton  to  check  the  sur- 
iing  areas  for  such  things  as  population 
ty,  kinds  of  beaches,  and  proximity  to 
urants.  He  decided  on  a  bungalow  in  lush 
secluded  Hana  on  the  northeastern  tip  of 
that  he  found  through  Web  site  Hana  Alii 
ays  (hanaalii.com). 


For  the  final  portion  of  their  vacation,  Kenton 
searched  for  sites  that  offered  stays  at  the 
Halekulani.  No  sites  carried  the  hotel  except  for 
the  Halekulani's  home  page,  so  he  used  that  to 
book  a  four-day  stay.  He  then  went  to  Avis.com 
to  reserve  a  rental  car  on  Oahu. 

One  thing  Kenton  didn't  do  on  his  online 
odyssey  was  book  a  kayaking  trip.  He  looked  at 
some  sites  but  said  he  wasn't  comfortable  with 
the  information  he  received.  So  he  opted  to 
wait  for  the  locals'  recommenda- 
tions. For  detailed  information  on 
specialized  topics,  such  as  good 
kayaking  outfitters,  it's  best  to  post 
a  query  with  online  newsgroups, 
says  Hasbrouck,  because  people  in 
such  groups  are  often  savvy  about 
the  topic.  You  can  easily  find  links 
to  these  groups  through  America 
Online,  Google.com,  and  other 
search  engines.  Another  option  is 
to  search  for  sites  of  travel  agents 
that  specialize  in  certain  kinds  of 
trips,  such  as  painting  tours  of 
Tuscany  or  bike  trips  in  Vietnam. 
Then  e-mail  your  questions  to 
these  specialists. 

Although  the  Web's  vacation 
planning  tools  have  multiplied,  it's 
not  the  best  medium  for  arranging 
all  holidays.  For  instance,  the 
cheapest  place  to  buy  international 
tickets  remains  the  offline  "bucket 
shops"  that  purchase  big  chunks  of 
seats  from  airlines.  "Ironically,  these 
tickets  often  have  fewer  restric- 
tions than  the  discount  fares  you 
can  find  online,"  says  Hasbrouck. 

As  for  cruises,  some  experts  say 
the  best  way  to  book  one  is  to  talk 
to  a  travel  agent.  Why?  They  know 
the  demographics  of  specific  cruises, 
something  that  might  not  be  clear 
from  the  descriptions  on  the  travel 
sites.  Bill  Marbach,  vice-president 
of  sales  at  hotel  discount  site  Lodg- 
ing.com,  says  that  travelers  are  of- 
ten leery  of  booking  a  $2,000  or 
$3,000  package,  such  as  a  cruise, 
based  solely  on  online  data.  'Teople 
want  more  info,"  he  says. 

A  final  caveat:  Because  you  don't 
deal  with  a  specific  person,  some- 
times it's  harder  in  the  virtual 
world  than  in  the  real  world  to  find 
someone  to  talk  to  when  glitches, 
such  as  emergency  booking 
changes,  arise.  Refunds  and  charges 
for  changes  can  be  problematic — 
so  ask  before  you  book.  But  if 
you're  like  Kenton,  the  ease  and 
control  you  get  from  being  your 
own  travel  agent  is  worth  the  risk. 
He's  already  planning  his  next  jaunt 
to  Hawaii,  and  he  knows  exactly 
where  to  look.  ■ 


Your  Online 
Travel  Tools 


GENERAL  TRAVEL  SITES 


Expedia.com,  Orbitz.com, 
Travelocity.com 

Good  for  researching  which  carriers  go 
where  and  at  what  price.  Also,  these 
sites  may  not  have  the  lowest  fares  or 
the  most  detailed  information. 


CONSOLIDATORS 


Hotwire.com,  Priceline.com, 
Travelone.com 

Offer  the  best  domestic  fares  on  the 
major  carriers,  but  sites  are  not  as 
comprehensive  as  those  of  the  general 
travel  sites. 


COMPARISON  ENGINES 


FareChase.com,  SideStep.com 

These  services  search  other  sites. 
Nice  way  to  compare  published  air- 
fares and  hotel  rates  side-by-side. 
But  you  may  not  get  the  lowest  possi- 
ble prices. 


AIRLINES 


Aa.com,  Continental.com,  etc. 

You  might  find  slightly  lower  fares  than 
at  general  travel  sites,  since  you're  deal- 
ing directly  with  the  airlines.  Best  place 
to  get  frequent-flier  miles.  Visit  them  to 
sign  up  for  e-mails  that  advertise  spe- 
cial deals. 


HOTEL 


Hoteldiscount.com,  Lodging.com, 
Quikbook.com 

Good  places  to  find  cheap  rooms, 
though  you  may  do  as  well  or  better  to 
call  a  hotel's  toll-free  number.  Quikbook 
focuses  on  upscale  accommodations. 


USENET 


Google.com/groups 

Sign  up  and  post  a  query  about  a  specif- 
ic place,  tour  operator,  or  online  travel 
service.  A  great  way  to  get  lots  of  quick 
feedback,  and  it's  free. 
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THE  DIRTY  LITTLE  SECRET  OF  MUTUAL  FUND; 


BY  LEWIS 
BRAHAM 


Regulators  should 
probe  deals  in 
which  mutual-fund 
companies  pay  high 
fees  to  be  on 
a  preferred  list 
of  funds  that  a 
broker  recommends 
to  its  clients 


When  money  manager  Phillip  Toews 
launched  a  new  mutual  fund  last  July, 
he  thought  he  would  have  no  trouble 
finding  investors.  Given  the  stock  mar- 
ket's volatility,  he  figured  his  Toews 
Nasdaq-100  Hedged  Index  Fund  would  be  a 
surefire  hit.  Yet  two  brokerage  houses  refused 
to  let  Toews  contact  their  brokers  about  selling 
the  fund.  Why?  He  wasn't  willing  to  pay  to  be 
on  the  firms'  preferred  list  of  funds. 

Such  "pay-to-play"  arrangements  are  a  dirty 
little  secret  of  the  mutual-fund  industry.  True, 
all  fund  companies  pay  to  get  a  selling  agree- 
ment with  a  national  broker — and  that  can  cost 
$300,000  or  so.  But  that  money  doesn't  get  a 
fund  any  attention — in  other  words,  a  place  on 
the  preferred  list.  Toews  does  have  selling 
agreements  with  30  different  brokers,  primari- 
ly regional  ones  where  the  initial  set-up  fees 
are  small.  Even  so,  because  he's  not  on  any 
preferred  lists,  the  likelihood  of  investors  hear- 
ing about  his  fund  from  brokers  is  slim. 

These  preferred  list  deals,  though  legal,  are 
unfair  to  investors  and  are  anticompetitive  to 
many  smaller  fund  companies.  Regulators 
should  investigate  them,  and  either  ban  them 
or  force  fund  companies  and  brokers  to  com- 
pletely disclose  their  dealings. 

Arrangements  are  always  privately  negotiat- 
ed, but  industry  sources  say  getting  on  the 
preferred  list  starts  with  a  higher  sign-up  cost, 
perhaps  $500,000  to  $1  million  at  national 
brokers.  The  fund  company  will  then 
have  to  pay  either  a  percentage  of  the 
brokerage's  gross  sales,  about  0.25%, 
and/or  an  annual  fee  of  0.25%  to  0.35% 
of  the  fund  assets  held  at  the  company. 
As  distributors,  brokers  have  a  right 
to  charge  for  shelf  space — a  common 
practice,  for  instance,  in  the  food  and 
publishing  industries.  But  in  mutual 
funds,  preferred  relationships  create  con- 
flicts that  can  harm  investors.  Brokers 
may  overlook 
funds  that  may 
be  most  suitable 
to  an  investor's 
needs.  St.  Louis- 
based  broker  Ed- 
ward Jones  can 


sell  funds  of  180  fund  families  through  its 
branches.  Yet  only  seven  families — which 
such  powerhouses  as  American  Funds 
nam — are  on  its  preferred  list.  "Those  se\ 
97%  of  our  business,"  says  Thomas  Milter 
the  firm's  fund  marketing  chief. 

That's  not  surprising.  "Once  you're  a 
ferred  sponsor,"  says  Toews,  "your  fund 
cussed  in  their  publications  and  included 
their  recommended  buy  list  for  their 
planners."  Although  Edward  Jones  cha 
tra  fees  for  the  preferred  list,  Miltenbei 
says  it  selects  preferred  fund  companies 
on  product  breadth  and  ability  to  service  ] 
kers — make  office  visits,  distribute  infor 
and  train  brokers  on  how  to  sell  their 

Servicing  brokers  is  costly,  too.  "If  a 
company  comes  to  Merrill  Lynch  and  saj 
We'll  spend  a  lot  of  money  to  train  your 
kers  on  certain  aspects  of  wealth  manage 
Merrill  Lynch  looks  favorably  on  that, 
increases  competition  for  everybody  else," 
James  Hawkes,  ceo  of  Eaton  Vance  func 
Such  training  often  takes  place  at  cushy 
sorts.  "A  lot  of  firms  will  say,  *We  want 
give  us  $100,000  to  attend  our  broker  cor 
tion  in  Hawaii,' "  says  Joseph  Rob,  CEO  of 
tinel  Funds.  "We  rarely  go  to  those." 

So  who's  really  footing  the  bills?  Funds* 
charge  investors  up  to  0.25%  of  assets  for 
tribution — it's  part  of  the  so-called  12(b)-l 
but  that's  not  enough.  Often  fund  compa 
into  their  own  cash  to  cover  pay-to-plaji 
costs.  Since  the  payments  are  not  frorrt| 
assets,  the  company  is  not 
quired  to  disclose  these  cos 
investors.  But  pressure  on 
company  profit  margins  mean8| 
shareholders  will  bear  some  of  \ 
costs  in  the  form  of  higher  ma 
ment  fees.  In  fact,  a  2000 
vey  of  major  fund  compa 
by  Financial  Research,  a 
consultant,  found  an  aver 
pay-to-play  cost  of  0.4%  of 
every  dollar  invested  in  funds— | 
total  of  $1.5  billion. 
r '-  S  Why  do  fund  companies  agil 

^■k    to  these  ridiculous  fees?  Becal 
^  they  need  brokers  more  than  [ 

Some  6,000  funds  are  competiij 
and  a  place  on  the  preferred  list  [ 
the  fund's  name  in  front  of  client 
Even  so,  investors  need  to  know 
whether  the  funds  their  broker  is  rl 
ommending  were  among  a  handful  th| 
paid  for  preferential  treatment. 

Staff  Editor  Braham  writes  about 
mutual  funds. 
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The  Barker  Portfolio 


THE  HIGH  COST 

OF  KOZLOWSKI'S  KEEP 

Each  time  Tyco  International's  embattled  chief, 
Dennis  Kozlowski,  answers  one  question 
lately,  three  more  seem  to  pop  up.  Yet  no- 
body second-guessed  him  during  a  Feb.  6  con- 
ference call  with  Wall  Street  analysts  after  he  de- 
clared, "No  one  wants  this  stock  to  rebound 
faster  than  I  do."  Not  counting  his  options 
on  10.4  million  Tyco  shares,  Kozlowski 
had  just  seen  the  3  million  shares  he 
owns  outright  plunge  in  value  by  $108 
million  since  Jan.  1. 

That  Kozlowski's  interests  and  share- 
holders' interests  are  one  and  the  same 
has  been  a  tenet  of  faith  among  Tyco 
bulls.  By  most  accounts,  this  has 
been  true.  Tyco  stock  has  returned 
an  average  of  32.5%  a  year  since 
he  became  ceo  in  July,  1992,  vs. 
13.7%  for  the  Standard  &  Poor's 
500-stock  index.  Just  the  same, 
it's  now  worth  noting  the  ap- 
pearance on  Jan.  22  of  a  small 
rift  in  this  rewarding  commun- 
ion.   Kozlowski    that    day    got 
800,000  shares  of  restricted  stock, 
given  to  him  by  Tyco's  board  of 
directors.  Unlike  millions  of  shares 
in  stock  Kozlowski  has  received  in 
the  past  (table),  this  fresh  grant  will 
vest  year  by  year  without  Tyco  hav- 
ing to  clear  a  single  per- 
formance hurdle. 

Investors  can  find  the 
deal  summarized  in  Tyco's 
Jan.  28  proxy  statement  and 
detailed  fully  in  its  Dec.  31 
10-K  filing  with  the  Securi- 
ties &  Exchange  Commis- 
sion in  an  exhibit  labeled 
"Retention  Agreement."  In 
return  for  Kozlowski's  con- 
tinuing service  as  ceo,  the 
agreement  calls  for  100,000 
shares  to  vest  each  Janu- 


BY  ROBERT  BARKER 

rb@businessweek.com 

Unlike  the  shares 
Kozlowski  received 
in  the  past,  the 
latest  grant  will 
vest  year  by  year 
without  Tyco 
having  to  clear 
any  performance 
hurdles 


Lots  of  Extras 

Beyond  base  pay,  cash  bonuses, 
stock  options,  and  miscellaneous 
compensation,  Tyco's  board  has 
granted  CEO  Dennis  Kozlowski  re- 
stricted stock  that,  until  the  latest 
grant,  became  vested  only  after  Tyco 
cleared  financial  hurdles. 


DATE  OF  GRANT 


NUMBER  OF 
SHARES 


set  to  vest  until  January,  2006,  howi 
Why  should  Tyco  shareholders  give  u] 
million  in  equity?  "To  make  sure  that  we 
keep  Dennis  and  Mark  as  key  executives 
long  as  possible,"  said  W.  Peter  Slusser,  pre| 
of  a  Manhattan  investment  firm,  Slusser  A 
ates,  and  a  veteran  of  the  Tyco  board's  cfl 
sation  committee.  Stephen  Foss,  chairmaM 
committee  and  ceo  of  fabric  maker  Fosal 
facturing,  told  me,  "We  kept  getting  asked  I 
alysts,  rWhat  golden  handcuffs  do  you  ha 
Kozlowski  and  Swartz  "are  top  managen 
very  attractive  for  companies  to  recruitT 
In  the  past,  however,  Tyco's  conrf 
tion  committee  has  taken  pains  to  ei 
its  big  awards  of  cash  bonuses,  stocj 
options  to  Tyco's  top  executives  as 
ment  only  in  return  for  superior  pe: 
ance.  Tyco's  39%  jump  in  net  inc 
31%  gain  in  cash  flow  durin; 
2001,  for  example, 
Kozlowski  a  $4  millioi 
bonus  atop  his  $1.65 
salary.  The  board  last 
ber  also  spurred 
with  600,000  shares  of 
They  vest  over  three 
but  only  if  Tyco  m 
gressive  financial 
This  brand  of  pe: 
ance-based  pay  has 
worked  better  t 
Tyco,  Slusser  told  m« 
So  why  change  co 
January,  2001,  when  Tyco 
tors  first  approved  the  re 
deals  without  demanding 
nancial  hurdles,  Slus; 
calls  they  felt  they 
pay  that  price  to  mak 
[Kozlowski  and  S 
would  stay."  Yet  since 
much  has  changed  at 
It's  now  splitting  into  p 
with  Kozlowski  set  m 
up  as  chief  of  an  ele 
and  security-services 
half  Tyco's  size.  Neitl 
nor  Swartz,  who  pi 
stay  as  CFO,  commen 
it's  an  open  question 
their  deals  are  too  rich 


VALUE  WHEN 
GRANTED 


JAN.  5,  2000 
OCT.  1,2001 


600,000 
600,000 


21,207,540 
30,398,880 


MAY  14, 1998     380,000         $20,140,000 

ary,  2002  through  2008.  The       ... ~~ — =r  — 25  707  178 

eighth  block  vests  on  Nov.      ..?.?.?:. J.?.?..!?.?.? ?±7.!.™° their  new,  more  mod 

16,  2008,  his  62nd  birthday. 
When  they  were  granted 
on  Jan.  22,  the  full  800,000 
shares    were    worth    $38 
million  at  that  day's  closing 
price  of  $47.55  a  share.  The 
100,000  shares  that  vested 
immediately  came  nearly  to 
$4.8  million,  and  Kozlowski  had  the  option  to 
sell  them  right  back  to  Tyco  for  cash.  Mark 
Swartz,  Tyco's  chief  financial  officer,  enjoys  a 
similar  retention  deal,  for  500,000  shares,  worth 
almost  $24  million  when  granted.  None  of  his  is 


"It's  something  that 

to  be  discussed,"  Foss 

Investors  saw  Tyco  s 
JAN.  22, 2002 800,000 38,040,000*      sink  33%  since  these 

TOTAL  3,004,000         135,493,598        grants  of  stock.  Thej 

want  to  ensure  their  la 
keep  faith,  taking  only 
they  earn. 


Estimate 

Data:  Company  Reports,  BusinessWeek  estimate 
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on  your  customer  contact  operations. 
And  that's  bound  to  impress  someone. 


ivthing  on  that  list  look  good?  Talk  to  us.  We're  eLoyalty.  Our  deep  expertise  in  the  areas  of  operations  management,  CRM  technologies 
financial  performance  is  saving  our  customers  an  average  of  25-30°/o  on,  their  customer  contact  operations.  It's  a  bold  step  to  guarantee 
such  a  thinq,  but  that's  the  kind  of  savings  we're  offering.  The  kind  of  savings  that  makes  a  difference  -  the  kind  that  gets  noticed. 


CALL  1.877.4.ELOYAL  OR  VISIT  OUR  WEBSITE  WWW.ELOYALTY.COM 
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HEFTY  GAINS 
DESPITE  A  SLUMP 


A  REAL  ESTATE  MAGNET 


Value  investor  John  Rogers  Jr.  thinks  this 
angst-ridden  market  is  a  fine  time  to  buy 
"solid  franchise"  businesses.  He  has  stuck  to 
that  strategy  at  Ariel  Capital  Management  in 
Chicago — where  he's  chairman  and  ceo — and  it 
has  worked:  In  2001,  Ariel's  Mid-Cap  portfolio 
posted  a  gain  of  17.2%,  compared  with  a  loss  of 
11.9%  for  the  Standard  &  Poor's  500-stock  index 
and  a  2.3%  gain  for  the  Russell  Mid-Cap  Value 
Index.  Ariel's  $7.5  billion  portfolio  was  helped  by 
such  stocks  as  International  Game  Technology,  up 
60%  in  2001,  and  ServiceMaster,  up  25.5%. 

What's  Rogers'  favorite  now?  You've  probably 
never  heard  of  it:  Big 
Board-listed  Jones  Lang 
LaSalle  (JLL),  a  provider  of 
real  estate  and  investment- 
management  services  to 
multinational  companies, 
including  Microsoft,  Bank 
of  America,  and  Rockwell 
Automation.  Jones  serves 
not  only  as  broker  but  also 
as  manager  for  clients' 
properties  worldwide.  Mul- 
tinationals now  tend  to  outsource  the  operation  of 
their  real  estate  properties — a  boon  to  Jones, 
says  Rogers.  Jones  operates  in  100  cities  in  33 
countries.  Ariel  has  raised  its  stake  in  Jones  to 
17.7%,  up  from  6.2%  in  September.  The  stock 
hit  a  low  of  12  in  March,  2001. 

Jones  lost  55<?  a  share  last  year,  on  sales  of 
$881  million,  in  part  because  of  the  economic 
slump.  Now  trading  at  17,  Jones  sells  at  just  over 
10  times  estimated  2002  earnings  of  $1.65  a  share, 
on  revenues  of  $900  million,  notes  Franklin  Mor- 
ton, Ariel's  research  director.  In  2003,  he  sees 
earnings  rising  to  $2,  on  sales  of  $955  million. 
Ariel's  12-month  price  target  for  the  stock  is  27. 


BY  GENE  a  MARCIAL 

Jones  Lang  LaSalle 
is  attracting  more 
global  business. 
Rival  gambling 
operators  may  bid 
for  ailing  WMS. 
Bio-Reference  Labs 
looks  robust  after 
inking  a  Roche  deal. 


AUG.  13.  01    FEB.  13. '02 
A  DOLLARS 
Data:  Bloomberg  Financial  Markets 


A  PRECIPITOUS 
DROP 


AUG.  13.  01    FEB.  13. '02 
▲  DOLLARS 
Data:  Bloomberg  Financial  Markets 


WHO  WILL  BET 

ON  WMS  INDUSTRIES? 

If  Viacom  CEO  Sumner  Redstone  doesn't  buy 
wais  Industries  (wms)  soon,  a  leading  Aus- 
tralian gambling  outfit.  Aristocrat  Leisure,  may 
just  beat  him  to  it.  So  argue  several  industry 
pros,  who  say  the  steep  drop  in  wms  shares  makes 
the  producer  of  coin-operated  video  and 
gaming  machines  an  attractive  takeover 
target.  Redstone,  whose  holding  company 
National  Amusements  already  owns  30% 
of  wms,  continues  to  buy  stock  in  the 
open  market,  now  trading  at  16.80  a 
share — down  from  its  52-week  high  of  32 
in  mid-June.  Some  analysts  believe  Na- 
tional Amusements  will  one  day  make  a 
bid  for  wms.  The  stock  dropped  after  wms 
was  hit  by  a  software  problem  in  January, 
2001,  resulting  in  delayed  state  regulato- 


ry approvals  of  several  of  its  new  machines,  | 
house  takes  on  its  games,  and  order  cancel] 

With  wms  trying  to  resolve  its  probler 
company  could  become  buyout  bait,  give 
"strong  balance  sheet  [no  debt  and  $93 
cash  as  of  Dec.  31,  2001]  and  its  power 
censes  and  brands,"  says  Jason  Ader  of  | 
Stearns,  wms  is  worth  20,  he  believes,  and 
earn  78tf  a  share  for  the  year  ending  Ji 
2002,  and  $1.35  in  2003,  down  from  2001's 
On  Feb.  8,  2002,  Ariel  Capital  Managemej 
ported  to  the  Securities  &  Exchange  Cor 
that  it  had  acquired  a  10.2%  stake  in  wmsJ 

David  Bain  of  Roth  Capital  Partners  says| 
tocrat  wants  to  buy  wms:  Aristocrat  is 
to  "make  a  splash  in  the  U.  S.  market  and 
industry  biggie  International  Game  Technc 
which  has  70%  of  the  gaming-machine 
wms  has  11%,  and  Aristocrat  5%.  Last  year,| 
tocrat  was  rumored  to  have  approached 
possible  buyout  deal,  wms,  National  Amuser 
and  Aristocrat  weren't  available  for  commej 

BIO-REFERENCE  LABi 
IS  IN  THE  PINK 

A  regional  clinical  laboratory  with  no 
following,  Bio-Reference  Laboratories 
has  seen  its  shares  surge  from  3.45  rj 
gust  to  nearly  6  lately.  One  reason:  It  has 
versifying — and  posting  record  sales  and 
ings.  "Bio-Reference  is  our  kind  of  stock,' 
Shelagh  Hughes  of  Kennedy  Capital  Mi 
which  manages  $1.6  billion.  Kennedy  owns  3( 
shares,  or  2%  of  the  total.  "It  is  earnings-pq 
with  a  good  growth  story  and  no  long-term 
It's  totally  undiscovered  and  undervalued 
says,  adding  that  Bio-Reference  is  "attract 
major  labs."  Based  on  recent  deals,  the  st 
worth  9  in  a  buyout,  says  Hughes.  The  larj 
dependent  full-service  lab  in  the  Northeas 
Reference  specializes  in  ge- 
nomics, oncology,  and  AIDS 
testing.  On  Jan.  22,  2002, 
Bio-Reference  formed  an  al- 
liance with  Roche  Group's 
Roche  Diagnostics,  where- 
by Roche  invested  $1  mil- 
lion and  will  market  and 
manage      Bio-Reference's 
Net-based  CareEvolve  unit. 
CareEvolve  provides  doc- 
tors with  a  comprehensive 
system  for  lab  reports,  and  it  links  doctors 
patients  and  insurers  to  lift  productivity.  H 
figures  the  company,  which  earned  24(2  a  shs 
sales  of  $80  million  in  the  year  ended  Oc 
2001,  will  post  20%  annual  earnings  and  re^ 
gains  over  the  next  two  years. 


SWINGING  SOI 
UPWARD 


8 


01 
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re  you  ready  for  the  day  you 
lead  home  for  retirement?" 


||U're  a  TD  Waterhouse  customer,  chances  are,  you  are. 

se  TD  Waterhouse  has  everything  you  need  to  get  control 
retirement.  So  that  you'll  be  ready  for  that  last  day  of 

For  that  last  commute.  For  that  one  day  when  you  hang 
le  business  casual  and  head  home  from  work — for  good. 

i  an  IRA  account  at  TD  Waterhouse  and  you'll  get: 

Online  Retirement  Advisor  to  help  with  planning  strategies 

irement  Specialists  to  answer  your  questions  at  over 
J  local  branches 

■fee  IRAs 

se  Investor  Services,  Inc.  Member  NYSE/SIPC.  Access  to  services  and  your  account  may 

y  market  conditions,  system  performance  or  for  other  reasons.  Online  market  orders 

4.95  depending  on  trading  activity.  See  tdwaterhouse.com  for  complete  commission 

Offer  valid  for  new  TD  Waterhouse  IRA  accounts  opened  and  funded  between 

02.  Limit  one  offer  per  individual.  U.S.  residents  only;  void  where  prohibited.  If  you 

i  subscriber,  we  will  extend  your  subscription  for  one  year.  See  website  for  details. 


Get  one  year  of  Money  magazine  with  our 
compliments  when  you  open  and  fund 
an  IRA  account. 

1.800.td  waterhouse 

tdwaterhouse.com 

over  150  branches  nationwide 

online  trades  as  low  as  $9.95 
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Figures  of  the  Week 


%  change 


Stocks 

S&P500 

Feb.   Aug.    Feb.  Feb.  7-13 


U.S.  MARKETS 


Feb.  13 


Year  to 
Week      date 


Last  12 
months 


GLOBAL  MARKETS 


Feb.  13     Week 
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1140 
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1150 

1125 
1118.5 
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COMMENTARY 

Valentine's  Day  arrived  a  day  early  this 
year  when  a  Feb.  13  report  of  rising  U.S. 
retail  sales  warmed  investors'  hearts. 
The  Dow  Jones'  industrial  average,  up 
3.5%,  came  within  striking  distance  of 
10,000,  a  mark  not  seen  since  early 
January.  The  S&P  500  and  Nasdaq  in- 
dexes climbed  3.2%  and  2.6%,  re- 
spectively. But  markets  remain  wary: 
Witness  stocks'  narrow  trading  range. 

Data:  Bloomberg  Financial  Markets 
Bridge  Information  Systems,  Inc. 


S&P  500  1118.5 

Dow  Jones  Industrials  9989.7 

Nasdaq  Composite  1859.2 

S&P  MidCap  400  506.0 

S&P  SmallCap  600  230.9 
Wilshire  5000                         10,454.4 

SECTORS 

BusinessWeek  50*  683.1 
BusinessWeek  Info  Tech  1 00**     390. 1 

S&P/BARRA  Growth  589.3 

S&P/BARRA  Value  528.7 

S&P  Energy  205.1 

S&P  Financials  345.1 

S&P  REIT  93.7 

S&P  Transportation  208.2 

S&P  Utilities  135.7 

GSTI  Internet  93.3 

PSE  Technology  671.7 
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S&P  Euro  Plus  (U.S.  Dollar)         1010.9        2.9 


London  (FT-SE  100) 
Paris  (CAC  40) 
Frankfurt  (DAX) 
Tokyo  (NIKKEI  225) 
Hong  Kong  (Hang  Seng) 
Toronto  (TSE  300) 
Mexico  City  (IPC) 

FUNDAMENTALS 


5153.9 
4364.5 
4935.4 
9968.4 
10,832.7 
7561.4 
6715.6 

Feb.  12 


1.6 
2.1 
2.7 
5.2 
1.3 
0.9 
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S&P  500  Dividend  Yield                     1.41%  1 

S&P  500  P/E  Ratio  (Trailing  12  mos.)    61.5  55 

S&P  500  P/E  Ratio  (Next  1 2  mos.)*       20.7  2C 

First  Call  Earnings  Revision*            -0.46%  -1 
•First  Call  Corp. 

TECHNICAL  INDICATORS       Feb.  12  Wk. 


•Mar.  19,  1999  =  1000 


•Feb.  7,  2000  =  1000 


S&P  500  200-day  average  1161.6  1165 

Stocks  above  200-day  average           58.0%  55 

Options:  Put/call  ratio                      0.82  0.: 

Insiders:  Vickers  Sell/buy  ratio          2.87  2.3 


BEST-PERFORMING 
GROUPS 


Last 
month  % 


Last  12 
months  % 


WORST-PERFORMING    Last 

GROUPS  month  % 


It" 


Auto  Parts  &  Equip.  15.5 

Forest  Products  12.5 

Trucking  12.0 

Diversified  Metals  12.0 


Metal  &  Glass  Containers  71.0 

Gold  Mining  51.3 

Trading  Cos.  &  Distribs.  37.7 

Paper  Packaging  34.7 


Metal  &  Glass  Containers      11.6    Office  Electronics 


34.2 


Wireless  Services  -26.4 

Multi-Utilities  -25.0 

Environmental  Services  -23.6 

Electrical  Equipment  -16.9 

Internet  Software  -16.7 


Multi-Utilities 
Computer  Stge.  t 
Telecomms.  Equi  , 
Wireless  Servicei  ^ai 


Instrumentation 


'*".'■' 


Mutual  Funds 


EQUITY  FUND  CATEGORIES 

4-week  total  return  %      52-week  total  return 


Week  ending  Feb.  12 
■  S&P  500    ■  U.S.  Diversified    RAH  Equity 

4-week  total  return 


%      -4 


Week  ending  Feb.  12 
■  S&P  500    ■  U.S.  Diversified    ■  All  Equity 

52-week  total  return 


Leaders 

Precious  Metals  14.3 

Pacific/Asia  ex-Japan  1.7 

Miscellaneous  1.6 

Diversified  Emerging  Mkts.  1.5 
Laggards 

Communications  -11.3 

Technology  -9.2 

Utilities  -5.9 

Small-cap  Growth  -4.5 

EQUITY  FUNDS 

4-week  total  return 


Leaders 

Precious  Metals  55.4 

Real  Estate  11.2 

Small-cap  Value  6.7 

Mid-cap  Value  0.6 
Laggards 

Communications  -42.8 

Technology  -36.7 

Japan  -31.7 

Utilities  -24.9 


%      52-week  total  return  % 


%      -16      -12      -8       A         0 
Data:  Standard  &  Poor's 


Leaders 

First  Eagle  SoGen  Gold 
U.S.  Global  Investors  Gold 
Rydex  Dynamic  Vent.  100 
ProFunds  Ultrashort  OTC 
Laggards 
Potomac  Internet  Plus 
ProFunds  UltraOTC  Inv. 
Firsthand  Communications 
Black  Oak  Emerging  Tech. 


21.0 
20.2 
18.3 
18.1 

-23.8 
-18.9 
-18.0 
-18.0 


Leaders 

First  Eagle  SoGen  Gold 
Am.  Cent.  Glob.  Gold  Inv. 
Monterey  OCM  Gold 
USAA  Prec.  Mets.  &  Mins. 
Laggards 
ProFunds  UltraOTC  Inv. 
Firsthand  Communications 
Black  Oak  Emerging  Tech. 
Pilgrim  Glob.  Communs.  A 


86.0 
78.6 
74.5 
71.9 

-68.2 
-68.1 
-66.8 
-65.1 


1  Interest  Rates 

KEY  RATES 

Feb.  13 

Week  a 

MONEY  MARKET  FUNDS 

1.60% 

1.63". 

90-DAY  TREASURY  BILLS 

1.74 

1.73 

2-YEAR  TREASURY  NOTES 

3.03 

2.95 

10-YEAR  TREASURY  NOTES 

4.99 

4.92 

30-YEAR  TREASURY  BONDS 

5.45 

5.37 

30-YEAR  FIXED  MORTGAGE! 

6.85 

6.81 

tBanxQuote,  Inc. 

BLOOMBERG  MUNI  YIELD  EQUIVALENTS 

Taxable  equivalent  yields  on  AAA-rated,  tax-exem 
bonds,  assuming  a  31%  federal  tax  rate. 

10-yr.  bond 


v. 


GENERAL  OBLIGATIONS 
TAXABLE  EQUIVALENT 


4.26% 
6.17 


iici 


INSURED  REVENUE  BONDS 


4.42 


TAXABLE  EQUIVALENT 


6.41 


m 


THE  WEEK  AHEAD 


NEW  RESIDENTIAL  CONSTRUCTION  Tuesday, 
Feb.  19,  8:30  a.m.  est*  Housing  starts 
in  January  probably  rose  0.6%,  to  an  an- 
nual rate  of  1.58  million,  from  1.57  mil- 
lion in  December.  That's  based  on  the 
median  forecast  of  economists  surveyed 
by  Standard  &  Poor's  mms,  a  unit  of  The 
McGraw-Hill  Companies. 

CONSUMER  PRICE  INDEX  Wednesday,  Feb. 
20,  8:30  a.m.  est*  Consumer  prices  for 
goods  and  services  are  projected  to  have 
increased  0.2%  in  January,  after  falling 


0.2%  in  December.  Excluding  food  and 
energy,  core  prices  probably  increased  by 
the  same  0.2%  during  January,  after 
inching  up  0.1%  last  month. 

INTERNATIONAL  TRADE  Thursday,  Feb.  21, 
8:30  a.m.  est*  The  trade  deficit  proba- 
bly widened  to  $28.2  billion  in  Decem- 
ber on  an  increase  of  imports.  In  Novem- 
ber, the  deficit  was  $27.9  billion. 

LEADING  INDICATORS  Thursday,  Feb.  21, 
10  a.m.  est*  The  Conference  Board's 


January  composite  index  of  leac 
nomic  indicators  probably  rose 
would  be  the  fourth  increase  in 

FEDERAL  BUDGET  Thursday,  Feb.  2 
est*  The  U.S.  Treasury  is  likely 
a  January  surplus  of  $39  billion 
pared  with  a  $76.4  billion  surpl 
January  and  a  $26.6  billion  sur 
December.  A  decline  in  tax  reve 
an  increase  in  government  expe 
could  cause  a  deficit  in  excess  < 
billion  during  fiscal  year  2002. 
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4.1%  as  investors  regained  some  confidence  in  the  companies  and  their  outlook.  Shares  of  Pro- 
rocketed  40.6%  after  the  credit-card  issuer  announced  regulators  had  approved  a  plan  to  pro- 
es  in  its  loans.  Tyco  International  rose  as  well,  as  hopes  grew  that  it  will  sell  rather  than  spin 
nit.  And  battered  Calpine  recovered  17.4%,  though  it's  down  82.1%  since  March  2001. 
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29 
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Change  from  last  week:  -0.2% 
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index  declined  for  a  second  consecutive 
Iculation  of  the  four-week  moving  aver- 
lipped  to  157.9,  from  158.5.  On  a  sea- 
1  basis,  the  energy  components  of  elec- 
de-oil  refining,  and  coal,  along  with 
fie,  declined  on  the  week.  A  mild  winter 
the  country  has  curbed  energy  demands 
os,  truck  assemblies,  lumber,  and  steel 
ncreased. 

h  of  the  index  components  is  at  www.business- 
luction  index  Copyright  2002  by  The  McGraw-Hill 


I  Online  Resources 

BW50  Track  the  index  and  the  com- 
panies in  it  all  day  long.  Plus:  our 
exclusive  Info  Tech  100  index. 

BUSINESSWEEK  INVESTING  Real  time 
market  coverage  and  investment 
tools  in  partnership  with  Standard 
&  Poor's. 

MUTUAL  FUNDS  Search  for  funds,  view 
BW  ratings,  and  read  Q&A's  with 
fund  managers. 

COLUMNS  Hot  stocks,  takeover  plays, 
and  the  latest  strategies  for  manag- 
ing your  money. 


BusinessWeek  online 


For  more  investment  data  and  the 

components  of  the  production  index,  visit 

www.businessweek.com. 
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Special  Advertising  Section 


Get  the 
Most 

Out  of 
Your 

Wealth 

Manager 


Learn  about  the  importance 

of  wealth  management 

services  in  this  BusinessWeek 

special  advertising  section  — 

look  for  it  in  the  April  22  issue. 

This  comprehensive  section 

on  the  changing  landscape 

of  wealth  management  for 

the  high  net-worth  individual 

will  explain  what  a 

wealth  manager  can  do 

for  you  and  guide  you  to 

choose  the  right  one. 

For  advertising  opportunities,  please  contact 
Cindy  Zuck-Pabst  at  212-512-4015  or 
dndy_zuck-pabst@businessweek.com. 
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Index  to  Companies 

This  index  gives  the  starting  page  tor  a  story  or  feature  with  a  significant 
reference  to  a  company.  Most  subsidiaries  are  indexed  under  their  own  names. 
Companies  listed  only  in  tables  are  not  included. 


ABC  (DIS)  24E2 
ABNAmro(ABN)58, 

104 

Adidas  128 
ADT  Security  Services 

128 

Advocare  128 
Airbus  Industrie  16 
AIT  Worldwide  Logistics 

128 

Alcatel  (ALA)  58 
Alliance  Capital 

Management  14 
Amazon.com  (AMZN) 

114 
American  Airlines  (AMR) 

1 38, 24E2 

American  Funds  140 
American  International 

Group  (AIG)  42 
American 

Superconductor  (AMSC) 

130 

AMR  (AMR)  64 
Andersen  14, 18, 104 
AOL  Time  Warner  (AOL) 

24 

Ariba  (ARBA)  36 
Ariel  Capital 

Management  144 
Aristocrat  Leisure  144 
AstraZeneca  (AZN)  64 
AT&T  (T)  36, 64 
Aurora  Solutions  & 

Wireless  128 
Avici  Systems  (AVCI)  39 
Avis  Group  (AVI)  138 

B 


Bandai  America  48 
Banff  Springs  Hotel  136 
Bank  of  America  (BAC) 
144 

Bayer  (BAYZY)  126, 129 
Bear  Stearns  (BCS)  144 
Bio-Reference 
Laboratories  (BRLI) 
144 

BMC  Software  (BMC) 
124 

Boeing  (BA)  16 
Bridgestone/Firestone 
(BRDCY)  50, 64 
Bridgewater  Associates 
36 

Bristol-Myers  Squibb 
(BMY)  50 

British  Airways  (BAB) 
63,126 
BT  (BTY)  58 
Burger  King  24E2 


Calpine  (CPN)  46, 104 

Carnival  Cruise  Lines 

(CCD24E2, 136E2 
Caterpillar  (CAT)  32 
CBS  (VIA)  24E2 
Chateau  Lake  Louise 

136 
Cisco  Systems  (CSCO) 

36 

Citigroup  (C)  64 
CNBC  (GE)  104 
Coca-Cola  (KO)  30, 104 
Commerce  One  (CMRC) 

36 
Compaq  Computer 

(CPQ)  14 
Computer  Associates 

(CA)  124 

Conlin  Travel  136E2 
Conseco  (CNC)  36 
Continental  Airlines 

(CAL)  24E2 

Copenhagen  Energy  130 
Crandall  Pierce  104 


Delta  Air  Lines  (DAL) 

104, 24E2 
Deutsche  Telekom  (DT) 

58 
DuPont  (DD)  36, 50, 

126 

E 


EarthLink  25 

Eastman  Kodak  (EK) 

118 

easyJet  16 

Eaton  Vance  (EV)  140 
eBay  (EBAY)  14 
Edison  of  Milan  130 
Edward  Jones  140 
Electricite  de  France 

130 

Eli  Lilly  (LLY)  129 
Enron(ENRNQ)  14, 18, 

30, 36, 38, 39, 42, 46, 

58,104,114,116, 

118,150 
Escapemaker.com 

136E8 

Eurociencia  63 
Expedia.com  EXPE) 

136E8. 138 
Exxon  Mobil  (XOM)  64 


FareChase.com  138 
Fidelity  24 

Financial  Research  140 
Fitch  46 


FleetBoston  Financial 
(FBF)42 
Ford  (F)  50, 64 
Fox  TV  (FOX)  24E2 
France  Telecom  (FTE)  58 
Frontier  16 


Gannett  (GCI)  46 
General  Electric  (GE)  36, 

64,104,118,126 
General  Motors  (GM)  64, 

104,118 

Georgia-Pacific  (GP)  36 
Global  Crossing 

(GBLXQ)46,104 
Goldman  Sachs  (GS) 

104 

Google  136E8, 138 
Great  Lakes  Cruise 

136E2 

H 


Hapag-Lloyd  Group 

136E2 
Harley-Davidson  (HDD 

118 

Hasbro  (HAS)  48 
Hawaiian  Airlines  (HA) 

138 
Hewlett-Packard  (HWP) 

14, 126 

HK  Systems  128 
Hoenig  104 
Home  Depot  (HD)  50, 

24E2 

Hotwire.com  1 38 
Hutchinson  Whampoa 

(HUWHY)  46 

I 


IBM  (IBM)  18, 104, 118, 
124, 130 

IGC-SuperPower  (IMGC) 
130 

ImClone  Systems  (IMCL) 
50 

Incentive  Systems  126 
Intermagnetics  General 
(IMGC)  130 
International  Game 
Technology  (IGT)  144 


Janus  Funds  140 
Jasper  Park  Lodge  136 
JDS  Uniphase  (JDSU) 

36,64 
JetBlue  16 
Jones  Lang  LaSalle  (JLL) 

144 
J.P.  Morgan  Chase  (JPM) 

36,104 


K 


Kafus  (KSEVQ.OB)  39 
Kennedy  Capital 

Management  144 
KeyCorp  (KEY)  124 
KeySpan  130 
Kmart  (KM)  24E2 
Krispy  Kreme  (KREM) 

150 

L 


Le  Chateau  Frontenac 

136 

Legg  Mason  (LM)  42 
Lehman  Brothers  (LEH) 

104 
Level  3 

Communications  (LVLT) 

46,64 

Lowe's  (LOW)  24E2 

Lucent  Technologies 

(LU)64 

M 


Marcstone  Capital  58 
Mariner  Energy  39 
McDonald's  (MCD)  24E2 
McGraw-Hill  (MHP)  146 
Merck  (MRK)  36 
Merrill  Lynch  (MER)  14, 
24.64,104.124,140 
Meta  Group  124 
Microsoft  (MSFT)  25, 30, 
50, 144, 24E2 
Moody's  Investors 
Service  (MCO)  18, 33, 
42, 46, 50, 58 
Morgan  Stanley  Dean 
Witter  (MWD)  24, 36, 
64,104 
Motorola  (MOT)  64 

N 


National  Amusements 

144 

NBC  (GE)  24E2 
Netscape 

Communications  (AOL) 

24 

NexMed  (NEXM)  129 
Nike  (NKE)  128 
NKT  Group  130 
Northwest  Airlines 

(NWAC)  24E2 
Novell  (NOVL)  128 


Orbrtz  138, 136E8 

P 


Pearson  (PSO)  58 
Performaworks  126 
Pfizer  (PFE)  64 
Pirelli  Cable  &  Systems 
130 


Pleasant  Hawaiian 
Holidays  138 
Priceline.com  (PCLN) 
138 

PricewaterhouseCoopers 
14 

Procter  &  Gamble  (PG) 
104 

Prudential  Securities 
(PRU)  14, 42 
Putnam  Funds  140 


Qwest  Communications 
International  (Q)  64 

R 


RBC  Capital  Markets 
124 
Replicon  126 

Rhythms 

NetConnections 

(RTHMQ)  39 
Roche  Group  (RHHVF) 

144 
Rockwell  International 

(ROK)  144 

Rolls-Royce  (RYCEY)  58 
Roots  14, 128 
Roth  Capital  Partners 

144 
Royal  Caribbean  (RCL) 

24E2 
Ryanair(RYAAY)16 


Salomon  Smith  Barney 

(036,104 

Sanford  C.  Bernstein  58 
Scientific-Atlanta  (SFA) 

46 

Sears  (S)  24E2 
Sentinel  Funds  140 
ServiceMaster  (SVM) 

144 
SG  Cowen  Securities 

124 

SideStep.com  138 
Site59.com  136E8 
Southwest  Airlines  (LUV) 

64, 24E2 
Southwire  130 
Sports  &  Sponsorships 

128 

Sprint  (FON)  64 
Standard  &  Poor's 

(MHP)  18, 33, 58, 104 
Sumitomo  Electric 

Industries  130 
Sun  Microsystems 

(SUNW)50.126 
Sunrise  Capital  18 
SunTrust  Banks  (STI)  14 
Sutter  Health  18 


Takara  Shuzo  48 
Technologies  Tel 
46 

Toews  Nasdaq- 
Hedged  Index  Fui 
Tokyo  Electric  Pow 
Totalescape.com  1 
ToyMax  Intemation 
(TMAX)48 
Toyota  (TM)  32 
Trade  Partnersh 
Worldwide  32 
Travelocity.com 
136E8, 138 
Trendmaster48 
Tyco  International 
36,42,104,142 

U 

UAL  (UAL)  50, 64, 
United  Parcel  Sen/] 
(UPS)  42 

y 

VeriSign  (VRSN) 
Verizon 

Communications 

128 

Viacom  (VIA)  144 
Victoria's  Secret  2* 
Virgin  Express  16 
Vivendi  Universal 
Vodafone  (VOD) 

W 


m 


Br: 


Wal-Mart  Stores  i 
124, 24E2 

Walgreen  (WAG) ! 
Washington  Mutu* 

(WM)64 

Wells  Fargo  (WFC) 
Wendy's  (WE)  24E  * 
Westinghouse  118 
Williams 

Communicatior 

(WCG)46 
WMS  Industries  (V  - 

144 

Workbrain  126 
WorldCom  (WCOM 

36,104 

Y 


Yahoo!  (YHOO)  25| 
136E8 


BusinessWeek  (ISSN  0007-7135)  published  weekly,  except  for  one  week  in  January  anl 
August,  by  The  McGraw-Hill  Companies,  Inc.  Executive.  Editorial.  Circulation,  and  Advertising! 
1221  Avenue  of  the  Americas.  New  York.  N.Y.  10020.  U.S.  subscriber  rate  $54.95/year;  Cana 
$69/year.  Periodicals  postage  paid  at  New  York.  NY.,  and  at  additional  mailing  offices  Post    gi.  -.__. 
at  Montreal,  P.O..  Canada  Post  International  Publications  Mail  Product  Sales  Agreement  No.  < 
Postmaster:  Send  address  changes  to  BusinessWeek.  P.O.  Box  53235.  Boulder.  CO  8032 


148  BusinessWeek  /  February  25,  2002 


BUSiiiessvveeK 


www.businessweek.com/classifieds 


IarketPlace 


isiness  Services 


VL  MARKETING  EXPERT 

selling  experience  Europe/ 
icific/Latin  America.  Market 
f.   Distribution   Channels. 

Negotiations.  Pay  only  time 
I.  as  needed.  Excellent 
es.  No  obligation.  Jack  (678) 

orceo@stratmarts.com 


Leads  &  Mailing  Lists 


i  Lists-14  million  businesses 
graphy,  sales  volume,  business  type, 
.  credit  rating,  and  more 

■  Lists -266  million  consumers 
,  income,  home  value,  buying 
beography  and  more 

11-800-555-5335  „.„,.,„ 


^aLogO? 


Get  a  Professional 

Custom  Designed 

LOGO  TODAY! 

i:  1-888-869-5646 


/v.  1 800mylogo.com 


ffifflm;'wii 


pth  detailed  information  on  14 
businesses  -  virtually  every  U.S. 
ladian  business. .  .only  $5  each. 

Call  now.  Your  First  Report  is  FREE! 

iessCreditUSA.com 

ree:  1-888-274-5325  „Mni 


Promotions/Premiums 


/ATE  YOUR  CUSTOMERS 

id  more  money  with  high- 
nationally  recognized 
jrand  incentives.  Variety  of 
options  including  airfare, 
id  cruise  programs,  as  well 
chandise  and  Rebate  offers. 
spirit-incentives.com 
1-800-860-5880  Ext.  130. 


icial  Books/CD  Roms 


ermined  to  improve 
r  financial  position? 


■234-3445  for  a  FREE  booklet! 

wers-innovations.com/freeideas.html 


Computer  Equipment 


Ted  Dasher  Inc. 

Hewlett-Packard 

■  Buy»Sell»Trade  ■ 


LaserJet  •  ColorPro  •  DrattMaster  •  DeskJet 

DrattPro  •  DesignJet  •  Ruggedwnter 

Electrostatic  Plotters 

HP  9000/3000  Workstations  &  Personal  Computers 

Demo  &  Refurbished  Equipment 

800-638-4833 

hns         Email  sales@dashercom 


Legal  Services 


Asset  Protection 


Domestic  &  Offshore  Strategies 

Companies,  Trusts.  Private  Banking 

•  Maximum  Privacy  •  Tax  Savings 

•  Estate  Planning  •  Global  Investments 

'Professional  •  Confidential 


Steven  Sears.  CPA  •  Attorney  at  Law 
714-544-0622  •  www.searsatty.com 


Discount  Travel 


N 


Ins  Vegas/NewYork 

Discount  Hotel  Ra 
Up to  65%  Off  I 


1ZO  Cities 


Business/Career  Opportunities 


No  Competition 

Lifetime  Revenues 

Exclusive  Territories 

for  Commercial  Kitchens 

visit:  www.rhinoeco.com 

email:  saIes@rhinoeco.com 

1-877-746-6224 


SIX  FIGURE  POTENTIAL 

FROM  HOME  (part/full  time) 

26-year-old  international, 

multi-billion  dollar  technology 

company  with  5A1  D&B  rating. 

For  details  on  our  internet  based 
marketing  approach,  visit: 

www.myautomaticbiz.com/bgm 


Offshore + E  -  C  ommerce 
=  Profit 


Own  an 

Offshore  Bank  Free 

800-733-2191  Emii 


Fine  Wine  Auctions 


MORRELL  FINE 
WINE  AUCTIONS 


On  February  23,  2002  Morrell  Fine 

Wine  Auctions  will  offer  an 

awesome  collection  of  mature 


GRAND  CRU  BURGUNDY 

DRC,  JAYER,  LEFLAIVr, 

KOUGET,  ETC. 


$800,000  of  impeccably  stored  wines 

spanning  8  decades.  If  you  love 

Burgundy  you  cannot  afford  to  be 

anywhere  else!  To  order  a 

completely  annotated  catalogue, 

call  212-307-4200  or 

fax  us  at  212-247-5242 

1  Rockefeller  Plaza  •  NY,  NY  10020 


For  Ad  Rates  and  Information 

Phone:(312)464-0500 

Fax:(312)464-0512 


Education/Instruction 


Get  Your  MBA 
Through  Distance  Learning 


EX3  University  of 

^r  Leicester 

Prestigious  British  University 
World  Leader  in  Distance  Learning 

No  GNAT  required 
Local  support  center 
Flexible  Education  Financing 
availaJble 

Work  experience  8c  qualifications 

considered 

Member  of  the  Association  of 

Business  Schools 

Accredited  by  the  Association  of  MBAs 

Offered  under  Royal  Charter 


800-874-5844 

email:  info9rdiusa.com 

www.rdi-usa.com 


m 


Education/Instruction 


EARN  YOUR  LAW 
DEGREE  ONLINE 

For  a  FREE  Catalog  Log  onto: 

www.concordlawschool.com 

or  Call:  1-800-439-4794 

A  Kaplan  Inc.  /Washington  Post  Company 


Business/Career  Opportunities 


Become  a 


Arrange 
equipment  leases  •  Factoring  •  Bi 
loans  of  ALL  tvpes  •  No  experience  needed 

SEE  FOR  YOURSELF! 
Visit  us  al  www.viewTLC.com  where  making 
money  is  as  easy  as  receiving  your  E-mail! 

RKCEIVE  A  COLOR  IN'FO  KIT        Ota 
AND  FREE  VIDEO  SEMINAR      Wk 

The  Loan  Consultants, 

since  1983 


CALL 
800-336-3933 


ABSOLUTELY  FREE 
EVALUATION 


Bachelor's  -  Master's  - 
Ph.D.  Degrees 

Based  on  life  and  work  experience. 

Confidential  --  Fast  --  Student 

Loans,  www.arrc.org 

800-951-1203 


Men's  Footwear 


MEN:    BE   TALLER!! 


Tired  ot  being 
short?  Try  our 
quality  footwear 
HIDDEN  height- 
increasing  feature 
INSIDE  shoe  No 
OVERSIZED 
HEELS!  Will  make 


ywj  tUMlEHdepending  on  style  OVER  IBOSTYUS  WAILABJ 
Extremely  comfortable  Sizes  5-12  Widths  B-EEE  In  business 
over  55  years  MONEY-BACK  GUARANTEE.  Call  or  write  tor 
FREE  color  catalog. 

ELEVATORS*   0 

RICHLEE  SHOE  COMPANY,  DEPT  BVBW22 
P  O  BOX  3566.  FREOERICK,  MD  21705 


1 -800-290-TALL 


Career  Opportunities 


MARKETING  MANAGER 

Northwest  Suburb  of  Chicago:  40  hours  per  week; 
no  overtime;  9:00  a.m.  to  5:00  p.m.  $59,634  per  year 

Responsible  for  development  of  marketing  concepts  for  existing  product  line  and 
new  product  line.  Provides  management  with  monthly  reports  setting  out 
market  trends  both  domestically  and  worldwide  for  prospective  wholesale 
and  retail  customers.  Promotes  product  lines  at  domestic  and  international  trade 
shows  and  other  buyer  related  events  to  develop  new  customers.  Works  with 
management  to  establish  effective  product  advertising  plans.  Reviews  sales 
statistics  in  order  to  advise  management  as  to  new  product  feasibility. 
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Editorials 


THE  WRATH  OF  THE  INVESTOR  CLASS 


There's  an  unusual  kind  of  mass  protest  going  on  in  Amer- 
ica. A  new  investor  class  feels  betrayed  by  the  financial 
manipulation,  managerial  arrogance,  and  political  connivance 
now  revealed  to  be  widespread  in  the  aftermath  of  Enron 
Corp.'s  collapse.  These  investors  are  educated,  suburban, 
married,  well-off,  white-  and  blue-collar  workers  who  placed 
their  trust  and  their  future  in  the  stock  market  in  the  1990s. 
They  eagerly  embraced  the  high-risk,  high-growth  economy  of 
deregulated  markets  and  individual  choice  and  now  feel  de- 
ceived by  insiders  who  hid  the  truth  and  rigged  the  odds 
against  them. 

The  credibility  of  the  populist  capitalism  created  in  the  '90s 
may  be  at  risk  as  investors  ponder  their  future  participation. 
Sensing  that,  Wall  Street  and  Washington  are  racing  to  clean 
up  the  mess.  Time  is  short.  The  investor  class  is  taking  its  re- 
venge by  crushing  certain  stocks  and  pummeling  companies. 
This  is  all  to  the  good,  as  the  market  strives  to  cleanse  itself. 
But  if  investors  lose  their  faith  in  stocks  and  pull  out  in  a  big 
way,  they  could  seriously  hurt  the  economic  recovery. 

A  new  American  social  contract  arose  in  the  past  decade  as 
millions  tied  their  future  to  the  stock  market.  They  exchanged 
their  sweat  equity  from  working  10-  and  12-hour  days  for  op- 
tions, bonuses,  and  401(k)s  that  tracked  their  own  compa- 
nies' stock  and  the  market  in  general.  It  was  a  high-risk, 
high-reward  deal  promoted  widely  in  the  era  by  corporate  ex- 
ecutives, Wall  Street  firms,  Republicans,  New  Democrats, 
the  business  press,  and  management  gurus.  The  idea — a  good 
one — was  for  the  economy  to  grow  more  rapidly  as  rising 
stock  prices  generated  higher  capital  investment,  greater  pro- 
ductivity, more  jobs,  and  bigger  incomes.  Those  who  most 
avidly  supported  the  social  contract,  the  new  investors,  liked 
the  idea  of  being  in  control  of  their  lives,  of  having  choices  and 
the  freedom  to  invest.  This  vision  was,  after  all,  an  analogue  of 
the  American  frontier  dream  of  independence,  individual  re- 
sponsibility, opportunity,  and  striking  it  rich. 

A  STACKED  DECK 

The  betrayal  that  class  now  feels  comes  not  from  the  two- 
year  bear  market  that  followed  the  booming  '90s  nor  the 
bursting  of  the  tech  bubble.  Until  Enron,  most  people  waited 
patiently  for  the  business  cycle  to  turn  up,  as  it  always  does. 
What  enraged  investors  was  the  revelation  that  Enron  exec- 
utives and  other  corporate  execs  had  stacked  the  deck  against 
them  and  played  by  a  separate  set  of  rules.  Investors  were 
stunned  to  learn  of  CEOs  using  their  companies  as  private 
piggy  banks  and  getting  loans  to  cover  bad  personal  invest- 
ments; top  brass  cashing  in  huge  numbers  of  options  without 
telling  shareholders;  and  employees  being  locked  into  401(k) 
plans  while  execs  sold  company  stock.  Investors  were  ap- 
palled by  the  extravagant  behavior  of  these  executives  who  be- 
stowed upon  themselves  special  rules  and  special  rewards. 

Then  investors  were  shocked  to  discover  that  they  had  also 
been  misled  about  the  level  of  risk  they  had  taken  on  by  ty- 


ing their  futures  to  the  market.  Disclosures  revealed  tr 
enormous  corporate  profits  of  the  '90s  were  actual 
counting  mirages.  Huge  writedowns  and  hundreds 
statements  wiped  out  billions  in  earnings.  Off-balance 
partnerships  turned  out  to  have  concealed  enormous  de) 
quisition  costs  were  much  higher;  income  was  lowe 
countants  and  analysts,  the  watchdogs  of  the  market 
unmasked  as  stock  promoters  and  corporate  cheerle 
not  guardians  of  the  investor. 

The  final  straw  came  when  investors  learned  that  m 
the  nation's  politicians  had  betrayed  them  as  well.  Com 
were  able  to  get  regulations  changed  in  the  shado> 
their  private  benefit.  Laws  protecting  shareholders  we, 
done  by  politicians,  both  Democrat  and  Republican,  be' 
to  corporate  campaign  donors. 

The  good  news  is  that  investor  wrath  has  push* 
market  rushing  to  clean  things  up.  Companies  with 
tionable  financial  statements  are  becoming  pariahs  ai 
straightening  their  books  as  fast  as  they  can.  Even  1 
Kreme  Doughnuts  Inc.  is  being  forced  to  shift  $35  mill 
a  "synthetic  lease"  and  back  onto  its  income  statement 
counting  is  finally  changing  as  well.  The  Big  Five 
agreed  to  split  off  some  of  their  service  businesses  fro 
diting,  reversing  years  of  opposing  such  action.  Wall  St 
taking  small  steps  to  return  some  credibility  to  its  an 
They  are  talking  about  disclosing  hidden  investment  b 
relationships  in  research  reports  and  limiting  stock  o 
in  companies  that  analysts  cover. 

WASHINGTON  WEIGHS  IN 

Washington,  terrified  of  angry  investors  as  the  Nov] 
elections  approach,  is  moving  with  unprecedented  has 
gress,  the  Bush  Administration,  and  regulators  are  all 
up  behind  investors.  The  House  is  proposing  a  1 
strengthen  auditing  standards,  give  more  funding  to  tj 
curities  &  Exchange  Commission  to  oversee  corpor 
nances,  and  force  CEOs  to  report  company  stock  transj 
within  24  hours.  The  Administration  has  signalled  the 
take  a  much  tougher  fine  on  accounting  standards.  Thi 
mission  is  instilling  fear  in  corporate  suites  by  saying 
enforce  the  spirit  of  accounting  law,  not  just  the  lettei 

At  a  remarkable  speed,  the  system  is  correcting.  ' 
nancial  and  political  clout  of  the  investor  class  is  makin| 
felt  on  Wall  Street  and  in  Washington.  Investors  will  so 
better  data — faster — from  corporations.  Chief  executiv 
be  made  more  responsible  for  their  balance  sheets  anc 
behavior.  Boards  of  directors  will  be  strengthened.  Tl 
even  a  chance  for  campaign-finance  reform.  But  tha 
enough.  If  America  as  a  nation  is  to  reap  the  benefil 
high-risk,  high  reward  economy,  then  individual  inv 
must  take  more  responsibility  as  well.  They  must  le 
gauge  risk  and  manage  it.  Investors  appear  to  hav 
their  protest.  Now  they  must  prepare  for  the  future. 
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They  both  took  care  of 

business. 


Took  care  of  their 

families. 


••( 


So  why  will  one 

leave  his  family  with  every 


dvantage 


9 


while  the  other  leaves 


everything  to  chance? 


1002  The  Northwestern  Mutual  Life  Insurance  Co.,  Milwaukee,  Wl 


The  difference  is  an  estate  plan  that  will  leave 
more  of  your  assets  where  you  want  them  to  go. 
Northwestern  Mutual  Financial  Representatives 
offer  expert  guidance  in  estate  planning,  as  well 
as  a  network  of  specialists  to  help  get  you  closer  to 
all  your  financial  goals. 


W  Northwestern  Mutual 
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www.nmfn.com 
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When  you  leave  a  meeting,  what  are  you  leaving  behind? 


What  do  you  want  people  to  take  away?  How 
do  you  want  to  be  remembered?  No  matter 
what  size  your  company  is,  you  can  continually 
present  yourself  in  a  confident,  professional  light  with 
brilliant  output  from  HP  color  printers.  HP  invents  the  kind 


of  powerful,  flexible  technology  that  can  help 
any  business  make  a  big  impression.  Solutions 
that  always  start  with  you  —  your  issues,  your  people, 
your  opportunities.  Leave  your  mark.  Find  out  about  our  entire 
line  of  HP  color  printers  at  www.hp.com/go/smbprinters. 
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